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April 30, 1995 

MEMORANDUM FOR 	 SECRETARY RUBIN INFORMATION 
FROM: 	 Alan Cohen 

Senior Advisor to the Secretary 

Glen Rosselli 
Deputy Assistant Secretary for Economic Policy 

SUBJECT: 	 Medicare and the Budget 

SUMMARY: 	 The Republican "strategy" of moving Medicare 
reform in a separate reconciliation bill creates 
enormous new difficulties for them. They have two 
options, either of which is painful. First, they 
could have a budget resolution that fails to show 
balance over seven years. Alternatively, they 
could include a plug of $250 Billion of Medicare 
spending cuts in their budget resolution, which 
will make many of 'their members extremely 
skittish. 

DISCUSSION: 

Speaker Gingrich said on Friday that Medicare "reform" would move' 
separately from Reconciliation. Sen~tor Dole said on television 
today that th~re'would be'two reconciliation bills this year. 
What do these statements mean for the budget process and what are 
the implications? r 

The most likely interpretation of this "strategy" for the budget 
process is as follows: 

The Republicans would try to pass a Budget Resolution that calls 
for two separate reconciliation bills.. They can do this within 
the rules. One reconciliation bill would order cuts in 
entitlements other than Medicare. The other reconciliation bill 
would .be for Medicare only. Presumably, for political reasons, 
the second one would move after the first one; otherwise, why go 
to the trouble of having two separate bills. 

However, if the Budget Resolution calls for two reconciliation 
bills, how do the numbers in the resolution reflect Medicare? 
There are two possibilities: 

1. The Budget Resolution would call for Medicare reforms in a 
second reconciliation bill, but the ,numbers in the Resolution 
would not include any impact of those reforms on Medicare 
spending. 



......," .. 

The problem with this approach for the Republicans is that it 
means that the Budget Resolution and reconciliation would have 
tremendous difficulty coming close to balancing the budget over' 
seven years. They have failed to meet the objective which they 
claimed was so crucial. Furthermore, without budget balance, the 
Republicans will look derelict if they try to include tax cuts in 
the Budget Resolution and/or reconciliation. Furthermore, they 

I 	 will probably not have enough political cover to put a debt 
ceiling indrease into the reconciliation bill. 

2. Not only would the Budget Resolution.call for Medicare 
reforms in a second reconciliation bill, but the numbers in the 
Resolution would· actually show the aggregate impact of those 
reforms on Medicare spending and on total Federal spending -- and 
on the Federal deficit. But this' means that the Budget 
Resolution would still be calling for $250-300 Billion in 
Medicare cuts over seven years. Republicans who are skittish now 
about these large cuts would be just about as skittish over this 
option. Furthermore; under this option, the Republicans would be 
quite hard-pressed to include tax cuts in the Reconciliation bill 
because that bill, which will not have any Medicare cuts in it, 
will not balance the budget in seven years. For the same reason, 
it would be hard to include a debt ceiling increase in 
reconciliation. Therefore, this option, which may appear 
attractive at first, has major liabilities and few benefits to 
the Republicans. 

with either option, the Republicans would have to pass a huge 
reconbiliation bill with painful cuts in prn "-­ her than 
Medicare, without the cover that ~~- - ldget balance 
and/or without the swe~~- Their tax 
cuts would have to be E '; their 
Medicare reform legisla ficult piece 
of legislation). In sh 'a'to they are in 
deep trouble. in terms 0: AL-	 \..dl'­
Moreover, ~aving stake~ .. \f~~\~\q f .J}J ~~~bli"answill be hard-pressed to 
including Medicare cuts 	 L\ t::' /\J '_II. It 
appears that the Republic. . . . . to I~ fficult 
position. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON INfORMATION 

TO: Deputy Secretary Altman 
FROM: Marina Weiss . 
SUBJECT: Impact of Additional Megicare/Medicaid Budget Cuts on 

Health Care Reform Initiative 
DATE: June 4, 1993 

, . 

SUMMARY: Pursuant to our discussion of yesterday, here are my 
thoughts on increasing the level of Medicare and Medicaid budget 
cuts as the Finance Committee marks up its title of the 
Reconciliation bill. 

RECOMMENDATION: In order to deliver on the President's promise 
to finance a.t least some of the cost of reforming the national 
health care system from reductions in Federal spending, it would 
be preferable to defer further cuts in Medicare and Medicaid 
until the Administration proposes its health reform initiative. 
If, 	however, it is necessary to make additional cuts in Medicare 
and Medicaid asa way of obtaining Senate support for the 
'Reconciliation bill, then I would recommend a two part strategy: 

i. 	 tailor the cuts to complement the contours of what we 
expect the Administration's plan to be; and 

/ 

2. 	 reassure Senators, Members of Congress and others who 
find the cuts excessive that there will be an 
opportunity to revisit the issue during the House-· 
Senate conference. ' 

ACTION: Not applicable. 
I

DISCUSSION: 

Backgrourid 

Throughout the campaign, the President told the American people 
that he intended to reform the health care system to make 
coverage universal and more affordable. He also made it clear 
.that he would phase in universal coverage as savings from 
reducing current costs became available. 

As you know, Medicare and Medicaid are the two largest Federal 
health care programs accounting for approximately $130b and $73b 
in 1992 outlays. 

When it was submitted in April, the President's budget included 
Medicare and Medicaid cuts amounting to $2.6b in 1994 and $46.8b 
over the 5 year budget period. The Administration then sent up a 
second set, of .cuts in Medicare which brought the total proposed 



to $3.0b in 1994 and $51.2b over the 5 year period. 

In its Reconciliation bill, the House Committees with 
jurisdiction over these programs (Ways and Means and Energy and 
Commerce) cut a total of $69~6b over the 5 year period. The total 
cuts in Medicare and Medicaid exceed the Reconciliation deficit 
reduction target by more than $30b. These additional "savings" 
were used as a way of offsetting the cost of expanding the Earned 
Income Tax Credit, and to pay for several new initiatives, 
notably the Administration's immunization proposal and 
continuation of special subsidies for rural hospitals. 

As part of their proposal to eliminate the Btu tax, Senator~ 
Boren and Danforth have recommended further cuts in Medicare of 
nearly $90b. In fairness, it should be pointed out that the 
Boren-Danforth Medicare and Medicaid proposals were described as 
options rather,than proposals. senator Breaux's staff has 
indicated that he would be more comfortable with a lower target, 
perhaps $30b in additional cuts over the 5 year period. 

Potential Impact of cuts on Health Reform Initiative: 

As you know from our earlier discussion, these large cuts in 
Medicare and Medicaid should not be made without a full 
understanding of the interaction between the economic plan and 
the health reform initiative. 

Specifically, I would recommend that the following points be 
discussed with the White House: 

1. Making deep cuts in Medicare and Medicaid to reduce the 
deficit will use up on-budget resources that could be applied to 
the Federal costs of the health reform plan'(costs of insuring 
the uninsured who are not connected to the workforce and costs of, 
subsidizing small businesses who will be mandated to cover their 
employees). 

2. If savings from cutting Federal spending is used in the 
Reconciliation bill, Federal costs of the health care plan will 
have to be financed by tax increases. or by expanding the scope of 
the employer mandate. 

3. If these cuts are made and the Administration is not willing 
to raise taxes to pay for health care reform, the cost of the 
health care plan will have to be reduced by either proposing a 
more austere benefit package or by phasing in coverage over a 
longer period of ,time. 

4. Since cutting Medicare and Medicaid payments to providers has 
the effect of reducing the price government pays for services, 
providers of care [e.g. hospitals, physicians, etc.] will make up 
their losses by increasing the cost of medical care to 
individuals, businesses, and state and local governments. If 
this phenomenon, known as "cost shift" is substantial,' some 



individuals and businesses can be expected to reduce or drop 
their insurance coverage altogether, thereby increasing the 
numbers of uninsured/underinsured Americans. others who continue 
to purchase coverage privately will see an increase in the cost 
of the.ir premiums. 

5. If employers experience signficant increases in the cost of 
providing health coverage, imposing an employer mandate as a part 
of health care reform may be more difficult. 

6. Medicare and Medicaid already pay providers at a discounted 
rate. .While there is no rigorous study showing that Medicare 
beneficiaries have difficulty in finding physicians who are 
willing to treat them, there are growing numbers of anecdotal 
reports to that effect. As you know, there is a very serious 
problem with Medicaid beneficiaries not being able to find 
physicians willing to take them as patients. Providers claim 
that they refuse to treat Me.dicaid patients because of inadequate 
reimbursement. If the already discounted payment rates in these 
programs are reduced even futher through budget cuts, 
beneficiaries may h~ve even more difficulty in obtaining 
necessary care. 

7. On the other hand, if individuals, employers and state and 
local governments are victims of signficant "cost shift," it may 
increase their incentive to negotiate a reasonable comprehensive 
he.alth care reform agreement. 

/ 

8. If the White House is interested in portraying this 
Administration as willing to make the difficult decisions and to 
"take on" traditional Democratic constituencies, deep cuts in the 
fastest growing entitlement programs can be characterized as an 
example of courage and retrenchment. 
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TREASURY CLEARANCE SHEET NO. ----­
Date June 4 t 1993 

MEMORANDUM FOR: 0 SECRETARY KJ DEPUTY SECRETARY 0 EXEcUTIVE SECRETARY 
o ACTION 0 BRIEFING l&1 INFORMATION 0 LEGISliATION 
o PRESS RELEASE DPUBLICATION OREGULATION 0 SPEECH o TESTIMONY 0 ornER _________ 

FROM: Marina L. Weiss 

THROUGH:~~~77~~~~-'~~____~~__~____________~ 
SUBJECT:_ Impact of Additional Medicare/Medicaid Budget Cuts on 

. Health Care Reform Inltlatlve 
. REVIEW OFFICES (Cbe<'Je wben office clears) , 

o UDder Secretary for FilWlee o EDiC'.fteZDellt o Policy M_qemeDt 
o Domestic FiDllDet OATF o Scbedlllhtg 
o EcoDOmiC Policy o Cu.toma o PllbUc AffairslLla1soD 
o Fiscal OFLETC o Tu. Poll:\ 

OFMS o Secret Serviee o Treuu.rer ; 
o Public Debt o GeDer&! Cou.uel OE&P 

o Iupector GeDera! o MiDt 
o UDder Secretary lor IDterDatioDaJ Affairs OIRS . o SaviDglBoDds 

o laternBtioaal Affairs o Legislative Aflairs o Otber _______o MllDegemeDt 
OOCC 

. 0 Executive Secretary Date 

INAME (Please Type\ INITIAL DATE 

INITIATOR(SI. 
WEISS, Marina ·~tj). 6/4/93 

I 

REVIEWERS 

; 

, 

SPECIAL INSTRUCTIONS 

o Review Officer Date 

DAS for Health Policy 

-'--

OFFICE TEL. NO. 

2-0090 

""" , 

I 



NO. 13- I (J...;1...;;L7~
TREASURY CLEARANCE SHEET 

Date June 4, 1993 

MEMORANDUM FOR: 0 SECRETARY [] DEPUTY SECRETARY 0 EXECUTIVE SECRETARY 
o ACTION D,BRIEFING lID INFORMATION 0 LEGISLATION 
o PRESS RELEASE DpUBLICATION DREGULATION 0 SPEECH 
o TESTIMONY 0 OTHER ______-'-___ 

FROM: Marina L. Weiss 

THROUGH:~~~~~~~~~_~~__~__________________~ 
SUBJECT: Impact of Additional Medicare/Medicaid Budget Cuts on 

, Health Care Reform Inltlatlve 
REVIEW OFFICES (Check when office clears) 

o Under Secretary for Fioance o Enforcement o Policy Mauagement 
o Domestic Finance OATF o Scheduling 
o Economic Policy o Cu.toms o Public AffairslUai50n 
o Fiseal OFLETC o To: Poli~ 

OFMS o Secret Service o Treuurer , 
o Public Debt o General Counsel OE&P 

o Inspector General o Mint' 
o Under Secretary for Internatio~al Affairs o IRS o Savings Bonds 

o International Atrairs o Legislative Affairs o Otber _______o Management 
OOCC 

I. t NAME (Please Typel INITIAL DATE I OFFICE I TEL. r.;o. !
i 

INITIATOR(S) 

WEISS, Marina 
16 / 4 / 93 IDAS for Health Policy 

I 
Ii 2-0090 

! 

I 
I 

I 
I 
I 

REVIEWERS 

I

! 

SPECIAL INSTRUCTIONS 

o Review Officer Date o Executive Se<:retary Date 
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DEPARTMENT OF THE TREASURY 
WASHINGTON. 

May 17, 1995 
ASSISTANT SECRETARY 

.INFORMATION 

MEMORANDUM FOR SECRETAR~ ~~~N 

FROM: . Alicia Munnell~' ­

SUBJECT: New Medicare Proposals 

Congressmen Christopher Shays, Dave Hobson, Dan Miller, and Steve Largent 
have submitted three separate alternative proposals (referred to as Plans A, B, and C) 
for improving the Medicare system to Chairman, Thomas of· the House Subcommittee on 
Health (copy attached). Under each of the plans, Medicare cost increases would be 
limited to an average of 5.4 percent per year over seven years, so that total spending 
would reach $258.9 billion in FY 2002 (as in the Senate Budget Committee mark) . .Total 
claimed savings, based on CBO scoring, are $288 billion over seven years. Below is a 
brief summary of each plan. . . 

Plan A: Incentive Based Medicare Reform 

This plan would implement 35 proposals for Medicare savings, ranging from 
increasing beneficiary copayments, premiums, arid deductibles to cutting provider 
payments. The plan would also establish a preferred provider organization, allow 
beneficiaries to stay in employer plans when they retire, increase incentives for HMOs to 
contract with Jvledicare, and further increase the Part B premium for new enrollees who 
choose fee-for-service plans after 1999. ! 

In addition, Plan A would limit payments to hospital physicians whose costs far 
exceed the national median, make hospitals responsible for post-acute care decisions, 
establish paymenHimits for outpatient services, adjust the Medicare Volume 
Performance Standard, reduce direct and indirect medical education funds, phase out 
Medicare disproportionate share payments to hospitals, and apply means testing to the 
Part B premium, . 

Plan B: Defined Medicare Contribution 

Medicare would be··transformedinto a defined contribution program for· every 
beneficiary, with Medicare making contributions to a qualifying health plan of the 
beneficiary's choice and the beneficiary paying extra or receiving a rebate depending on 
whether the plan is more or less costly than the amount of the contribution. The 
contribution level would be adjusted based on each beneficiary's age, gender, geographic 

, location, disabnity status and End Stage Renal Disease status; in 1996, the average 
contribution amount would be $5,122. Medicare could continue to offer the traditional 
Medicare bene:fit plan and allow beneficiaries to purchase it at its actuariai value. 

exeCUTive SfCRErARtAT 
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Plan C: Incentive Based Medicare Reform with Look Back Sequester 

This proposal consists of three "levels." The first level comprises several 
measures to lower expenditure growth in the current system: establishing home health, 
skilled nursing, and clinical lab coinsurance, reducing the hospital inflation update and 
freezing the physician update, increasing and indexing the Part B deductible, and other 
changes. The second level would expand the scope of Medicare private plans to include 
Preferred Provider Organizations, Point of Service plans, Medical Savings Accounts, and 
other options. Enrollees would receive an adjusted contribution toward the cost of the 
plan, as in Plan II above. The third level, a look back sequester, would be instituted if 
contributions to private plans are below the projected target, or if government-run 
Medicare spending is projected higher than the target. The sequester would include· 
unspecified reductions in provider payments and expanded beneficiary cost sharing; 
RCFA would recommend changes which Congress could adopt or overrule. If Congress 
failed to act altogether, RCFA's recommendations would be adopted. Payroll tax 
increases and higher government contributions to Part B could not be recommended. 

Attachment 
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Hay 11, 1995 

The Honorable William K. Thomas 

Chairman 

House SUlX:ouittee on Health 

1136 Lonqworth HOB 

Washington, D.C. 205~S 


Dear Bill: 

Recognizing the challenqes:yollrsubCommittee faces in th 
cOlDinq months in passinci-laqiBlation to .ave 'the MecUcar 
system, we want totaketbl0 opportunity to share vith 
you three separate plans wa believe will help protect, 
preserve and improve the currant system, which,' as you
know, will be bankrupt-in seven years. 

congress and the Administration have a historic 
opportunity to improve the quality ot care for seniors, 
increase. choice, reclucewasteancl inefficiency, and, mos 
importantly, save the program tro. bankruptcy. 

There is no reason why Medicare should not be able to 
realize the same improvements in health ca.re delivery an, 
reauctions in the rate ot growth experienced by the 
private sector during the past taw years. Untortunately 
as we discovered, part ot the proble. ia that Medicare's 
current structure is desiqned to meet the market place 0: 

the 1960's, not the market place of the 1990's and 
beyond. 

We have attached information about our three plana. We 

. do not send them to you advocating one plan over another 


but simply pass them on as difterent approaches you may 

. want to consider in working to provide mora choice, 
greater effectiVeness and a lower rate ot growth in the 
Medicare system, all of. which i. essential to avoiding
bankruptcy. Each plan has been scored by CBO, and while 
we believe them to be viable, we also know they can be 
improved. 

In'short, the three plans are as tollows: 

A;;---Incentlve-BasedMedicare Reform 

Thi& proposal would implement 35 specific proposals
that retorm the existing Medicare system to help 
create more choice and incentives tor competition and 
cost effectiven•••. 
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The Honorable William M. Thomas -- Page 2 
) 

B. 	 Defined Medicare Contribution 

This proposal would provide ad.fined contribution 
. adjusted for' 8ge·,·· qencSer , ".geoqraphic location, 
disability and ZSRDatatua -- towards the plan of . 
choice tor each. bene~iciary.. . 

c. 	Incentive· 8a••4 .Medicare Refom.--vith Loak '~ack 
Sequester 

...... ...~ ..- ..." 
Under thia approach, specifiC proposalawoulcJ be 
implemented initia~~y t~·~chi.va savinq. and 
encourage seniora .to choo•• more cost-effactive 
plans. .It would alao include a yearly aavinqs· tarqet 
that if not ••t through private care would trigger
additional coat saving ••asure. to meet annual 
targets.····· 

We hope this in~orllation will be· "helpful to your 
sUbc01lllll1ttee and look'· -forward to working- witil you in yow
efforts to protect, preserve and improve the Medicare 
syatea. 

David Hobson 
Member of Congress 

~~~~ 
Member of Conqress 

CC:. The· Honorable 1111 Archer 

http:t~�~chi.va
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OPTIONS FOR PRESERVING MEDICARE 

CODpallD1aII Qaristopher:,SbaJl, Dave HomoD. 
'Du 'MDler,..ud,Stevc'I.aralillt·, ...,..;... 

: Iii: I II I I II I 

May ll,199S 

. ., 

NOTE ON SCORING: AIIItvae plans pnNIde for Medicare growing from $178 t:iIIan In 1985 
to $28jS biIon n2OQ2. lhiI ill un CN'8n111 grDWth ot ~.9 paream cMtrthellWnyurs and 5." 
pefCet,t =mpounded aMually, Ttli raultlng II..... growth rata ad'lltwed from 
ImpAernentatian of anyone of ttle plans would save 1288 blnlon owr uven years. 

All. lin irrtegrated plan averall IICOring for Plan A Will not equal the total of ttle indivi:Iual 
proposals. This is due to the interadtve behavior of1he proposals when combined intD one 
Pan. It taken separately, the 35 IX'Dposals save $302 OYer saven years. eut as an integrated 
plan h savings, _ scared t¥tha Congressional Budget Offic. (CeO) totals 1288 oyer seven 
year5. Th8",fo~. the ultimate,savings is S28a billion. not the tabU of the 3S prop0$8ls. 

In adctitiDn, some of the proposals contained in Plan A ate new and had not been previously 
scor.1 bv the ceo. ~ I hal conGnued to analyze these new proposals. ceo has reviled 
i1:s IS1Iumptions, thl18t¥ all8~ IBVInOS ftgures. It is UJ)8d8d cao.n continue to make 
nrwisiona. 

PLANA: INCENIlVE BASED MEDICARE REFORM 

This pLm QXlSists oetour setS oCpltlposals aimed a1 acc:orDpLisbing th.e:se goals: 

t 	 Proposals to c::rpond choice fa,. senlol's. to introduce incentives for the DW'kcl to 
QIUlc:roc, aDd to ca:m:nMcdicare to. system similar to tbc FcdI:nJ Employees Health 
Bc:acfits Program' , . 

n. 	 Proposals to ~limin.uewast.e end O"Cl'paymeau·1Bd I'DOliValt providcn to practice 
DlCR cost dTc:ctivdy by bringing m.vIcd. principles to Mc:dican:. ' 

, ' 

m PrnplSals to ioa=sc cost consciouqw:::g and n:ducc the MediCare subsidy. 

()pIIiaruI far Pi..,wing ~ • 

...,,1 .. '. 



IV, Prapcsals that wiJllDf Washin~ budget gaming bypcl'7ftll1lcntly CX%aIding cum:r.u 
law tb.ar. is set to expire. 

E:q:wld Choias for Medicare Bmeficiaria·:.~ ~ .. " ... " .. '-", ~ , .' -' . 

T.a.Ye irLitWives In propa:sod to uwfon:zl Mc:d.ic:uc. Tbese JIf'CIPOSIls will prtImCJCC mare 
hcmlth CIR ~'" far the .~ 1DIi.1f!..~~0:1 "l. .~~~ bcadic:iarics.CD 
~lPlim baed CD CUll ~,IDd,qual.ily.~ tlsomnlain iDa:mi:ves CD mGlivare 
privllte pLms to pllticipntc in.~~~prripOsaJ' rqftsaa tbc larpt 
n:farm of tba Medicare PfOIIIUi s:iDI:c Us .iDa:ptiQIL AlrhG!.IP scvc:nl oC·tbc .fi1IlauriDg
propaIIa dD..pnDIz dila:tSlviDpby,~~~~ iDdin:dly by impnning 
lbc ~raIl Medicare propllD. 

1. 	 Inform Beaefic:.iaries (no outllY saviDgs) 

Maay Mc:dicare bc:acficiarics.uc DOt.cv= aware oCthc HMOoplion tbc=y have DOW. 
t.TadI:r a system \Were tbcrc arc m.IID)' ~ opticms. it will be impcnJ:ivc that'they be 
iDJ.'ormcd of the mill)' IIdvwages tb.c:se ..plaas have aver thar c:um:nt sysraa This 
proposal ~d. n:quir; tlw Mcdic.aR ben.cfk:i.Irics.bcsuppJicd with c:ompnblc 
m£mmatiCD 011 all tbtit. choices of health pLms (mudiDg Mr:diQIfC 1l::c·CCI'-scrviI::e) 

.	sZmilIIr to MIltOfiia: afPcnamd Managancnt (OPM) DOW provides durirJg me CJPC1l 
c::mnIJmmr seas.1Zl fa' fcdI:ral.anployccs. lDc1ud.ed ill this iDformatiOD sbculd be n:port 
cmls CD quality o£balm care plans. 

2. 	 Allow PlaDJ Price Flaibiliry IUld Rebates (no outlay lavillp) 

Cum::u.tly, Med..icaR allows HMOs the option 1.0 c.tli::r c::ara bc:Ddits 10 Medicare 
bcndiciarics, sur.:h IS PIC:SI::ription drugs and preventive c:III'C. Sc:mc HMOs 1ft able to 
affiI:r IhI:Ic e:.ura bc::tctits b::cIlJsc Ux:ir Medicare paymc:at is fir bisbcr Ihan tIx cost CD 
tn::a11be bc::ndiciary. 

This ptoposal would allow plans 10 give: beneficiaries the optian ofcma benefits Ol' I 

cash rebate (not .UOVJ'Cd under cum:nt law) fpr!he difFc:rc::ncc bc;tv.ec:u the Mc:dicare 
pI)'II2CIl1 and me pllD's cost to treat the beneficiary. BcDefjciaries who c:bcose a less 
cxpamvc plan should be rewarded for that clwicc and be allowai 10 rcrzive a rebau:. 

3. 	 Fablisb a Prererred Provider Option ror Both Part A .Dd Part B or Medicare 
(S26.3·billion-Slviap OvtrseveD yurs) . 

McdicaR' bcacliciaries are uncertainlbout joining coan:J.i.nau:d c.an= plans bcasuse it . 
limits their. ability to choose a do:ta, A Prefc:rtld Pravidc:r Organization bas • 
ccmbinatiaa o£ advantages cWer~ c.an:.plam md indmmity plans: it offers 
a vrzy bmad IItnly ofdoct.ors with r:qD'i.ted discoWlU:d rar.cs. Beneficiaries can still 
dxIasc. dt:x:ur aw.ide W health pl. Ii they P3Y a bigbc:r c.opaymcnl This proposal 

2· 
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'IIIOUId modd I Medicare pn::fcrred. provitkr system after these thIIl have c::mcrged as a 

. major w.y to CODtrOI the growth in costs mpriva.tc s=or insurance prognuns. 


Providers wbo cboose to be QI1 Medicare's prdcmd provtdtr list would provide fee 

mlCOWlI U) Mcdic:an:~ -, .. 

4. 	 ADow Baaeficiariesto'R.cmair:liD Their Employer'P1ms (no outlay ..viDIs) 

CurraIdy.-if lD'iD.dividuaI bidMptolD-C:mpJt7ylr~ pll11 thai does:aOt 
pltticipuc in ~; ·tbK· iDdiYicWal mUst 1cm tbar'. plaD.~-WD= t!IeY'bcCmrie a 
Medicare bcac:ficiuy. This prgb1cm 'WiD '~J'l"GV- IS tbc privace 1aJtb 
c:.e pr'9"1Iioa turDs iD iDa."eIsil&'numhen to COOI"diJwecI care plaas - because most 
of thac pIaDs do pgt have CDDII'ICU with Mcdic:arc. This proposal v..owd pn:Mde • 
• mdell bc:iibb care 1i'msiti00:' wbici~1iDp1Dyccs'.~' &ad became Mcdic:aa.: i 

bcacficilries by aUCMins Ncdicare payme:at to cmp1ayclr sp::aICIl'1d pllDS. 

5. 	 Lift the ·SO/SO" Lccitlatioa (no outlay aaviap) 

, This· Health Care riDaDciDa AdmiAisttation rule requires HMOs with I Med.ican: 
cumad to bm: Illcasr as mmy ca i Ii II i cial t;:UStOmcn IS it does Mc::dican: c:ustomc:r'S. 
Almasl an iDsunncc pJaascite HeFA's "501'0" rule IS dI: major barrier for St.II'tinB 
I Mc:dic:.Irc HMO mIDiDY II'QS oC the COWltl'y: 

6. 	 AJ10w Pius to Sell More Products (ao outlay uvinp) , 

,	I:asurcrs bclicvc they c:auld n::auit more beneficiaries.. aDd be mare profitable. if tbcy 
ccu1d am:r mare Medicare prah.cts 1:0 additi.cm to me very reguLw:d HMO prcdud cbat 
U. Mc:dicare laws DC\IfaUow. Tb:sc include 'point-of..se:ni= plans. prc£c:rn:d provider 
c.pnizaricm. medical savingS ar::caunts. and panial capitatiOll plAns..Payment to tbae 
phm waul.d be mad.!: through a contribution from Medicare that is based ona rtYisc:d 
medlod. aibow' Mc:diClU'l: c:unmUy pays HMOs (see proposal below). BenefICiaries 
would n::c::ivc I rebate at PlY an additiaJal amount dcpc:Ddias OIl the price ofthe plm 

, ~c:boosc. 

7. 	 Iac:.ruse Iaccotive far HMOs to Coaulc:t with Medicare by MJkioC Medicare ' 
Plymeats to HMO. More Equiuble($9.J billion ia savinES over seveu ycan) 
.' .' 	 . ~ 

Cum:mly. M.e:d.i.c:ar: pI)'D'ICI'Il to HMOs nry IfI=llIy from COUDty to county bcc:ausc lbc 
HMO pa;ymt:lU is based on avcnll: ftc·(or·sc:rvice: Mcd.ican: costs. For example. 
Medicare pays HMOs in some."...... m CaJilorn.ia around S650 per month pa'. 

bcaeficiary becauSC' Medicare tw ¥8'Y tuab fee·for-servia: casts in that an::a. BlA 
HMOs iii t1iC-~pOliS-arc.a n ,.. CII.tY IrOUDd SJSO per mcmth per bc:ndiciary 
b=ausc Mcdican: lee-for"service: i.I las c:oa.ty in this area. For this n:&SOD., HMOs 
wlth Mcciica:n: CQIltnK:t.S an: COQcc_1Ia'.t III II fC'W a.n::as IU'tlUIld the ccuu:y.l=ving 
most areas wir.b DO Medicare HMOs. aU ben"sc it would be unprofitable for tbcm. 
Also, wbi1c ~HMOs in the hi,b pIyIIIC .-t:U are able to of!cr beneficiaries c:::lCD'a 

benefits, $UCh as prcsaiption drop. ... DO moa.tbJy pn::mium. HMOs in low pB)'ing 
lRas z:m:I.n c:hIrgc the bcndiciary • ..u;y. pn:mium ~ of S60and are stiIJ 

) 
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uaable co c£rcr any eXtra bc:ccfits. lhi.s proposal would. u.r.tIirJ.k HMO psymtnt from 
~f.c:II..&:r~ CQSES by masin, cwr=1 HMO paymmts by 5 pc:n:cm eacl1 
)a' (msu:.ad oCiD:n::asing paymcms by tbc im:zcue.izl fee.f.c:r...se:n1CZ costs) aad would 
cdJapsc ~map oC HMO pl)'lDt:DlS by iDc:n=asir1S by aaJy 1.5 pcaceat paymtats to 
HMOs Ihaa: III DOW paid cm:r 120 pac:=n of th& 1'Wiaaal median until those HMO 
p.,.ms £all wilhiD120 pCUid4aCme narjmaJ .,.".,rum 

I. 	 Make faymerrts:ud Population Mon Stable for M'.I.aaled CaR Ol'lanizations 
(no outlaYM.p) , 

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

This prapasal would.disc**"innc~~~ policyfcw'HMOs'and 
rc:quirc bcrx:fic:i.lric:s,CO n:maiD. ill • pia. far·CIJC yarr fu.1'ka:'FEHBP). ArJ. ac:ptiOll 
wtUd be IIIIdc, IlkMiDs berririaria ~~:HMO =oUccs a 9O..Qayvil1 
p::ric::d bc:CGR ccmmitt:inr co u.: full-yar cm:oJlment Tbc prcpoul would allow plans 
• r.bree-yar'payma:u c:a:u:ract opUCID.CO eliminate UDCaUiIIly in p~1tIeDts dull the 
c:um:m yell' to )al d:IIlIraCl iDvolvcs. 

9. 	 Elimiaate fart B fremium rorCoordiaatcd Care (IllO-o~y JaviDp) 

Medicare bc:odjc:ilrigs would, bemcaurap to jam r::aardiAa1ed care plaDs by 
, elimiDlUiag the bcncfic:iuy Part B premium of abcul S50 pel' mamh. 'Ibis pRmium.. 

whic:h QZIl'eDUy is included ill the Feck:nJ CiO'vc::rramaIl paymst to Medicare HMOs., 
wculd be cx.c:ludcd fnm tbc fai:nl paymcm. HMOs c:ou1d then. in the umuai )RDlium 
c:bIrgI:: to HMO bcn=ticiarics. raise their cum::nr. premium rate to make up for scm:: or 
all af this reduc:d f'cdenI psym=u. Because HMOs can p:'CS1DD'bly deliver sen1ccs 
mOre efiic:iently than Medicare fcc.for-service, competition WI J.ikdy result i.a I 

premium oC less thaD S50 per month. These saviap will ea:nJI: d.ircc:tIy to the 
beDcficiary. 

10. 	 lacra.se Premium for NrwBenefic:iarics Who ChOOM Med.ic.areFee-For-Serviu 
(53.8 bWioa in Slvinp OYH' SeYeD yetn) 

1'be MediI:.u:e Pan B ptl)~ is higbly subsiciiz=d out of generaJ revenues (projedCd 
to rcc.cive cnns{en of $59 billion in 1996). Beginning in 1999, aU aew CN'OUees 
cboosing MediW'C fee.for-servia: \tI'OUJd PlY a Pan B pn:mi~ $20 bigh.cr than that 
of CWTCtlt, Mc:djc:.ate beneficiaries. This would help rcdw:c me subsidy while 
CDCOW"Iglng bcnc:fi'iaiic:s into I'%\(;R CDII dIc:ctive plans. Curran cmoUecs would be 
c:u:mpt £rem this proposal. 

11. 	 Move Medicare Deductible Towlrd Averaee Deductibles ill Private Sector 
Health Care (SlS:.lbiUicioin siwUtp over seven )'un) 

The· M~ Part B deductible: h.u ba:::a i.ncrc:.asc:d oaJy IhRe times in the h.isuJry of 
the program: the original SSO ded:uajblc of 1965 is now Sloo. This law deductible 
provides I major incc'Uive to o~ medical scrvic:s. This proposal would i.nc:n::asc 
the dcducable 10 S 1 SO in 1996 tb:::rJ II:Idc& .. '" pVtSIltU growth. Bc:ncficiaric:s will have 
the optiCID to avoid p,aying this dcduc:l1blc (or avoid paying an inI:::rcased pran.i~ for 

o,Iarw far PI_WI; ~ • 
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I Medigap policy mat covc:rs this deductible) by choosiag I private plan. such as an 
HMO, tbIl does DOl charge adeductible. . 

.~ .-~. 

12. 	 Co.vert Medicare to ID .F:EBBP.IJke S:m.-. ,JaaviDp are ru1izcdbeyond 
1Iftf:D.1e&r period)' . 

' i ..- .. 

JL Flimjnate Wute IDd Overpayments aad Motivate Providcn tD Practice Mort: Colt 
Efti=c:ti'Ydy by Brinaiae Market Principia to Medicar'C 

13. Allow Medicare B ..nciaries to Sbare ill the SaviDp Wben -they Detect 
Inappropriate Medicare Payments (Iaviap uDdeterm.iDed) 

This proposal 'WCUJd allow Mc:dic:.ve b=eficiaria to n::ceive 10 pen:clJt ofthe saviDp 
ittbe)' dda:l that ~was cbargI:d far servio:s they did DOt n:c:ivc CI' far medical 

. cqu.ipmcm they did DOt requcn or a=i 

It is ~ il:apaaibk far HCFA 10 rhorougbly IDODitar pl)"lDt:DtS to the cbnrmncis of 
Medicare prod.ucts aDd St:IYicr:s providers. But 31 millioo bcndiciarics ensuriDg Ih1Il 
tbc.ir bills arc ctIJrcct will help to Rdute Medicare waste lad abuse. 

14. Limit Payments to Hospital Physicians W'bose Cosu Far Esa:ed the NatioDal 
MediaD (S6.0 billion in savmcs over leve.D yurs) 

The volume and int=sity of physician sct\'io:s per bospit.alldmissiau varia wUIdy 
I from baspital to hospital c:vm aftcradjustiDg f~ CUIMIlix. gc:osnPb.ic price' 
~ II:S:hiDg SL1IDJS, md cLisproporuorwe s.h.an:. This proposal would withbald 
10 pc:n::aIE to 20 pc::n:c1t of the Mc:djcare paymcm to pbysicims in bospilAls wbic:b 
,=xa:ed. 11S pc:r=lt of the national mc:d.ian. If the pbysiciaa staan:d..w:a volume and 
iI:d.c:osily in the year of the withhold., Mcd.ic:arc will pay the pbysic:ian st.a1l'some ar aU 
,ofthe ..nthbdd It U1e c:d or the yc:ar. This is the first Medicare fcc-far-service prtJpOSaJ 
eva:' that provides an agmiz::d ~ ofphysi.c:ians., the bospit.al medical ~ with l.bc 
iDl:z:Dtivc to maDlgI: utjliz.ariOll. 

15. TnD.Sf'er Post-Mute Care Decision.s rrom the GovfrumeDt to the Private Sector 
. Iby BundUDI the Hospital Payment (S19.3biUioD ~ saviDp over xvenyun) 

;ficrm: Haltb Care, Skilla:i Nursing Facil.iric:s (SNF'). and rcbabiliWion care -1CgcW::r 
IIiDO\oIr1l as p:ISl..:::utc c.IU'C ­ an: SOInl: of !.be fastest. grgwi.Dg campooc:nts ofMcd.icare: 
spcndi.aS. SiD= 1985. post-Ic~lte ~g has grown by ClVCI' 25 p:rc:alt a.r.mua1ly, 

, 
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from. abtu S'2 billion in 1985 to S16 billion in 1994. In the last two~, post-acute 
sp=ding far SNF and heme health services ~ It III lDDuai growth rate of 40 
pc:rcr:at. Bcginnins in 1997. this - proposal would -make a sinslc prospectively 
~ Psym=l to bospiWs Uw cam.bi=s. (aDd baspiuJs would be respoDSI"ble 
Car) aU post haspiw SNF aDd rebabillwiaa services, akmg with 60 days of heme 
hcalIb. a:ni=s;tbcRbyushifting thcRSp::mibilliyb ==rtbcappropria=css of 
pDIl~ care savic:&:s from die Fcdcnl GO\'CllImem to tbc privltC SCCUIr. BUDdling 

- paiI..ma-e:an--mm imb me bOspita1piyii:iml'wou1cri1sO-~ the iD=ltive that 
baspiWs DOW have to discbqe parieDts lIKG quickly imo Jat acute care scuings 
b,ecaJl. paymcm nrcs have 1nditiaaally bCCD hip iZlpast-acur.e seaings. ­

16. 	 ~Competitive BiddiaC OD Cliolcal Labs nnd Dunble Medic:al Equipment 
(SI.6 billion in uvUngJ over seven yean) 

TbiI psopcwl wiD require HCFA to NIl CWlpctitivc biddmgJ)rognams tbraugboat the 
cadrY iD 1997 fa a:rtaiD dunbiemedical c:qWpmem (oxyp, pllrCDtcral sad mtcra.l, 
MRl, mi CAT scms) md c:liDlcal1abcnIa)' tests. Bids Ie =cpeaed to lower aVC"lgc 
priczs by11 b::asll0 pcn::cm oarinnaUy.-ifthis avenge price rcducticn is DOt obfBiDai, 
fia far certain durable medical cquipmem aDd clinial I.b tcsU WQll.d be n:dua:d to 
obtain an avenge pnce reducticm of 10 pat:Clt IWicmally. . 

17. 	 Establisb Payment Limits {or Outpatieat DeputlDeDt Services Not Covered 
UDder Current Cost Limits (53.1 billion in I.IIvmp over aneD yean) 

Nearly_ 40 pcrt:CDt of outpatic:nt casts an: c::xempt £nxn c:ast limits C6 prospeaive 
paymcm rates. These a:m hne greatly c:q:Iandc:d in Ihe put five yean. This proposal 
requires HCFA to set payment limits similar to c:ost·n:imbuncd outpatient scrv1ces. 

18. 	 Readjust the Medicnre Volume Pel"formanceStaodard (MVPS) Formula ($3.4 
biUion in savinp over seven years) ­

The MVPS is the Mcdi~ anaual ..growth target" far pbysic:i1l1 ~tw"ci. If 
adUAl physician expcndi~ fall below this target, physicians are rewarded with ID 

inacase in the n&:Xt year's fees - but thcl. the DCIa yean t.arget is nised - and vice 
~ The problem with the c:urrenrlaw is that there is an asymmcuy in the adjustmmt 
formula. Tha1 is, the upward adjustment in the target is smaller than the dOVo'ftwvd 
adjustmet:lt because of the expected behavionl change of ina=.sc:d volume and 
inu:Dsity of sc:niccs wbcl physician fees ~ n::d.u.c:cd. 

The ~~of~ MVPSs. thcrdcre, dfeaivdy ~ physicians 
for r:xcccding the limit sine: fuNre wget limits arc adjusted upwards for c:xpected . 
valunx: iuac:asrs. This proposal. whidl is supponed by the Physician Paymem Rmew 
Commission. would dctcmtinc futw"e MVPSs symmetric.aHy by eliminating the 
beh.avion..l offset assumption from !he calculation. 

19. 	 Reduce Payments to Physicians (or Q-,erhead ($0.9 billioa in savinp over seven 
yean) 
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Mcdic:are physic:im fc:cs Ie ca1cd"ed to include,. amotIg other things. physician office 
ovcrbad cOsu. This compoacllt of the fcc is based OD hisuaic charges instead of 
ftSDUR:I: Caas ~ are marc rcli4blc. TlU.S pOliCy ZDQVCs avcrbI:ad expcoses towards 
• ~1')'S't.Cm. 	 .. ... 

20. 	 Eljmjn.te Formula Error T1aat Call1CS Outpatient Ove.rpaymeat ($16.0 bUlioD 
ill ..vi.ap over ICYCD yean) . 

Tbc CIiIITaIt Mcdieare p8)'IDIiIIt £c.Inm4a far CCI"tI.iD outpatienr deplU1mCDf ~ 
(ambUI.uary U"J'CIY, radi01o&Y. ad diajiaStiC -1I::sti) CQntajn. aD aaomaly in the 
PI)'llZD1 farimdi. ¥ ..,..~~~~by c;oa~ wbaa it was first daigned.
Besi""jh, i:a 1998.1bi.s pmpasIl Would CCJr1'=::t t.bI: IJV1INlIy ill me ompatieat PI)'mCDl 
JrCtlIJdnIogy by cbaD&iD& bow \"rot=Yril~~~is Ippliai ill ~ blcuded.1imit 
~L 	 . 

21. . Ralua: Medica~ Pa}'1DeDts to HospitaL. for Direct Costs ot Medical Education 
(56',1 billiollm lavinp over l!'YeD yun) 

Medicare mabs • separate paymau. tobaspitals far the dircd costs lbI:y irK:ur in 
JftMdi:Ds p1IduaIr: medial cducaricm. DIl'DI:Iy n::sidcats1 lIIlaries IDd bc:Dcfiu, tcKhiag 
CDZS. IDd iDsIia1tiaaaJ ovc:rhcad. This praposal would nduce t"".bing I.Dd. ove:rbcad. 
paymcms fer RSidcnts, buf ccar.i.ouc tD PBY ch.c:ir salaries and fringe bcnc.fits. The 
O\"CI'IU n::dUd:ioo in Ib: lC"t'd ofsubsidy is wam.otai since awta:t incc:ativcs appear to 
be sufficia:Jt to enc.ourasc a continuing tlow of DCW physicians. 

22. 	 Reduce Medicsl"! Payment'S to Hospitals for Indirect ColtS orMedical EducatioD 
($'%1.1 billioa ill savUtp over IcYeD years) 

Tbi.s proposal woold lower Median: indirect eduation (ICE:) in 1996 from 7.7 percent 
to 3 pcn::r:::at for c.acb 10 pe:n:cnt inc-easc in the inu:m aud raidc:at-to-be ratio (IRA 
ratio). 1"bc GAO and Pmspectivc P~l Assessment CommissiOll (Prcpw::z) me 
botb foa tbal the 7.7 pc:rcc:Dl adjustrncD1 cm:nxlI'ftpens.rcslcacbing bospitals far 
tbc::sc cam. 

23. 	 Eliminate McdiearePaymenu to Hospitals ror Medicare Pa~ents' Bad Debts 
($1.7 billion in savines over seven years) 

Hospitals are responsible for coUccting ci::n.ain dc:duetiblcs &ad co-pl)'moC'DtS from 
Medicare bene(u;iaries for inpatient services. Medicare fully reimburses unpaid 
b·\'DX"" fir baspiWs Ih.al have ccllc:::ttiOllcfTorts. 1'hcn: is little irx:cntivc far tbcrougb 
c:.oUcdlCID.aaivities aDd bad debt claims b.ave !:Deft tb.m cklubled. since prograiD 
imxpriCll. ~iLIls tbat save ~ ru:dy IIR: a.1.n:ady amrpc:as.1tm through otbt.r 
Mtd.icare ~ 1"IE HHS Omo: of the lnspc:s::tar GcncnLl recommends lqislarion 
to'modify bad debt payment policy. .Elimimning bad debt is iDclu.decl in CBO's 
spending and n;vcnuc options bcxlk. 

24. 	 Phase Out Medicare Payment to Hospitals for Disproportionate Sh.a~ ($28.8 

0plknIb' P,__ dllg ~ 
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biDiOQ in uviaes over seveII yean)' 

Uadcr ~~J paspeai\'epaymtmsystl:'.lD' (ppS}..J:Ugbel"rares are paid to hospitals 
wilh a~Yrge sb3n;o£:low inaxne pIf.i.c:ms.1D 1985, Congress added 
this adjusttr2l1:m to acc:ount far 19w income Medicare parieats chat ~ be Iicb:I' and . 
ID;R~ to1n:IllD 1996, cJisraq:cotltiaaar;c sb.Ire (DSH) ~ts are projected 
to tatal 53.7 bi1IiaD.. mere tbm 5pac:w4 ofall PPS pa)'IDCIIU. 

.. "~"'F:'_ ..... , .... r:"", .... -: .',.~.' 

DIll em baspiral c:a:m,1Ir::Mewr, pmideudy'limilCd SIIpJd't'1tr my displOpartlaa.atc 
.~ adjumrcnt A1tbmgb an"~ bQspit.lllter:i'iw·DSH paym&m1S. cmiy 1:4 
p::ra:ataCbc:Jlpital. ~BhDSH""''''''''&iDJ.~.ii1lb CifDSH Pl)'IlImts. 
Tbi.s pn1pQ&I1 would phase out Medic::are.l)SHpa)'IIIIII.tI O"If:ia 1WO-)'CIf pcriad. 111 
addition lO Mc:dicarc DSH ~"baspitals.'also'n:ic:ZiYe;DSH P8)'DleDts tnlm the 
Medicaid program. 

~. 	 Brine Surceoa CODvcnion Fac:tor iD Line With Primary Care (SS.8 billioll ill 
aavines over 7 yan): 

Uoda: me Meclicarc physician fee sc:ht:G&lc. rcilliw: value uaits (RVUs) arc aUCICIW:d 
Cor each pbysicilD Ploc:edure. A pbysiciaDls pll)'lDllll& II'DCUDl is d.t:u:rmi.d.ed by 
multiplyiDgtb: DlJlDberaf uaits(wipc:dto tbepl'DCl8ilbn) by,. doUlI'amounl caIlId 
tb: ccmw:rsioa f.IcIar. Cum:arly, this caDVcniaa'f'act.tir is S35~15 fer'SUI'J'CIY. $33.72 
:fi:rprimuy cml:, md 532.91 Ur aU c.cher physicill1S. (Fer examP~: aD appeDdectgmy 
may be assis=d 100 umts - this is multiplied by S3S.lS '" cktcrmiDt: a Pl)'I:Dmt of 
S3S IS.00). Bcginnjng in 1998, this proposal would l"I:d.uc:c the surgery CODvc:rsioa 
faaa" to the sm.ic IS UlC pri.maIy care canvcrsign factor. Because surgical proc:cdu:rcs 
lin: ~ assigDl'd ma-c RVUs. this proposal wouJd DOt Dc:a:ssarily red\ICC surgeoca 
payments to the Ic:vcl of primaty care. 

m. Inc:l"t.Ue Cost Consciousnas and Reduce the Medicare Subsidy 

26. 	 R.edute the Medicare Subsidy to mch-intome BeDeIic:iaries (S18.0 billion ia 
uvines over SeYeR yean) , 

!be c:u.rn:nt Medicare Pan B pn:miUP'l charged to seniors covers 30 pc::ra::al of tota.I 
progx IIUl ass (in 1996 dUs will go dawn &0 just 25 pc:.rct!ftt because Qf aa OBRA 1993 
law)_ The n::mai.ning 70 perc.ent of the cost of providing Med.iea.n: Part B services is 
paid from the Fed.eraJ Govc:mment's pneral tax revenucs (oaly Medicare Part A IS 

financed by the Medicare payroll UX). 

. . 
This ~~ re:d!.c:s tb: ~ PIIt B pn:mium subsidy for high iD(,".gQ]C 
bc:Dcf1Ciaries. The subsidy deacuc ~d phase in to adjusted grass inaJ!DC of 
$70,000 fa- individuals and $90,000 few couples aDd would by pba.scd out to z.c::ro for 
iDdividuals above $95,000 and a:I.IPlc:I ~ S115,000 in i.nc:omc:. At t.bc zero subsidy 
ICvd. bc:nc:ficilric:s "";11 pay the full mt1DI.bJy premium arnown.: S164 per month. 

27. 	 upaad Mediare Coinsurance to Sen-ices Now Provided at No Cost to 
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leDeficiaric:s: CtiniCnl Laboratory aDd Home Health ~t'Yices (SlS.8 billioa in 
uviap oyer sevea years) 	 . 

.	Tbae provider sr:rYi=s ID'C the cmIy Med.i~ .st:rYic:c::B Vri:lic:h do DOl DOW iDcIud&'! a 
herM:fici1ll"Y co-iDsunrJcr:. RlquiriAa bc:Ddiciaric:s 10 IIwc tbc c::aa of t.bt::s: services 
waukI bdp to cIisI::a.1nIFcm::r utiliZlQara IUd. Rdua: Uac M.a:iic:an:: subsicty. BcgiDaiDS 
ill 1996, bmcfjc:i.rics wauII:l pay -10 pcn:IID1 of III baa bc&lt.h Yisit c:.asa.lqinnins 
ill 1999, this """""¢ WGUld irl::rasll1O 20 pc::n::r.al B<=ficivies wouJd pay 20pc:nz:m 
aralllaboraary sc:rvi=s ~g in 1991. Bmriicillia below 150 pc:nzDt of tbe 
povaty IcYd ~ be exchukd fn:m pl)'ias tbi.s coi.as\nDce. . 

IV. IDd WIIIbiqtGn Budeet GamiaCby Pcrmaneady EsteadiDl Curreat La., that aft 
Set to Espire 

28. 	 Frec::ze 1996 Pbysici.u Paymeat at the 1995 I...evd aad Reduce Future Updata 
by.) Percent ($2..5 billion ill ..vines over SCYaI yean) 

This proposal WauId. adjust lbc IIJDUIl update: cctrip HI! II a£ ~Med.i~ pbysialll fee 
tdniule SID Ibat its st.wcary fcrmWa will oat caatirU1Je 10 awvd physiciaas with Jarp 
upda~. ID 1994 and 1995, physiciw received QIIDulative overall Med.icare rue 
iDcra.sc:s of 1S.2 pc:nznt (1.0 pcrcztU in 1994 and 7.7 p:ra:m in 1995). 

29. 	 Rl!duce the bcess Capacity Adjustment for Hospital Inpatieat C.pitaJ rl)'lllCllts 
(55.4 billion.in savines over Icven yurs) 

Cunmt Medicare prospc:a.ivc: and cost mmbursed paymc:Dts to PPS hospitals fer 
iDpaticm capital is based OIl die assumpticm that the baspital bas • 1O()..pcrc:em 
accup8IX:Y nl£. Haspital acaIpm::y, bo~cr. bas actually bccu about 60 perccot over 
dz lasl five yc.irI aDd., as I result. M.edic:.a.n: is Pay1n1 bcspitals fer empty beds. This 
~~ Idjust Mcdic:an: baspitaleapitalpaymaJ1S fm' I:X.CI!lSS capcity. la lbc 
laIC 19805. these capital payments were n:dw:cd. by IS pcra:m.. In tbc 1990s. this. 
rcduc.tiao was scaled back 10 10 pet ceul . 

This proposal r=apNt'eS the 5 pcn:ent in Med.ic:.are apiw savinp given blCk It) 

hospitals in the 1990s. While this capital proposal addresses Medicare overp.ymcrns 
aoiy for cu:a::::ss c:.apa.city. . 

The CZlpilal ca.cndcr prcpasaI (bdaw), ~c:s the OBRA 1990 savinp Uw reduce:d. 
cu:r:ssive Mcdia.n: capital pl)'mC'lLS n:suIting primarily frcm the p~iCIU.S Medjcan; 
ClpiW caa. ~ system tha1 ~ hospitals to bUY the IIX)Sl c:x.pc:nsive 
IS opposed to the most eflicic::n1 EypCS of e.quipmczu and b~p. 

30. 	 Estend lO-Percent Reduction ror Inpatient Capital Related CaSU ($7.0 biUion 
liD savinCI over seven years) 

iJBRA 1990 included a 10-permu reduaicl1 in the amou.ct oCpayrnm15 aaributablc 

~ ".p,_'iIrIg MIdicart 
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fA) capitAl relau:d costs that would otbcrwi.sc be made to hospitals. The Secretary 
d.eU:rmiDcs ~ amount oC ~ rr:ductioI1 from prier year dar.a.. The OBRA 1990 
puvisioD expires in 1995. ~ Mcdic:arc comiDuc:s fA) grow It ar above 10 pcrccDl per 
year. il is vic:wtd that IbI:re is 1Uffi.ci= llcxfbility to adjust capWal paymcDts. 

31. 	 Rahle:&! Hospital Update to Marbt Buut MiDUi 2 Puce.a.taCe Poinu throuab 
1'" and Mia ... 1 Perc.eDtaze PDial ill 1998 ad 1999 (SlS.9 biUioD ill l.viDas 
OYer IeYI!II yean) . 

Since tlu: 'bePmiDg of u. b.aspiW ptOSpCClive paymc:at system. the Mcdic:.m 
payua:a:a pel' bospiW admj,sicm haw ber::ft snt1ualJy bigbcr thaD the baspital awkct 
basIIzl jnfJarjm m=r. OBRA 1993 n::ducr:d the baspitallDll'fgs basbt upcf.ata by 2.5 
pa~ poia.ts ild9941Dd 1995.2 pc:rczDlaS'C pgiDu in 1996, IDd 0.5 pc:r1ZIUase 

poilIIs in 1997. This pmpcsal ret:hxa the update to market basket mim1s 2 paCClltlgc 

. poincs dvough 1999 aDd. marictt basket minw; I' pcrccm.ap poiDt t.bcn:aftcr. 'Ibc 
market bas:Ia::1 n:dnai,,".! Iftl bast.d ill pan. em the Medic.an: cm::rp1l)"lllCDU to bospicals 
n:Iar:.M: to irdlaIion siDI::e the beginning ofthe hospiw PI cspec:tivc PlI)'Illalt system ill 
1983. 1'bcn:duJ:tion incorporates the OBRA 1993 n:dUdiOll ofO.S pe:n::eDtlgc poiDts 
from the D:Jarbt baska. as well u a l...pc:rcc:mage-poim· productivity gaiD. and 
eoo!arms the hospital updaIc to that or othc:r Mcdicart updms. 

32. 	 Maiutaill Sariacs (rom Skilled Nunina Facilities COlt Limiu ($1.0 billioD in 
..vines over seven yean) 

This provisiCID would maiDWn the savings from the Ommbus Budget konciliatiCID 
Act of 1993 (OBRA 93) cbal frau for IWO years tU costs limits for Medicare 
paymentS to sIrdlJai nursing Cacilities (SNFs). Paymc:nts '" SNFs are based on avenge 
CD5tS subject to COSlIimiU, ~ are npdll1cd c:ach y.:ar. The cost limit fr=zc in OSRA 
1993 v.wld apR Oc:::oba' 1. 1995. This provision would DOt c:oatinue the fr=zt:, bm 
simply would update the 'cost limit without including CXJSl inacascs during the rwo 
years of the CQSt limit frer:ze. This CX1Cndcr was i.a.clu.dccl in chc Prcsidmt's 1996 
budge!. . . 

33. 	 MaintaiD SavinCI (rom Home Health Cost Limits ($l.1 billion in savings over 
snea years) 

This provisia1. like the SNF provision. \liouJd maintain the savings from the OrnrUbus 
Budget Ra:aIcil.iatiat Aa of 1993 (OBRA 93) thar. froze for two years the c:csts limits 
Cor Medicarepaymcnts'" home health aBC'lcics (HHAs). Payments 10 HHAs an: based 
on IIgency's casts subject to t.OSllirnil.S, which are updated each year. T'be cost limit 
freczr: Us OBRA 93 would expiR July J. 1996. This provisioa would DOt continue lbc 
fr=:.zz:. but simply would upda1e the cost Ii.m.iL without iN:ludiDg cost ina"c:ascs du:riDg 
the two years of the cost limit freeze. This proposal \lias i.ncluded in the President's 
1996 budget. 

34. 	 Increue Part B Pn::m.iwn SS per Month (or 1996-99 and S'7 per Month begmninc 
in 2000 (S36..3 bil1~on in I.vincs oy~r seven years) 

~ for ~ng Med.iC::art 
10.11.1_ 
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OSIA 1993 Sod: &bt: Mc:dicarc PIIt B pn:mium It 2S pcrccn of prosram casts far 
1996-98 (a a n:sWt ofthis, =diriuic:s' will sec their monthly premiums drop £rem 
$46.10 in 1995 to 543.00 ill 1996 'hrausc ~ the premiums ate set to PlY f« 
..30 p::n:z:lIt ofpqpiW casts). Fer1:be put r.bn:C yi:an, tile maDthIy pn:miam bas 
rileD abc:ut ss pc::r year. This prapcrs&1 WDUld. n:p1ace die OBllA 1993 25-percmt law 
wid:a & flit irac:au inlb= mcar:bIy F=iWDoC55 (Le. S60 per yar) ill the early yw:ars 
aad $7 (i.e. S84 pet year) brPmin, iD 2000. . \ 

35. 	 Pc:rma.De.ntly Eztead OBM 1.993 Medicare Secoac:blry Payer PrDvisiDIU (56.4 
biDioD ia saviDp oyer RV. ya.n) ..:..:'. : - .:. 

'Ibis pn:MsiaD ~ pctIDIIICIJdy ~cznaiD Mcdica1='SecoiidIry Paya' pruvisiaIIs 
£ram OBRA 93. In pac:n1, paymt:m far Sc::rvic:r:s pn:Mda:ltD I Medicare n:cipicm is 
&atftqUin:d Ucm • priYIIC PI)'a". if'the rccipical: bas priY1IIII bealth c:ovcraF- tJada­
am:.at law. IdSP fa the disabla:l. End StIgI: RaW Di.s&:aD: (ESRD) palicms, IDd. MSP 
dim aJlIId1 wau1d CCPR in 1998. Tb::sc pn:MsiI:m mala: MediCU'e the secondary pa)'a' 

b disablc:d and ESRD beDe11c:iaries. azd would II:UI:barizz data liDk.s 10 obtaiD 
iIIfam.!a:icII1 aboul primary PII)'CI'I fer ocher bc:D.dlciarics. 'Ibis propasal was included 
ill the Prc:sidtm's 199.6 budzet. 

PLAN B: DE!'lNEl).MEDlCARE CONTRlBtmON 

uDder this apticl:L, ~care is b'aDSfarmcd inIo I dd.iz:Ied CCIr.Ill"ibuti pi 011 iW fer ~,., 
bmeficiary. Medicare will make a c:eacribwioD to tile bca.hh plan ofeach bcndjci.aty's cbcricc. 
Chnin:r will iDcludc II 1m;,ed range or plans w;th vlSl")"ips ~ ofam:n.ge. Bcndiciaric:s ...;n 
PlY C:Xln if tile plan they choose is IDCR costly !han ~ amomJl of the amcributiCD and will 
ra:zivr: a rebate if chi: plan is lc:s.s than the amount of the amcributiClll 

, 

P'rivz= plaa.s CID iDclud.e indemnity plans, HMOs. preferred provider organi1.8t ions. poim..o(. 
s=vU:r: plw. mcd;gl uviDp aO:auzns as well as CJEher iDDovcvc iDsunrDcc products. My 
pllD nailable in me a:urria::t to be pu:rc:b&scd with I Med.ic:arc camributiao If'rIUI ilfclude 
CfItrlZrrophJc~faClUEoQ(.poda:tcosts OVCf'SI0.ooo. Plms wauld be required tomc.et 
a minimal Jet or ot.bc:r clilibility reqW.RmenlS, including quality review, iaordcr 10 pn:YCDt 
ll1.IIric:ti:ag abUSIIS. . ' 

. n.: vaII.lIe cd"tbc camibuDcn wwld be determined by setting toW Medicare expccdirurc:s alan 
overaD 5.4 p:rocm canpcundc::d IJ'UlW11 growth raLe. The c:.oaaibutioa would be adjusted based 
CD tbcbcDcf1.ciaries' age, ~, Seggraphic loatian., disability stmIs and ESRD Sl&tUs. 
Avcr:agt: CCIUIn"bul:icn IIDD1tS, abtg wiLb CUl'T'I:ra 1995 per bcnc:ficiary!pCDdi:lg, are as follows: 

.l2.'& 1996 1997 1998 1m 2.QQ.2 ~ ~ 

$4,816. S5,122 S.5.338 S.5,574 S5,786 S5,955 $6,162 $6,361 
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ToW Ip:adiDS fer Medicare Would be as follows: 

1m. ' .l.222 ' 1991 .lm J..m~~ ~ 
(billiC'llIS) S171..2 S192.6 $203.9 $215.15226.1 $237 $247.1 $.258.9 

Medj~U'C could corcimc U) o1fcr lbcU'lcUtiMAt Medicare benefit plaD by, ~ chc 
lGtUIriaJ vllluc oCMedicare aod aJ.J.owi:q b:ne6CiIlrics ID pun:b.asl= is: willl t.bI::ir conaibutian. 
SIYiap ~ be ~bylimitiDl'taraJ apcaditurcs to .m:Iw:zd nw::of' growth. "., 

PLAN, C: INCENTIVE BASED MEDICARE ,REFORM wrrH LOOK BACK 
SEQUESI'ER .' 

Uada' this opdga, n:bms to pra.crvc Medicare 'WCIU.Id be impLr:mcutcd ia • two ICYd plm 
Frnt. p:q:a.l, would be adopted to c:asurc tb: fiDlDl"jaJ sclvm:y aad recl.w:l:lb= imspOilsible 
~ ill g=mnl mau:: pI)'DICDtS in the zar tt:rm. Secoad md ~.Medicare .wouId 
be: c:qJInb:t U) allow market based cb.aiccs 1'or beDdiciarics. promoting cost c::mc.icnt care and 
iDI:eDI;M:s tbraugh:pcxmtial r=ar.es or added bc.ndits. As tb::r.c: rd~ improve &he McdiQR 
systan. the flrw.Icial solvcncywill be strengtheced. , 

'Whik: EDII'ia:t based n::farms will be szruc:tU1'1:d to give clear iD.CI:m:ives, bcacficiarics will DOt be 
forced to join the private market plao. 'IlIey may stay in the ~-nm fcc fer service 
Ma:Iic:a'~ gptica iflbey so cbxIie. It is mDcipated that the privar.e plaDs will sufficicmUy red.u= 
the rate a£ grtJ"IIIh in ~ to ka:p tbc program on souDd CootiDJ. HOWtM:l". both the maria:t 
plans liDd the pa'lJIDeDt-nm Mcdican: f'ee {or service S)'SUm' will be SII'UClurcd to f,IOW It 

fiDanc:i.mJly viable l"Ilcs. Mcdic.an: target spending will be established bued CD assumptioas of 
bcM!DIIDY bene6ci'l'ic:s will chdase pmltC plans. If an insufJicU:at DUmber ofbcnc:fu:i&ries join 
the private plans and spending targetS for the ycu aR' exceede.1 CaagresswcuJd implcmc:nt 
ad.d.iOOlW cost saving mc.u~ for the government nm noo.;.tnI.l'kct Mc:d.ican: plan. 

, 
Fim Level: Immediate Financial Solvency Measures 

Uproo imp1c:m=t.IIioa ofchis plm. immediate IDCU\RS would be ta.kal to lower IJ"O'Wth I'IlCS ' 

in d:Jc a.J'1'tU Mc:d.icarc system. Prcsczu growth rates oC 11 pc:n::cnt per)Ul' wcu.ld be redua:d 
to 1m 5,·4 pc:r:a:m a::mpaunded annual growth rate over a sevc:a. year period. Proposals to acbicv~ 
this grclWtb rat.c iI:icludc: 

I> Establisb boa:Ie hWlh. skilled DW'Sing., ciini,a} 
lab coinsurana: 

I> ' Redw::c bDspitll inflatiao updau: by 1..$ Pcrcall 
I> Bundle POSl-Acute-Can:Service:s 
.. Wic.hhold pl)111Cnts to medical staJIs above 

11S pc::rc:cm of U1c national mediaa 
I> Frcczc physician update 
1>, . Exumioas pC OBRA 90 and 93 
.. lna=sc Pan B dedw:tiblc from S100 to S150 

W:n index IQ program growth 
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III llddiliall tD r=img the spending grtM'tb or·Medica.re, these prapasals "'OUId help rc:ducc the 
over aD1izaricm of (CMDlIDCIl1 om Mcdi.c:are ~c:e:s. and. iat.rod'ucc IDIIbl iDcr.mives iDIt.I the 
prosrIIll. ' '." ,'. .. 

SecoDcl Lcwl:SaviDp rrom Pmate Marbt Plans 

LWiL:II~ pivIr.epIaas 'WOUld be Cillm L'!4'iima • ~~~~to iDdudc Pn:fcrrcd 
Pnwidcr Orpnizadms. Paia.t af'Sc:rWz pllDs,Mcdieal SlmpAmmli.1Dd ocher types Of 
pia. Omady, aiDe pcrczrIl afMa:Ii::.R bdii'idatiesllt'~ in HMOs. As these IDBl'kI:l 
t..'InDm iaq:a:Oi(\ de gpQcas .vmlablc 10 ak:n, II is IDriripered d:&Il rmollmcm in privae 
1_. _.~" --..I:'" I~~_1'--__ .'"'-'-.,.......-.~.....,.'
PIooKU W1.U JI.'f1fII-; w·vJaiiUniilllw lllW'll .......:1ft:.,...,.,.: ... "'-"',.,' .-.'-


Ycsr .lW. J926 1997 .lm 1m l22.Q ~ ~ 

g-;. 	 15% 25% ' 35% 45% SO% 55% 59-A 

Each )'Iar. Medic:arc will coaduct aD Opal caroUmcot period. far bc:uc::fjciaries EO c:bCIQS.c tZr 
~ aptial. Earallees in &hi: priv. pl~ will rea:i\'C1 MaIic:are c:aaaibutioa UJWard the 
cast or tbc plal1 c:tx::.m Tbe coatributiaD Will be adjusted to c:aUDt far ... scada. nwIjtoaJ 
c:ostI. md. baltb SUItUs. Cznpcnndai IIIIU.IIll growth of the IIMIIDI: cumibuud will be 5.4 
pcn:c:al. 'l"he be:aeficiary can c:hoose tb: plan Uw meets his or her hca1dl iD.suna::e c::r:MI'IF 
Deeds, aad se1c:ct deducribles. bew:£its, rebau:s,1IDd otba' pafamr:sras • dI::sin:d. 

The IDXIUDt at spending in the M=iicIrc IDJlrla:t plms aad govc:rtIIIII:II-nrD plan is projeat.d Ie 
be as fDlUows: . ­

Year -1m 199,7 1998 .l222 2000 ZQ..Ql Z222. 
(billioo.s) 
PriVII.C $21.9 S50.9 575.5 5102.0 SI18,5 S132.2 5153.6 
Gaveramen1 S163.7 ill1Q ruu w.u 1l.lU S11$;5 SlQS,' 
ToW 5192.0 5203.9$215,7 $226.& $231.0 5247.7 S2.SB.9 

Third, LeveJ: Look Back Mechanism 

To t:D.S\D'C that spending in bc:nh the Medic.IR: IDIrbr. plans and UJe ~-nm program 
~ fi.D.aDcialty viable rates of $pcnding.t.I:R Ii:XJow\ng I'rocedUI'C is impicmalteci. ' 

I. 	 :Dl::tc:rmiDa.tion ofProj=tcd-Spcnd.i.na: 

IL 	 At Iht: c:omplcticn of the Madii:re apca c::nt01l.r:DcaL 5CasOn, the Hc:alth CII'C 
Fi.n.ancing AdministraJ.iQD .... n::pan on the number of c:moUccs mmarket 
based plans. ind shall eakIJIlI&' c.be total Mcc:l.ic:m amaiburiClt:1 far the 
program. 

0pIIanI for 11'1-"19 .......
.'1.!_ 	 13 
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b. 	 HCF'Asball tbm~.cfarth.e fiscal)'CM. the amoUDl O(spca.diDg in the 
FYe:mIDCZII-nm M.ed.icare program -giv= me n:dw:ticz policies il:Utially 
apt. !lit "red ill lcvc:1 tIDi:IlDd my &dditiaaallqisla:tiCll pusee in 'Cbr: c:t.II"I't:Dl 

fiscaI)'Qr .mam,~. 

n. 	 Laak Back Scquc:stcr. 

L 	 Ifthe total c:omri"butiaos-to priYab:1IlmnrelcrWc:r tIwl the projeCted target; 
cr ifpti1ilLCi4-n11l Mcd.iciIre-Spc:rjdiDg-is ~sba' dIaD the r.qet., 

HCFA sbaIl ·1IIbiDit 'to Omsras ,.lis of plCIpC'SiIIS .fer tbr: 
pa&:mr:at4UllMcdic.i:n:~'t.o-mas the rcr.al,spCndin. tItpl. 
Ccmsras sbalIlICl aa'tbac-propG'lIls, 'ell' aiIIt·the t.alJIS with 0I.ba' 
prapasaIs'-bcfareu.: br:jiD:Di:rIg Ofme fiscal year. 
It CODgRSI dccs DOt ma:l 'Cbr: d.,.,n;ne. ReFA shall impieme:at its 
~ fDmeet the W'getS.. 

b. 	 Order otsc:qucstcRd SlIYings: 
Faan:I&:t prqnsaJs shall be rMucrinns in prvvidcr Pl.)'DlCl1t updates. 
sw:h that updatcsarc posiri~. ' 
Sccoad order proposalssballbc n:ductiaa.s ill add QD paymeD.tS DOt 

directly rdar.ed. 10 pnmdi.ag scrria:&, md cast limit chaDp. 
Third ordc'savings shall he cast sharirlS in bigh growth sennc:cs. 

The ratio of bcacfICiaiy snines propasals relatiYe 10 pravidt:n sball DOl 
exceed fifty pen::cnl 

Prom"bitcd s.vmp proposals: Ccmgn:ss sad HCFA sbaU DQl 

recommead i.ru:ra.sc:s to the Hospital Insurance pll)TQll LIX., or 
incn:ase ~ pe.ra:ntaF ofSuppJmzm&ry Mcdicall.a.s'Lnnc: program 
CQSt.5'caven:d by govc:rnmcDt c:onuiburiclls in tb:: base yw'. 
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WASHINGTON 

GENERAL COUNSEL 

May 24, 1995 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: EDWARD s. KNIGHT~5L 
SUBJECT: 

There is currently under consideration in both houses of the 
Congress, legislation which would require the Board of Trustees 
of the Medicare trust funds (the Federal Hospital Insurance Trust 
Fund and the Federal Supplementary Medical Insurance Trust Fund 
[herein referred to as "the Trust Funds"]) to report to the 
Congress by June 30, 1995 with the Trustees' recommendations for 
legislation to address the Federal Hospital Insurance Trust 
Fund's (the "HI Fund") financial condition. The Board of 
Trustees of the Trust Funds includes yourself, the Secretaries of 
Labor and HHS, the Comnlissioner of the Social Security , 
Administration and two public trustees (together "the Trustees"). 

The legislation would require the Trustees to submit a report 
with recommendations for legislation that would: 1) control . 
medicare hospital insurance program costs generally; 2) address 
the projected financial imbalance of the HI Fund as recognized 
by the Trustees in their 1995 Annual Report; and, 3) more 
effectively control medicare supplementary medical insurance 
costs. We have been researching the legal consequences, if the 
legislation passes in its current form, to you or the other 
Trustees of not providing the report, or of presenting a report 
without the requisite elements, on or before June 30, 1995. 

If the legislation passes both houses of Congress and is signed 
by the President, there will be a legal requirement to submit the 
report. .A failure to provide the report to the Congress would be 
a violation of the specific statutory requirement. The 
legislation, ho~ever, does not provide any specific sanctions 
which are to be brought against the Trustees in the event o·f an 
untimely or incomplete report. 

Notwithstanding the absence of such sanctions~ the Congress does 
have the ability to bring other actions against the Trustees or 
their agencies including refusing to approve appropriations 
requests, not acting on presidential nominations, and issuing 
subpoenasfor__th~,_ material with a potentially resulting contempt 
citation if the subpoena is not complied with. These matters ~~ 
would almost certainly be resolved in a political context rather~ 
than a legal one. Finally, private citizens or individual 
members of Congress would probably lack standing to bring $uit to 
enforce the reporting requirement. 

cc: icia Munnell 

EXECIITJVF .ql=r.D~IlD'AT 

-l 



June 5, 1995 

NOTE TO ED KNIGHT 

FROM: Bob Rubin 

Please keep in a file so we can use this 
if such legislation passes. 

\ 



DEPARTMENT OF THE TREASURY 
WASHINGTON 

MAY 2 4 )995
ASSISTANT SECRETARY 

MEMORANDUM FOR SECRETARY RUBIN 

FROM: Alicia Munneu~'0" 
SUBJECT: Are the Senate and House Medicare Cuts Too Largt~? 

Summary 

Central to the debate surrounding the Medicare cuts in the Senate and House 
proposals is the question of whether those cuts can be justified as necessary to preserve 
the financial integrity of Medicare. Based on our current, tentative, understanding of 
the Senate proposal, the Medicare cuts of $256 billion over seven years will include 
about $165 billion in Part A (Hospital Insurance) and $91 billion in Part B 
(Supplementary Medical Insurance). The size of the Part A cuts has apparently l,een 
chosen to be the minimum amount necessary to keep the Hospital Insurance Trus't Fund 
at or above 100 percent of annual disbursements. This would be consistent with (he 
Trustees' short-range test of financial soundness. From the trust fund point of view, 
therefore, the Senate Part A cuts do not appear Mtoo large." 

The House's proposed Medicare cuts are larger ($282 billion over seven yeirrs) 
but the breakdown between Parts A andB has not been detennined. If the House were 
to follow the Senate and cut $165 billion from Part A, the Part B cuts would be $1117 
billion compared to $91 in the Senate plan. Furthennore, Part B spending inFY 2002 
would be 24 percent lower than in the Senate proposal, because of the backloading 6f 
the House cuts. 

The Senate proposal apparently constrains Pari A outlay growth to 4.8 percent 
annually for seven years. The Medicare actuaries report that a 5.3 percent growth rate 
would be sufficient to achieve long-run solvency if maintained over a 75-year period. 
A· slower growth rate in outlays is required in the short run because disbursements no,\' 
exceed tax receiptsand ..because of relatively slow projected payroll growth in the near 
term. 

Discussion 

Senate HI cuts. ,In the intermediate actuarial projection, the balance in the 



- 2 ­

Hospital Insurance (HI, or Part A) Trust Fund is forecasted to fall from $1'33 billion at 
the end of 1994 to a deficit of $7 billion at the end of calendar year 2002. :The trust 
fund ratio (the ratio of the fund balance to the year's expected outgo) falls from its 1994 
level of 122 percent to below 100 percent after 1997, and the fund will be exhausted 
during 2002. . 

Thus, the fund currently fails the Trustees' short-range test of financi~ 
adequacy. The test requires that.ifthe trust fund ratio is initially above 100 lJercent, it 
must be projected to remain at or above 100 percent throughout the 100yearp,rojection 
period. (If the trust fund ratio is initially less than 100 percent, it must be pri?jected to 

. reach a level of at least ·lOO percent within five years and then remain at or aQove 100 
percent throughout the remainder of the 10-year projection period.) . 

In the Senate Budget Committee proposal, total planned cuts for Medic~Ie as a 
whole are $256 billion over seven years, relative to the CBb baseline spending, and 
income projections. The CBO-baseline seven-year annual growth rate for Medicare of 
10.2 percent would be reduced to 6.8 percent. In evaluating the proposal's impact on 
the HI Trust Fund, the crucial issue is how the planned savings are broken down 
between Part A and Part B of Medicare. The Senate has not presented informatipn on 
this breakdown, either year-by-year or in the aggregate, but it is generally undet;stood 
that Part A will account for $165 billion of the $256 billion total cuts. This would be 
consistent with a CBO simulation in which Part A is constrained to a 4.8 percentlannual 
growth rate in each of the seven years from 1996 through 2002. That path yields 
budget savings of $165 billion, and results in a smooth movement of the trust fum;l ratio 
from 116 percent at the beginning of 1995 to 100 percent seven years later. This Itrust 
fund path is displayed in the attached figure. From this perspective, the Senate Part A 
cuts will not be "too large"; they are approximately the minimum cuts required to 
satisfy the short-term financial soundness test. 

House Cuts. At this point, we have insufficient information about the 

breakdown .of Part A and Part B spending reductions in the House budget proposal. 

One possibility is that the House contemplates Part A cuts above and beyond those in 

the Senate plan; i.e., beyond those required to sustain a lOO-percent trust fu"nd ratio. 

On the other hand, if the $26 billion difference between House and Senate Medicare 

spending is attributable entirely to Part B cuts, the result will be even more severe 

impacts on physicians or on beneficiary out-of-pocket payments. The table below 

compares the impacts on Medicare Part B spending, under the assumptions that both 

House and Senate Part A cuts follow the $165 billion pattern discussed above. (A 

memorandum from Congressmen Shays, Hobson, Miller, and Largent to Chairman 
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Thomas of the House Subcommittee on Health proposes three "Options to: Save 
Medicare, II and provides fragmentary information on the Part A-Part B breakdown of 
cuts in one option. This information is roughly consistent with Part A cut's ~n the range 
of $<165 billion.) 

Medicare Outlays Under Alternative Proposals 
(Sbillions, net or premium receipts) 

Total Cuts 	 Average Annual Growth ('!oj
I 

FY 1996-2002 	 FY 199~-2002 

<Pan A PanB Pan A PanB 

Baseline (CBO) 8.1 14.5 

Senate 165 91 4.8 11.1 

House 165 117 4.8 6.7 

Nolte: House Part A spending is assumed to equal expected Senate path. 

The results in the table are subject to change based on any new infontJation we 
receive about the Congressionalproposals. However, they do demonstrate t,he greater 
potential severity of the House cuts. Over seven years, tlie House would cui: $26 
billion more in Part B spending, assuming that Part A spending is the same i:n both 
plans. Moreover, because the House cuts are more backloaded, the impact on spending 
in FY 2002 (and presumably in subsequent years) would be particularly dramatic. At 
the end of the seven-year budget horizon, Part B spending net of premiums w6uldbe 
$74 billion in the House plan, about 24 percent below the Senate level of $98 billion 
and 39 percent below the $121 billion baseline level. 

Background on Required Medicare Cuts 

It may be useful to compare the proposed cuts in Part A to other estim@,tes of the 
"minimum" cuts required for HI fund adequacy. For example, it may be questioned 
why a 4.8 percent growth rate is necessary during the seven-year budget perio,d, when' 
the HI: actuaries have estirfultea tnal a -5 .3 percent annual growth would achiev,e 
solvency oV,er the 75-year forecast period. The reasons are twofold: 

• 	 Tax receipts and other non-interest income are currently at a level about $6 
billion below disbursements. Therefore, even if disbursements grew at 'only 5.3 
percent, they would exceed non-interest income in the near term, causing the 
trust fund to decline. ' 	 . , 



," 
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• 	 HI revenues are projected to rise relatively slowly during the next fe~w years, 

because of relatively modest growth in nominal wages. 


As an example of this near-term dilemma, the HI actuaries have sim:ulated a 5.0 
percent annual growth path of aggregate expenditures, a growth rate tighter than the 53.. 
percent required for long-run balance but looser than the 4.8 percent conteinplated in 
the Senate proposal. In that simulation, the trust fund ratio falls below the :100 percent 
minimum for a period'ofabout two decades beginning in 1999 . .' 

Another comparison is between the $165 billion Senate proposal and; the 

actUiaries' estimate that a reduction of $147 billion in HI spending during 1996-2002 

would be sufficient to maintain the trust fund ratio at a level of 100 percentl The 


. primary difference here is that the actuaries' baseline spending path is belO\r the CBO 
baseline used by the Senate, so smaller cuts are required.to meet the short-r,ange test of 
financial adequacy. ' 

http:required.to
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 


SECRETARY OF THE TREASUI~Y September 21, 1995 

The Honorable Newt Gingrich· 
Speaker of the House 
United States House of Representatives 
Washington, D.C. 20515 

The Honorable Robert Dole 
Majority Leader 
United States Senate 
Washington, D.C. 20510 

Dear Mi. Speaker and Mr. Majority Leader: 

I understand the House Majority is releasing its plan to restructure Medicare today. I am 
writing to dis.;:;uss the condition of the Medicare Hospital Trust Fund in the co'ntext of these 
reform plans. 

As Managing Trustee of the Medicare Hospital Insurance (HI) Trust Fund, I am concernC(:i 
by a growing number of statements by Members of Congress which appear to be based on a 
misunderstanding of what our annual report said. Because votes fOF significant changes in 
Medicare should not be cast without Members knowing the facts, I want to recount briefly 
what the Trustees reported about the funding status of Medicare. 

Simply said, no Member of Congress should vote for $270 billion in Medicare cuts believing 
that reductions of this size have been recommended by the Medicare Trustees or that such 
reductions are needed now to prevent an imminent funding crisis. That would be factually 
incorrect. 

In the annual report to Congress on the financial condition of Medicare, the Trustees 
concluded that the HI Trust Fund will not be depleted until 2002, seven years from now. 
When we issued our findings, we asked Congress to take remedial action to fix the HI Trust 
Fund on a near-term basis and then in the context of health care reform to make long-term 
changes in the system that would accommodate the influx of "baby-boomer" beneficiaries. 
At no time did the Trustees call the -funding crisis "imminent." Without adequate time for 
reflection,a responsible, bipartisan, long-term solution to the financing problem could not ,be 
structured. We th~refore did not imply that cuts of the magnitude being proposed now were 
needed. 



Nonetheless, the Majority is asking for $270 billion in Medicare cuts, almost three times 
what is needed to guarantee the life of the Hospital Insurance (Part A) Trust Fund for the· 
next ten years. Moreover, I understand that the $270 billion of cuts proposed by the 
Majority includes increases in costs to beneficiaries under Part B of the Medicare program, 
even though increases in Part B do not contribute to the solvency of the Part A Trust Fund. 
In this context it is clear that more than $100 billion in Medicare funding reductions are 
being used to pay for other purposes-- not to shore up the Medicare HI Trust Fund. 

By contrast, the President's proposal, by providing ten years of trust fund security, is . 
consistent with actions by prior Congresses and would afford us far more than sufficient tin~e 
to propose a bipartisan solution to the. long-term fiscal needs of Medicare. Such a bipartisan 
solution will be needed regardless 6f whether the President's plan or Congress's plan is 
finally adopted. 

To emphasize, the Trustees did not recommend $270 billion of Medicare cuts at this time n~or 
state that the funding problems facing Medicare require actions of this magnitude now to de:al 
with a financing problem that occurs in the next century. 

I hope this information can be provided to Members of Congress on both sides of the aisle \lS . 

they review the: significant changes in Medicare that are being considered so that Members 
can have a clear understanding of the facts. 

Sincerely, 

~t~~ 
Robert E. Rubin 
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MEMOlUlBDOK FOR SECRETARY RUBIN ,.,((1" 
...... ~ I . 

FROM: ,Alan Cohen (] e.. 

Senior Advisor to the Secretary 


SUBJEceT: Release of Medicare Plans By Republicans 

I. BACKGROmm 

While early returns are inqomplete, it, does not appear tha~~ the 
CongrE~ssionalRepublicans were split during the recess period in 
their support for $270 Billion of Medicare cuts. While som~ 
members remain squeamish, not enough have peeled off yet, t~J deny 
the Re:publicans the votes they need to pass reconciliation. Part 
of the: difficulty in getting members to peel off is that n(aither 
chambe:r has released its plan yet which makes it difficult to 
focus the public's attention. 

Both the House Ways and Means Committee and the Senate Finilnce 
Committee are supposed to complete action on Medicare and i>ther 
cuts by September 22. The press reports that the House wi~ll 
release its plan publicly next week. Senator Packwood could do 
the same 'or wait until the following week. The House plan $hould 
be released first. There will be only limited time between the 
release of the House plan and the votes in the Committees. 

Attacking the plans when they are released is probably our last 

best chance to break the Republican coalitions in one orb6th 

chambers in support of these cuts. We must turn the publi~? 

large against these cuts. The amount of time available wilJ,. ~bllle""-'" 

short.' Moreover, it is imperative that we act immediately upon' 

release of the plans because the first impressions formed by the 

public will be the lasting ones. 


II. OPTIONS FOR ACTION 

To achieve these objectives, we need a bold, breakthrough E,~vent 
that will focus the public's attention on the issue and wi],.l help 
to galvanize opposition to the cuts. The impact of the eVEmt 
should be akin to the Gore-Perot debate on Nafta. This event 
should take place as close as possible in time to therele~lse of 

,the HO'use plan. 

Several options exist: 

1. A Presidential hearing or forum on the cuts and their ilI,lpact. 
The Prlesident could hold a public meeting in which elderly 
citize:ns and experts on ,Medicare could "testify" to the impacts 
of the Republican plans. This could be done as a mock hearing or 
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in a If Little-Rock economic conference type forum." 

';2. I]~here could be a debate between either the Presiderit or the 
Vice-'President and a leading Republican. " 

- 3. Ot:her alternative bptions may exist. 

To p:repare for release of the House (and Senate) plans, wie should 
have a subset of the Erskine Bowles 9 AM group prepare for an 
all-fronts response operation. The activities of this grbup 
would include but not be limited to: 

1. DElvelopment of the substantive response to the plans. liie know 
enou9h about the plans now so that this could begin immediiately., 

2. Scheduling and preparation for the main event. 

3. PI'eparation of outside validators. 



'. "i. The Secretary ofthe Treasury 

September 21, 1995 

NOTE FOR ALAN COHEN 

FROM: BOB RUBIN 

I agree. 

Attachment 

) . .1 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 20220 

September 28, 1995 

MEMORANDUM FOR 	 SECRETARY RUBIN 

DEPU1Y SECRETARY SUMMERS 


FROM: 	 Glen Rosselli 6 R 

Deputy Assistant Secretary for Economic Policy 


Darnel Sichel D 5 
Deputy Assistant Secretary for. Economic Policy 

SUBJECT: 	 Medicare Managed Care 

The Repuhlican Medicare proposals expect to save a significant amount over seven years 
by.giving beneficiaries the option of choosing managed care or a medical savings . 
account. l Managed care as an option may be less expensive than traditional fee-for­
service insurance. Medicare currently has a small number of beneficiaries enrolled in 
managed (:are. Assuring quality and adverse selection are potential'problems in 
Medicare managed care. 

MANAGED CARE OPTIONS 

Sixty-five percent of individuals in the non-Medicare population with employer-spor:lSored 
health plans were enrolled in managed care in 1994. Fewer than 10 percent of Medicare 
beneficiaries participate in managed care, however. 

Managed care takes three major forms: 
~ 	 . '. 

• 	 Tht: most common form of managed care is the health maintenance organization 
(HMO). HMOs attempt to reduce utilization of health services by requiring 
enrollees to receive referrals from primary-care physicians before seeking 
specialized care. HMOs give primary-care physicians financial incentives to 
reduce utilization. Patients are charged a nominal fee for office visits and tItlere 
are no deductibles. . 

. • Preferred provider organizations (PPOs) do not require referrals, and patienits 
, 	 I 

face only nominal copayments if they use providers who have agreed to accej?f 
reduced payments from the PPO; individuals who use non~plan providers ar~ 
required to pay the entire cost out-of-pocket. 

Preliminary CBO estimates indicate the Senate's Medicare Choice proposal (wHich 

includes both managed care plans and MSAs) will save $47.5 billion over seven years. 
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• 	 Point-of-service plans (POSs) are a combination of PPOs and traditional 
indemnity plans: individuals can use plan providers for a low copayment, or tan 
use non-plan providers subject to a deductible and significant copayment. 

MANAGED CARE AND COST SAVINGS 

Managed care appears to reduce medical costs, primarily through reduced utili~tion,., 
although the evidence is not overwhelming. One reason managed care enrollees ma:y 
have lower average costs than those in fee-for-service is that managed care enrollees 
tend to be healthier. HMOs appear to be better at reducing costs than either PPO ()r 
POS plans. It is unclear if managed care reduces the rate of growth in health care CI?sts, 
or simply the level. If the latter is the case, a move to managed care may result in "one 
time savings," but may not slow the rate of growth. By increasing competition, mana'ged 
care may rc::~sult in lower prices in the fee-for-service sector, although the evidence is' 
weak. Also, any reduced costs may result in reductions in health care services. 

The annual Foster Higgins survey of employer costs reported a 1.1 percent drop in p:er­
employee health insurance costs in 1994, compared to an 8 percent increase in 1993. 
This was not due to a decrease in the cost of any specific type of insurance, but prim:arily 
to a move to managed care from more expensive indemnity plans. For employers in: 
1994 the av,erage price for an HMO policy was $3500, a PPO $3400, and a POS $3600, 
compared to. $3850 for an indemnity plan. As discussed above, these may be aone t$e 
savings": prices of managed care plans increased in 1994 (HMOs by 6 percent, PPOs', 2 
percent, and POSs 10 percent). . 

CURRENT MEDICARE MANAGED CARE 

In 1994, 7 percent of Medicare beneficiaries were . enrolled in health maintenance 
organizations.. Under the current law: . . 

• 	 Plans are required to cover all services offered by Medicare and often provide 
additional services to attract members. 

• 	 The plans receive a fixed. payment for each enrollee that is set at 95 percent of 
the average cost of fee-for-service enrollees, controlling for certain individual 
characteristics. There is strong evidence that this payment is too high, however, 
as Medicare HMO 'enrollees tend to be healthier than their counterparts in tht( 
fee-for-service sector, even after controlling for these factors. 

This payment system provides a strong incentive for plans to attract hea:,lthy 
recipients and discourage the enrollment of sicker individuals. 
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. • 	 The General Accounting Office has found that HCFA does not adequately assure 
the quality of Medicare HMOs, as it is required to do so. 

REPUBLICAN PROPOSALS 

The House: and Senate proposals on managed care are generally similar. The major 

provisions include: 


• 	 Medicare beneficiaries would have the option of receiving a voucher, adjuste;d for 
. age, geographic area, and medical condition, to purchase a managed care policy. 

• 	 The value of the voucher would originally be tied to average beneficiary costs in 
the fee-for-service sector; over time, however, the value of the vouchers would be 
"delinked" from the fee~for-service sector and geograpbic disparities would bb 
reduced. 

• 	 The value of the vouchers would increase over time at a rate that would cOni?train 
Medicare spending' to meet the Republican conference agreement. ' 

• 	 All plans would have to guarantee a minimum benefit package and meet fin~.ncial 
and quality standards. To attract beneficiaries plans could offer additional 
ben<~fits. 

• 	 If the value of the voucher is greater than the cost of the policy, the House 
. 	 . I 

proposal would allow plans to refund an amount up to the value of the Part 1,B 
premium to consumers; the Senate proposal would allow beneficiaries to deposit 
any difference in a medical savings account or take 75 percent of the differerice in 
cash. 

• 	 Bendiciaries would have the option of moving between plans or a plan and 
traditional Medicare during an annual open enrollment period, after a two y¢ar 
transition in which they would have the option of changing plans once a month .. 

• 	 The proposals attempt to facilitate the provision of managed care to Medicar,e 
recipients by easing restrictions on the ability of hospitals and physicians to f<lrm 
managed care networks. 
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POTENTIAL PROBLEMS WITH MEDICARE MANAGED CARE PROPOSALS 

• 	 The managed care approach may not be able to provide quality health care tinder 
the budget limitations in the Republican proposals. Both the House and Sen~'tte 
plans would limit payments to managed care plans to achieve their desired 4.:9 
percent per capita annual growth rate in Medicare spending. If costs increase 
mor,e rapidly than payments, plans may cut back on services to beneficiaries ~md 
,provide lower quality care. HCFA estimates that per capita private health 
insurance costs will increase at a 7.6 percent annual rate over 1996-2002. 

• 	 . Expansion of Medicare managed care may lead to adverse selection. There i(~ a . 
strong incentive for plans to adjust their benefit package to attract healthy 
individuals and discourage sicker individuals from enrolling. This would lead to 
the sickest individuals staying in traditional fee-for-service Medicare, resulting in 
highl~r costs for the government and higher Part B premiums for those 
beneficiaries who do stay in traditional Medicare. 

The Republican proposals would attempt to reduce adverse 
selection by adjusting payments to managed care . 
organizations for age and health status, and prohibiting plans 
from refusing to enroll individuals. 

The ability of individuals to move between plans and traditional Medic(are 
increases the potential for adverse selection. 
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DEPARTMENT OF THE TREASURY

•
m· 

WASHINGTON, D.C. 20220 
w-o 

December 5, 1995 

MEMORANDUM FOR SECRET~AUBIN 

FROM: Glen Ross 

. Deputy As .stant Secretary 

(Economic Policy) 


-SUBJECT: Administration's Medicare Proposal 

What follows is a description of the main provisions of the Administration's Medicare reform 
proposaL It will be released to select reporters tonight or tomorrow AM. 

In general, the Medicare savings and structural reforms included in the rresident's balanced 
budget proposal have been carefully designed to strengthen the Medicare Trust Fund, expan'd 
health plan options for beneficiaries and assure that Medicare benefits continue to be afford~ble 
for the 37 million elderly and people with disabili~ies the program serves. 

The Medicare Trust Fund Is Strengthened through 2011 

The savings and structural changes assure the financial health of the Medicare 
Trust Fund through 20n -- placing the Fund in a better position than it has been in 
18 out of the last 20 years. 

Savings Achieved Without Any New Beneficiary Cost Increases or Arbitrarily Imposed Budget 
Caps 

The Administration's proposal has specific and scorable policy changes that assure 
program efficiency and produce $124 billion in savings. This is achieved without 
und,ermining the structural integrity of the program, imposing new costs on 
beneficiaries, or arbitrarily capping the program's growth to an index that has 
nothing to do with health costs. 

\ 

The CUIS are Significantly Smaller than the Republican Conference Agreement 

The Administration proposes smaller cuts for all major categories of the Medicare 
program (i.e., beneficiaries, hospitals, physicians, home health care providers and 
nursing homes). The differences in beneficiary and hospital cuts are particularly 
significant. The Administration has $42 billion less in beneficiary cuts and $44 
billion less in hospital cuts than the Republican conference agreement. (See 
attached charts.) 



The Reforms Hold the Medicare PerBeneficiary Program Growth Rate to 
Approximately that ofthe Private Sector 

On Ii per person level, the President's proposal holds the Medicare program to a 
grmvth rate that is slightly lower than the 7.1 percent per person private sector 
growth rate as estimated ~y the Congressional ;Budget Office .. 

In contrast, the Republican Conference Medicare cuts would constrain Medicare 
grmvth per beneficiary to over 20 percent below the private sector per person 
grmvth rate. (See attached chart.) 

Republican Cuts Will Lead to Cost Shifting or Access and Quality Problems 

The Administration believes that cuts of the magnitude advocated by the 
Republicans would result in significant cost-shifting ($84.7 billion according to the .. 
bipartisan National Leadership Coalition on Health Care) or reduced quality and 
access to needed Health ~are providers. This is why the American Hospital 
Association has stated:· 

"the reductions in the conference report will jeopardize the ability 
of hospitals and health systems to deliver quality care, not just to 
those who rely on Medicare and Medicaid, but to all Americans." 

Choices ofPlans are Expanded Under Medicare in d Pragmatic, Responsible Way 

Th{: President's plan retains a strong Medicare fee-for-service program and 
significantly increases choices of alternative health plans, including new managed 
carj~ options (pPOs and HMOs with point of service options) as well as provider . 
networks. 

In contrast, the Republican approach -- which includes Medical Savings Accounts 
and. other options that tend to manage risk rather than manage costs -- will 
fragment the Medicare risk pool. 

Medicare is Improved by Expanding Preventive Programs 

Including better mammography coverage, colorectal screening, and a new respite 
benefit for families of Alzheimer's patients. 
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Note: 	 In the attached graph the Administration managed care savings include both (,mect 
managed care payment reductions and the inClirect effect offee for service cU:ts on 
managed care. All Conference managed care savings are Clirect because the (ink 
between fee for service expenditures and managed care payments is severed. 
Administration savings do not include $5.3 billion cost of additional preventiye 
benc~fits. 

Also the indirect reduction in Part B premiums due to failsafe spending reduc;tions 
is re:flected in the Conference Agreement "Beneficiaries" total. 
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NO.~~~~.__~~TREASURY CLEARANCE SHEET 
Date Dec. 5':, 1995 

MEMORANDUM FOR: ~ SECRETARY 0 DEPUTY SECRETARY 0 EXECUTIVE SECRETARY' 
o ACTION 0 BRIEFING Ga INFORMATION 0 LEGIS~..ATION 
o PRESS RELEASE 0 PUBLICATION 0 REGULATION 0 SPEECH 

Io TESTIMONY 0 OTHER _______,1.....-__ 

Glen Rosselli,
FROM: 
THROUGH:~~~~__~__________________________~______~~_____ 

SUBJECT: Administration "s 

REVIEW OFFICES (Check when office clears' 
o Vnde,r Secretary for Fill8Dce 

o Domestic Finance 
o E'conomic Policy 
o Fiscal 

Cl FMS 
Cl Public Debt 

o Vnd.!r Secretary for International Affairs 
o Illternational Allairs 

f.1edicare Proposal 

o Enforcement 
OATF o Customs 
o FLETC 
o Secret Service 

o General Counsel 
o Inspector General 
o IRS 
o Legislative Affairs 
o Management 

OOCC 


o Policy Managem'ent 
o Scheduling : 

o Public Affairs/LJ,.aison 
o To Policy 
o Treasurer 

OE&P 
o Mint 
o Savings Bon~s 

o Other__~,____ 

IINAME (Please Type) INITIAL DATE OFFICE 
I 

TE~. NO. I 
INITIATOR(S'. 

REVIEWERS 

, 

.., 

SI- ECIAL INSTRUCTIONS 


o Review Officer Date o Execu tive Secretary !Date 
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NO. 95-153016TREASURY CLEARANCE SHEET Dec.!i, 1995Date· , 

MEMORANDUM FOR: I[J SECRETARY 0 DEPUTY SECRETARY 0 EXECUTIVE SECRETARY 
o ACTION 0 BRIEFING @ INFORMATION 0 LEGISLATION 
o PRESS RELEASE 0 PUBLICATION 0 REGULATION 0 SPEECH . 

. , Io TESTIMONY 0 OTHER ____-,.--__--'___ 
FROM: __G_1_e_n___R_o_s_s_e_1_1_i__________________________________________"______ 

THROlrGH:~~~__~~--__--__--__--__-------------------~-----­
SUBJECT: Adm:j:nistration~s Medicare ProRosaJ 

REVIEW OFFICES 4Check when office cle8rsl 

o Under Secretary for Finance o Enforcement o Policy Managemel1:t 
o Donlestic, Finance OATF , 0 Scheduling i 

. 0 Economic Policy o Customs, o Public Affairs/Liaison o Fisnd ' o FLETC o Tax Policy , 
o I~MS o Secret Service . o Treasurer 
o I'ublic Debt ' o General COUDsel OE&·P 

o Inspector General o Mint 
o Under Secretary for Inumational Affairs o IRS o Savings Bonds 

o IntE!rnationai Affairs o Legislative Affairs o Other_____--:--__o Management 
OOCC 

INAME (Please Type' 
I 

INITIAL DATE OFFICE TEL. NO. 
I 

INITIATOR(SI. 

REVIEWERS 

I 

SI- ECIAL INSTRUCTIONS 


o Review Officer Date o Executive Secretary Da:te 
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DEPARTMENT OF THE TREASURY 
WASHINGTON 

June 6,1996 

MEMORANDUM TO THE SECRETARY 

THRU: Josh Gotbaum ~ 

FROM: Glen Rossell~ 
SUBJECT: The President's Medicare Plan 

The President's Medicare plan s~rengthens and improves the program, reducing spending by !a net 
$124 billion by 2003 and guaranteeing the solvency of the Hospital Insurance (HI) trust fund f9r about a 
decade. Specific reforms: . . 

• Gille seniors more choices among private health plans: 
• Melke Medicare more efficient and responsive to beneficiary needs. 
• Attack fraud and abuse through programs praised by law enforcement officials .. 
• Cut the growth rate of provider payments. 
• Hold the Part B premium at 25 percent of program costs. 

Hospitals: The budget reduces the annual inflation increase or "update" for payment fot inpati~nt care 
and adjust~; payments for capital. It also reforms the payment method for outpatient departments while 
protecting beneficiaries from increasing charges for those services (saves $42.4 billion througl1

l
l 2002).

. I 

Managed Care: The budget reforms payments by using reasonable rate--of-growth limits on upc,ates for 
managed care payments and reducing the current geographic variation in payments (saves $2!~.8 billion 
through 20()2). 

Physicians; The budget reforms physician payments by paying a single update for all physician\i and 
replaces current "volume performance standards" with a reasonable growth rate (saves $g.O billion 
through 20(2). . 

Home health care/skilled nursing facilities: The budget implements a series of interim paymentlreforms 
before the ~iJanned establishment of separate prospective payment systems for home health dre and 
skilled nursing facilities (saves $22.4 billion through 2002). 

Fraud and Abuse: The budget introduces aggressive and comprehensive policies to stamp outl 
Medicare w'i!ste. fraud, and abuse, and extends and enhances Medicare secondary payer poliel' to 
ensure that Medicare pays only when it should (saves $3.3 billion through 2002). 

Other Providers: The budget freezes or reduces payments for durable medical equipment and 
ambulatory !;urgical centers, refon:ns Medicare Secondary Payer policy, establishes new preventive 
benefits, and makes other programmatic changes to control provider payments (saves $6.5 bUlit)n 
through 200:2). ' 

Beneficiarieli: The budget maintains the requirement that beneficiaries pay 25 percent of Part e: costs 
(saves $5.5 billion through 2002).· . .. . . 
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IF'ROM: Glen Rosselli 
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SUBJECT: The President's Medicare Plan 
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