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April 30, 1995

MEMORANDUM FOR SECRETARY RUBIN : |NFORMAT|QN

FROM: . Alan Cohen
-Senior Advisor to the Secretary

Glen Rosselli
Deputy Assistant Secretary for Economlc Pollcy

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.

DISCU8S8SION:

Speaker Gingrich said on Friday that Medicare "reform" would move
separately from Reconciliation. Senator Dole said on television
today that there would be two reconciliation bills this year.

What do these statements mean for the budget process and what are
the implications? -

The most likely interpretation of this»"stratégy" 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.

PYECUTIVE SECRETARIAT



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
will probably not have enough political cover to put a debt
ceiling increase 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.

t

With either option, the Republicans would have to pass a huge

reconciliation bill with painful cuts in pra~=- her than
Medicare, without the cover that +-- ° ‘ 1dget balance
and/or without the swee*- ' . . Their tax
cuts would have to be ¢ ~\ their
Medicare reform 1eqisla - ficult piece
of legislation). In sh *kfj they are in
deep trouble in terms o (\C;’ 4ﬁeéL 1.
Moreover, having staked %fpl (L/ &15; epublicans
- will be hard-pressed to : \ ”
including Medicare cuts k&\ r/fJ 'll. It
appears that the Republlc : - fficult
position.
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! DEPARTMENT OF THE TREASURY

" waskineTon ~ INFORMATION

TO: - Deputy Secretary Altman

FROM: Marina Weiss

SUBJECT: Impact of Additional Medlcare/Medlcald Budget Cuts on
) Health Care Reform Initiative

DATE: June 4, 1993

SUMMARY: Pursuant to our discussion of yesterday, here are my
thoughts on 1ncrea51ng the level of Medicare and Medicaid budget
cuts as the Finance Committee marks up its title of the
Reconciliation bill.

RECOMMENDATION: 1In order to deliver on the President's promise
to finance at 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 as a way of obtaining Senate support for the

Reconciliation bill, then I would recommend a two part strategy:

1. tailor the cuts to'complemeﬁt the‘contours of what we
expect the Administra?ion'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 &urlng the House—
Senate conference.

ACTION: Notvappllcable.

DISCUSSION:

Background

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 unhiversal coverage as savings from
reducing current costs became available.

As you know, Medicare and Medicaid are the two largest Federal
health care programs accountlng 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 Admlnlstratlon s immunization proposal and
continuation of special subsidies for rural hospitals.

As part of their proposal to eliminate the Btu tax, Senators
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 p01nts be
dlscussed with the Whlte 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 expandlng 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 their premlums. :

5. If employers experience 51gnflcant 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 Medlcald already pay providers at a dlscounted
rate. While there is no rlgorous 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 Medicaid patients because of 1nadequate
reimbursement. If the already discounted payment rates in these
programs are reduced even futher through budget cuts,
beneficiaries may have 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
health care reform agreement.

a .
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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DEPARTMENT OF THE TREASURY M"
WASHINGTON . ‘

May 17, 1995

ASSISTANT SECRETARY

'INFORMATION

MEMORANDUM FOR SECRETARY RUBIN
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, and 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 Medicare, 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 payment-limits for outpatient services, adjust the Medicare Volume
Performance Standard, reduce direct and indirect medical education funds, phase out

- Medicare dlsproportlonate share payments to hospitals, and apply means testing to the
Part B premium,

Plan B: Defined Medicare Contribution

Medicare would-be-transformed-into 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, disability 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 benefit plan and allow beneficiaries to purchase it at its actuarial value

J
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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 expenditute 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 B 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;
HCFA would recommend changes which Congréss could adopt or overrule. If Congress
failed to act altogether, HCFA’s recommendations would be adopted. Payroll tax
- increases and higher government contributions to Part B could not be recommended.

Attachment



CONGRESS OF THE UNITED STA

May 11, 1995

The Honorable William M, Thonas

Chairman

House Subcommittee on Healtb
1136 Longworth HOB

Washington, D.C. 20515

Dear 8111'

Recognizing the challenges ‘your ‘subcommittee faces in th
coming months in passing legislation to save the Medicar
system, we want to take this opportunity to share vith
you three separate plans wve believe will help protect,
preserve and improve the current system, which, as you
know, will be bankrupt -in seven years.

Congress and the Administration have a historic
opportunity to improve the quality of care for seniors,
increase choice, reduce wvaste and inefficiency, and, mos
xmportantly, save the program from bankruptcy

There is no reason why Medicare should not ba able to
realize the same improvements in health care delivery an
reductions in the rate of growth experienced by the
private sector during the past few years. Unfortunately
as ve discovered, part of the problem is that Medicare’se
current structure is designed to maet the market place o

the 1960’s, not the market place of the 19550‘s and
beyond.

We have attached information about our three plans. We
. do not send them to you advocating one plan cover another
but simply pass them on as different approaches you may

‘wvant to censider in working to provide more choice,
greater effectiveness and a lover rate of growth in the
Madicare system, all of which is essential to aveiding.

Conagressman

Cmﬁmpm,gu“' - bankruptcy. Each plan has been scored by CBO, and while
Fourth District Connecticut ve believe them to be viable, ve alsc know they can be
. 1mproved.
Otfices " In short, the three plans are as follows:
10 Middle S b P -A:-Incentive ‘Based Medicare Reform -
Readgepon, (1 {80t 220 ] ‘
Cancrument Conger This propesal would implement 35 specific proposals
R Washingwon Bouloard ~ that reform the existing Medicare system to help
Stamford. CT0GR1-272+ create more choice and incentives for competition and
[50R | ongwonh Building cost effectiveness.

Wishimnon. DO 05 1307TH

Telephones

Bridgepont 57U5R70

Norealh  AGHE

Semford  3A57X277
Washoynon, X 20233541
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The anorable williap M. Thomas -- Page 2
, ! ‘

B. Defined Hedicaro CQntribution

This proposal would provide a defined contribution --
" adjusted for age, gender, -geographic location,
disability and BSRD status -- towards the plan of .
choice for each beneficiaryo-

C. Incentive Based Hedicara.nefoznavith Look Back
Sequester

Under this approach, specitic proposals would be
implemented initially to achieve savings and
encourage seniors to choose more cost-effactive
plans. It wvould alsc include a yearly savings target
‘that if not met through private care would trigger
additional cost saving measures to meet annual
targets.

We hope this information will be halpful to your
subcommittee and look forward to working with you in yowr
efforts to protect, preserve and improve the Medicare

systen. , | ,
Sincerely, _— :g géz

nristopher Shays . David Hobson
Member of Congress Member of Congress

, Steve lLargent
Member of Congress : Member of Congress

ce:r Thg‘nonorabli Bill Archer
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OPTIONS FOR PRESERVING MEDICARE

Congressmen Chnstophe.rsmyg, Dave iﬁi)on,.
‘Dan Miller,-and Steve Largeat

May 11,1995 ’

NOTE ON SCORING: All three plans provide for Medicare growing from $178 bllon in 1995
tn $284 billion in 2002. This & an overall growth of 44.9 percant over the seven years and 5.4
percent compounded annually, The resulting slower growth rats achieved from
implernentation of any one of the plans would save $288 bilfion over seven years.

As an imtegrated plan overall scoring for Plan A will not equal the total of the indhvidual
pruposals. This & due to the interactive behavior of the proposals when combined into one
plan. If taken separately, the 35 proposals save $302 over saven years. But as an integrated
pian the sawvngs, as scored by the Congressional Budget Office (CBO) totals $288 over seven
years. Therefore, the ultimate savings & $288 billion, not the total of the 35 proposals. .

In addifion, some of the proposals contained in Plan A are new and had not been previously
scored by the CBO. As & has confinued 1o analyze thess new proposals, CBO has revised

its assumptions, thersby anamg savings figures. it & expectad CBO wilt continue to make
rovisions.

" PLAN A: INCENTIVE BASED mnxou’u: REFORM
This plan consists of four sets of proposals aimed at accomplishing these goals:
L . Proposals to expand choice for seniors, to introduce incentives for the market to
competz, mmcmvacd:wew 8 system smxlartottheda'al Emp!cyes Hcahh
- Benefits Program.- -

1L Proposals to eliminate waste and overpayments-and moiivate providers tc practice
more cost cﬁ'a:nvdy by bringing market principles to Mecdicare. ,

II.  Proposals to incease cost consciousness and reduce the Medicare subsidy.

Mmmm
May 11,1968 : 1



Proposals that will deasb.m,gxm budget gaming by pcrmnently mmdmg anrmz’
law that is set to expire.

Ay

Expand Choices for Medicare Beneﬁcunns

Twelvemmmmpmp:sedwtrwfomw:dxm Theseproposalsmﬂpmmmc
hesith care choices for the elderly and are designed to encourage Medicare beneficiaries to
d:omeplmbmdmm:ﬁmmmdquahty They also contain incentives 10 motivate
" private plans to participate in the Medicare program. These proposals represent the largest
reform of the Medicare program since its inception.  Although several of the following
: Mhnm&wamabymmmwbng
the overall Medicare program.

Whmm

I-hyﬂ 1986

Inform Beneficisries (no outlay savings)

Many Medicare beneficiarics are not cven aware of the HMO option they have now.
Under a system where there are many more options, it will be imperative that they be
informed of the many advantages these plans have over their current system. This

proposal would require that Medicare bensficiaries be supplied with comparable
mnformation on all their ¢hoices of health plans (including Medicare fee-for-service)

" similar to what Office of Perscanel Management (OPM) now provides during the open

axoliment season for federal employees. Included in this information should be report
cards oo quality of bealth care plans.

Allow Plans Price Flezibility and Rebates (no outlay savings)

 Currently, Medicare allows HMOs the option to offer extra bepefits to Medicare

beneficiaries, such as presaription drugs and preventive care. Some HMOs are able to
uﬂ‘:&:ambmcﬁsmcthmMcdawepaymmfshxghawhmm
ueat the beneficiary. :

This proposal would allow plans to give beneficiaries the option of extra benefits or 2
cash rebate (not allowed under current law) for the difference between the Medicare
pzyment and the plan's cost to treat the beneficiary. Beneficiaries who choose a less
expensive plan should be n:wardcd for that choice and be allowed 1o reeeive a rebate.

Establish a Preferred Provider Option for Both Plrt A sand Part B ofMedlcare

.(5263 ‘billion savings over seven years)

Medicare bencficiaries are uncenain about joining coardinated care plans because it
limits their ability to choose a doctar. A Preferred Provider Ovganization has a
combination of advantages over coordinated care plans and indemnity plans: it offers
a very broad array of doctors with negotisted discounted rates. Beneficiaries can still
choose a doctor outside the bealth plaa cftzxypayahaghucopaymL This proposal


http:lDc1ud.ed
http:Mcdic.aR
http:bc:acficiarics.uc
http:AlrhG!.IP
http:bcadic:iarics.CD

mmmm

Moy 11, 1968

Wmﬂa%mpﬁmﬁpmﬁdzqsmaﬁa&oa@h&vemgdu a

" major way to control the growth in costs in private sector insurance programs.

Pmda:mchmsewhemuedxmspr:fmadpmﬂdahnwxﬂdpMMcix
discounts to Medicare.

Allow Bcneﬁ:umstollunmm Their Em[jluyer'rlans (no outlay savings)

Currently, if anindividual belangs t0 ‘an employer sponsored plan thar does not
participate in Medicare; that individual miist leavé their plan'when they become 3
Medicare beneficiary. This problem will became miore prevalent as the private health
cxre population turns in increasing numbers to coordinated care plans ~— because most.
of these plans do not have contracts with Medicare. This proposal would provide &
scamless benlth care wransition’ when~employecs “retire” and become  Medicare
bcm:ﬁamcsbymawmg Mzdmu:pnymwmployemvdplm

Lift the “50/50” Legisistion (no outlay savings)

- This Health Care Financing Administration rule requires HMOs with a Medicare
~ contract to have at least as many commeraial customers as it does Medicare customers.

Almoss all insurance plans cite HCFA’s “50/50™ rule as the mjtx barrier for starting
lMedme-MOmmmymohhcmuy

Allow th to Sell More Producu {no outlay savings)

_Insurers belicve they could recruit more beneficiaries, and be more profitable, if they

could affer mare Medicare products m additon 1o the very regulated HMO product that
the Medicare Laws now allow. These include point-of-service plans, prefared provider
argEnizations, medical savings accounts, and partial capitation plans. . Payment to these
plane would be made through 2 contribution from Medicare that is based on a revised
method of how Medicare currently pays HMOs (sce proposal below). Beneficiarics
would receive a rebate ar pay an additional nmamtdcpmdmgondmpmeof!heplan

* they choose.

Increase Incentive for HMOs to Costract with Medicare by Mtking Medicare -
Payments to HMOs More Equitable (59.9 billion in savings over seven years)

: CM,MM'me&mmy&mmtywmty@uscux\

HMO psyment is based on average fee-for-service Medicare costs. Far example,

Medicare pays HMOs in some countses w California around $650 per month per.
beneficiary because Mcdxca.rchu very tugh fee-for-service costs in that area. But
HMOs in the Minneapolis arca are pasd only wound $350 per month per beneficiary
because Mcdicare fee-for-service s less costly in this area. For this reason, HMOs
with Medicare contracts arc coaventratad m 0 fow areas around the country, leaving
most areas with no Medicare HMOs m all becausc it would be unprofitable for them.

Also, while the HMOs in the high peywg wreas are able to offer beneficiaries exara
benefits, such as prescription drugs, wsth a0 moathly premium. HMOs in low paying
mumehugcuwbmcﬁc:uyowyprmmmrdsofsmmdmmu
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11.

unable to affer any éxtra beacfits. This proposal would untink HMO payment from
Medicare fee-for-service costs by increasing current HMO payments by S percent each

" year (instead of increasing payments by the increase in fee-for-service costs) and would

collapse the rangs of HMO payments by increasing by oaly 1.5 porcent payments to
mv(Oszhummwpudmquamtof:hemmalmcd:an until those HMO
pxyui:nxsfanwnhxn lzopumof:hcmmalm

Maske Payments:and Population Mon Stxblc for Munged Care Orgnmutmns
(no outlay nvmg:) :

This pwmwwwwmthm :
require bencficiarics to remain in a plan for one year (as-does FEHBP). An exception
wauld be made allowing txneficianies who-are firststime HMO enrolices 8 90-dsy wial
pericd before committing to the full-year earoflment. The proposal would allow plans
s three-yesr payment contract option to eliminate uncertainty in payments that the
current year Lo year contract involves.

. Eliminate Part B Premium for Coordinated Care (no-outlay savings) ‘

Medicare beneficiaries would be encoursge to join coordinated care plans by

- eliminating the beneficiary Part B premium of about $50 per month. This premium,

which currently is included in the Federal Government psyment to Medicare HMOs,
would be excluded from the federal payment. HMOs could then, in the annual premium
charge 1o HMO beneficianies, raise their current premium rate to make up for some or
all of this reduced federal psyment. Because HMOs can presumably deliver services
more efficiently than Medicare fec-for-service, competition will likely result in a
premium of less than $50 per moath. These savings will acorue directly to the
beneficiary. , ,

Increase Premium for New Beneficiaries Who Choose Medxur: Fee-For-Service
(53.8 billion in uvmgs over seven yesrs)

The Medicare Part B program is highly subsidized out of general revenues (projected

to reccive tansfers of $59 billion 1 1996). Beginning in 1999, all new enrolless
choosing Medicare fee-for-service would pay a Part B premium $20 higher than that

‘of cwrent Medicare beneficianes. This would help reduce the subsidy while

eacouraging beneficiaries into more cost effective plans. Curent enrollees would be
exempt from this proposal.

Move Medicare Deductible Toward Average Deductibles in Private Sector

Health Care (S152 billion in savings over seven years)

The Medicare Part B deducuibic has been increased only three times in the histary of
the program: the anginal $50 dedhuctible of 1563 is now $100. This low deductible
provides 8 major incentive to overuse medical services. This proposal would increase
the dechuctible 0 $150 in 1996 then mxdex & 10 program growth.  Beneficiaries will have
the option to avoid paying this deductible (or avoid paying an increased premium for

mumm

My 11, 1988
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~ 8 Medigap policy that covers this deductible) by choosing 2 private plan. such as an
HMO, that does not charge a dedzm"blc

Ceonvert Medicare to an FEEBP-IJR: System. {savings are realized beyond
mm—yw period)

‘Aﬁathelbwepmpuuhhnemscdpmmmmnpmtyfam:au
beneficiaries, and have helped to introduce bencficiaries to the advastages of the new
expanded choice system, Medicare will be coaverted to a capitated voucher system in
which the government will make a standard, defined contribution to the plan each
beneficiary choases, similar to the way the government contributes to the plan of each
Federal employee's d::wcmds&r: cha-al E_mployeclﬂnkhaeneﬁu Plan (FEHBP)

C e e -

4

IL Eliminate Waste and QOverpayments and Motivate Prouders to Practice Mure Cost

13.

14,

15.

mumm
Mey 11, 1805

Effectively by Bringing Market Pnncples to Medicare

Allow Medicare Beneficisries to Share in the Savings When they Detect
. Inappropriste Medicare Ptyments (savings undetcnnmed) : ;

'I'hxspuposalwuﬂdallw Medicare beneficiaries to receive 10 percent of thc savings
if they detect that Medicare was charged for services they did not receive or for medical
' eqmpmmnheydxdnotmqucs:orneai -

kis dmmbkf«HCFAwmomghlymmrpmwthcmmmndsof
Medicare products and services providers. But 37 millica beneficianies axsurmgthat
thcubmsmmxmwﬂlhclpwmdunchxmwmmdlhusc

Limit Payments to Hospttxl Physicians Whose Costs Far Exceed the Nthonnl
Median (36.0 billion in savings over seven years)

Thcvolum:mdxmamty of physician services per bospital thssxon varies widely
from bospital to hospital cven afir sdjusting for case-mix, geographic price
&Ezmmhmgmmddspmpomomshm This proposal would withbold

~ 10 percent to 20 parcent of the Medicare payment to physicians in bospitals which
exceed 115 percent of the national median. If the physician staff reduces volume and -
intensity in the year of the withhold, Medicare will pay the physician staff some or all
of the withbold at the end of the year. This is the first Medicare fee-for-service proposal
W:hatprowhmupnunﬂmefphysmmmehospxmmed:nlm&mmthe
mnvetomg:mlmnon. ‘

Tnnsfer Pust-Azntc Cnn: Deusmns from the Government to the Private Sector
' . by Bundling the Hospital Payment (5153 billion in savings over seven years)

Horne Health Care, Skilled Nursing Facilities (SNF), and rehabilitation care — together

known as post-acute care — e some of the fastest growing componcnts of Medicare
Spmding. Since 1985, post-acute spenduing has grown by over 25 percent annually,

5 .
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fram about $2 billion in 1985 to $16 billion in 1994. In the last two years, post-acute
spending for SNF and bome health services grow at an anoual growth rate of 40
pereent. Beginning in 1997, this. proposal would- make 8 single prospectively
determined payment 1o hospizals that combines (and hospitals would be responsible
for) all post hospital SNF and rehabilitation sexvices, along with 60 days of home

~ health services; thereby shifting the responsibility for-deciding the appropriateness of

post-acute care services from the Federal Government to the private sector. Bundling

* poit-acine ire seFvices ints the hospital piyizient would alss orreet the incentive that

bospitals now have to discharge patients more quickly into post acute care sctiings
mpmmhwmmwhghammmmgs o

Require Competitive Bidding on Qlinical Labs and Dunble Medical Equipment
(S1.6 billion in savings over seven yurs)

ThupopmlmﬂmumHCFAmmmpeumblddmgpmm throughout the
country m 1997 for certam durable medical equipment (oxygen, parenteral and enteral,

‘MR, and CAT scans) and clinical lsboratery tests. Bids are expected to lower average

prices by at least 10 pereent nationally.--If this average price reduction is not obtained,
fa:fmmindmblemdiuleqxﬁpmmunddinimlhbm@dbcmdugcdw
obtain an nvnge price reduction of 10 parcent nanoml.ly

Establish Payment Limits for Outpatient Deplrtment Semce: Not Covered
Under Current Cost Limits ($3.1 billion in savingy over seven years)

Nearly 40 pcn::ﬁ of outpatient costs are exempt from cost limits or prospective
paymenz rates. These costs have greatly expanded in the past five years. This proposal

requires HCFA to set payment limits similar to cost-reimbursed outpatient services.

Readjust the Medicare Volume Performance Standard (MVPS) Formula ($3.4
billion in savings over seven years)

The MVPS is the Medicare annual “growth target” for physician expenditwes. If
actual physician expenditures fall below this target, physicians are rewarded with an
increase in the next year's fees — but then the next years target is raised — and vice
versa. The problem with the current law is that there is an asymmetry in the adjustment
formula. That is, the upward adjustment in the target is smaller than the downward
adjustment because of the expected behavioral change of increased volume and
intensity of scn'u:cs when physician fees are rudua:d.

The asymmetrical oreamment of future MVPSs, tharefore, effectively rewards physicians
for exceeding the limit since future target limits are adjusted upwards for expected
volume increases. This propasal, which is supported by the Physician Payment Review
Commission, would determune future MVPSs symmetrically by eliminating the

. behavioral offset assmnption from the calculation

Reduce Payments to Physxcmns for Overhead ($0.9 billioa in n\nngs over seven
years)
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Medicare physician fees are calculated to include, among other things, physician office
overhesd costs. This companent of the fee is based on histaric charges instead of
resource costs which are mare relisble. This palicy moves overhead expenses towards

Elnmmte Formula Error That Causes Outpatieat Overpnyment ($16.0 billion
in savings over seven years)

The carrent Medicare payment formula for certain outpatient department scyvices
(ambulxtory surpery, radiclogy, and disgnostic tests) contains an anomaly in the
psyment formuia that was not intended by Congress when it was first designed.
Beginning in 1998, this proposal would correct the anomaly in the cutpatient payment
mhndnbgbychmmhowhw:ﬁauymmmuapphedmmcblmddhm
formula.

Reduce Medicare Payments to Hospitals for Direct Costs of Medical Education
($6.1 billion in savings over seven years)

Madchmnknaupmpaymmhaspmhfatbd:mmmcymm

. providing graduste medical education, namely residents’ salaries and benefits, teaching

costs, and instinttional overhead  This proposal would reduce teaching and overhead
psyments for residents, but continue to pay their salarics and fringe benefits. The
overall reduction in the leved of subsidy is warranted since market incentives appesr to
be sufficient 10 encourage a coatinuing flow of new phiysicians.

Reduce Medicare Payments to Hospitals for Indirect Costs of Medical Education
($21.1 billion in savings over seven years)

This proposal would lower Medicare indirect education (ICE) in 1996 from 7.7 pereent
to 3 pareent for each 10 percent increase in the intern and resident-to-be ratio (IRA
ratio). The GAO and Prospective Payment Assesement Commission (Prepuce) have
both fomdthmﬁw??pa:mtndjusmmmmuthghmpmkfa
these costs.

~ Eliminate Medicare Payments to Hospitsls for Medicare Patients’ Bad Debts

($2.7 billion in savings over seven years)

Hospitals are responsible for coliccting certain deductibles and co-payments from
Medicare bencficiarics for inpatient services. Medicare fully reimburses unpaid
balances for haspitals that have collection efforts. There is little incentive for tharough
collection activities and bad debt claims have more than doubled since program
inccpaon. Hospitals that serve financially ey @re already compensated through other
mmwmmmmomuormwemmwmlm
to ‘modify bad debt payment policy. Eliminating bad dzbt is included in CBO’s
spending and revenue opuans book.

Phase Out Medicare Payment to Hospitals for Disproportionate Share (5288


http:CCI"tI.iD
http:Eljmjn.te
http:1')'S't.Cm

billion in savings over seven years)

< MM&&:&:;WWWG’PS} hxghsmsmpmdwhcspmk

with a dispropartionatcly large share:of low income patients. In 1985, Congress added
this adjustment to account for low income Medicare patients that may be sicker and -
mwmmhl%@m&%@%mnmpmm
mMﬁ?bﬂMmMSMQ{mPPSW

Dats on bospital oz, however, mwyhmmw

dispropartionate
share adjustment. Althaugh mare than 1,900 hospitals recsive DSH payments, anly 8.4

percext of hospitals have high DSH values sceounting for-one fifth of DSH payments.
This proposal would pbase out Medicare DSH payments over a two-year period. In
addition to Medicare DSH payments; hospitals: alsomeSHpaymtsfmmthc
Medxcaxdpmgran ‘

Bring Surgeon Conversion F:ctor in Line With Primary Care (SS.S billica in
savings over 7 years)

Under the Medicare physician fee s::hedulc, r:htive valu: units (RVUs) are allocated
for cach physician procedure. A physician's psyment amount is determided by
muilriplying the oumber of units (assigned to the proosdure) by a dotlar amount called
the conversian factor. Currently, this conversion factor is $35.15 for surgery, $33.72
for primary care, and $32.91 for all other physicians. (For example: an appendectomy
may be assigned 100 units ~ this is multiplied by $35.15 to detcrmine a payment of
$3515.00). Beginning in 1998, this proposal would reduce the surgery conversion
factor to the same as the primary care conversion factor. Because surgical procedwes
are generally assigned mare RVUs, this proposal would not necessarily reduce surgaon
payments to the level of primary care.

IIL. Im:ruse Cost Consciousness and Reduce the Medicare Subsidy

26.

27.

mmmvw
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Reduce the Medicare Suhndy to High-Income B-meﬁcnnes {$18.0 billien ia
savings over seven years)

Themm:MediumBpmﬁmchugedwsaﬁmmm30pacmloftpulv '

program costs (in 1996 thus will go down 1o just 25 percent because of an OBRA 1993
law). The remaining 70 percent of the cost of providing Medicare Part B services is
paid from the Federal Government's general lax revenues (only Medicare Part A 15
financed by the Medicare payroll uax).

Thkmﬁbsdmnnyrudmﬂ:Mn&thBpmﬁummbsidyfahighinm
beneficiarics. The subsidy decrease would phase in to adjusted gross income of
$70,000 for individuals and $90,000 far couples and would by phased out to zero for
individuals abave §95,000 and coupies above $115,000 in income. At the zero subsidy
level, beneficiaries will pay the full manthly premium amount: $164 per moath.

Expand Medicare Coinsurance to Services Now Provided at No Cost to
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Beneficiaries: Clinical Laboratory and Home Health Services ($25.8 bdhon in
savings over seven years)

‘Twpmmmmmwwmmwﬁchdommhdu&a

beneficiary co-insurance. Requiring beneficiarics to share the cost of these services
wanald help to discourage over utilizazion and reduce the Medicare subsidy. Beginning
in 1996, beneficiaries would pay 10 percent of all bome bealth visit casts, beginning
in 1999, this amount would increase o 20 percent. Bepeficiaries would pay 20 pereent
of all Iaborstory serviees beginning in 1997, Bmeﬁcmhelowlmpamofthe
ml:vdwuﬂdbeexdudedﬁmpmngmsm

TV. End Washington Budpet Gaming by Pemmently Emdmg Current Laws that are

28

29.

30.
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Set to Expire

Freeze 1996 Physician Payment at the 1995 Level aad Reduce Future Updates
by 3 Percent ($2.5 billion in savings over seven years) :

This proposal would adjust the annual update conponent of the Medicare physician fec

schedule so that its statutary formuls will net continue to sward physicisas with Jarge

updates. In 1994 and 1995, physicians received aamulative overall Medicare rate
mdlS:w(?Opawle%uﬁ??pumhw%) '

Reduce the Excess Capacity Ad;ustmmt for Hospitsl Inpatient Cnpml Payments
(5.4 billion in savings over seven years)

Curreat Medicare prospestive and cost reimbursed payments to PPS bospitals for
inpatient capital is based on the assumption that the hospital has a 100-percent
accupancy rate. Hospital ocapancy, bowever, has actually been about 60 pereent over
the last five years and, as a resuit, Medicare is paying bospitals for crapty beds. This
proposal would adjust Medicare bospital capital payments for excess capacity. In the
latc 1980s, these capital payments were reduced by 1S pacnnL In the 1990s, this
reduwmmsulad back to 10 percent.

This propc&l recaprures the 5 pcn:cm in Medicare capital savings given back to
hospitals in the 1990s. While this capital proposal addresses Medicare overpayments
only for excess capacity,

The capital extender proposal (below), preserves the OBRA 1990 savings that reduced:
excessive Medicare eapital payments resulting primarily from the previous Medicare
capital cost reimbursement system that encauraged hospitals Lo buy the most expensive
as opposad to the most efficient types of equipment and buildings.

Extend 10-Percent Reduction for Inpatient Capitsl Related Costs ($7.0 billion
in savings over seven years)

OBRA 1990 included a 10-percent recuction in the amount of payments atzributable
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o capital related costs that would otherwise be made to bospitals. The Secretary
determines the amount of the reduction from prior year dats The OBRA 1990
Provision expires in 1995. As Medicare continues to grow at or sbove 10 percent per
year, it is viewed that there is gufficient flexibility to adjust capital payments.

Reduce Hospital Update to Market Basket Minus 2 Percentage POmts through
1999 and Minus 1 Percentage Point in 1998 and 1999 (5259 billion in savings
gver seven years)

Sincethcbeginningcfthchmpinlprospcnivepqymsym the Medicare
payments per hospital admissicn have been gradually higher than the hospital market
basker mflation factor, OBRA 1993 reduced the hospital market basket update by 2.5
parcentage points in 1994 and 1995, 2 percentage points in 1996, and 0.5 percentage
paints in 1997. This propasal reduces the ypdate to market basket minus 2 percentage

- points through 1999 and market basket minus | percentage point thersafter. The

market basiat reductions are based in pant on the Medicare overpsyments to bospitals
relasive to inflation since the begmning of the hospital prospective payment system in
1983. The reduction incorparates the OBRA 1993 reduction of 0.5 percentage points
from the market basket, as well as a l-pacentage-point productivity gain, and
emforms the hospital update to that of other Medicare updates.

Maintain Savings from Skilled Nursing Facilities Cost Limits (82 0 billion in
savings over seven years)

This provisicn would maintain the savings fmm the Omnibus Budget Reconciliatiun
Act of 1993 (OBRA 93) tha froze for two years the costs limits for Medicare
payments to skilled mursing facilities (SNFs). Payments 1o SNFs are based on average
costs subject 1o cost limits, which are updated each year, The cost limit freeze in OBRA
1993 would expire October 1, 1995. This provision would aot continue the fresze, but
simply would update the cost limit without including cost increases during the two
years of the cost limit freeze.  This extender was included in the President’s 1996
budget.

Maintain Savings from Homc Health Cost Limits ($3.1 billion in savings over
seven years)

This provision, Like the SNF provision, would maintain the savings from the Omnibus
Budget Reconciliation Act of 1993 (OBRA 93) that froze for two years the costs limits
for Medicare payments to home health agencies (HHASs). Payments to HHAs are based
on agency's costs subject to cost limuts, which are updated each year. The cost limit
freeze m OBRA 93 would expire July 1, 1996. This provision would not continue the
freeze, but simply would update the cost limit without including cost increases during
the two years of the cost limit freeze. This proposal was included in the President’s
1996 budget.

Increase Part B Premium $5 per Month for 1996-99 and $7 per Month beginning
in 2000 (3363 billion in savings over seven years)

. wthMnn

l.yﬂ 1905
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OBRA 1993 szt the Medicsre Part B premium at 25 percent of program costs for

1996-98 (as a result of this, beneficiaries’ will see their monthly premiums drop from

- $46.10 in 1995 10 $43.00 in 1996 because currently the premiums are sct Lo pay for

~ abaut 30 perecut of program costs). For the past three years, the monthly premiwm has

risen aboux $5 per year. This proposal would replace the OBRA 1993 25-percent law

with a flat Ixreascs in the monthly premium of $5 (ie. SGOp:r)w)mthcw}yym
and $7 (i.c. $34 per year) begmning in 2000. .

3S.  Permanently Extend OBRA 1993 Mcdxcare Secondxu'y Plytr Provxssons ($6.4
billion in savings over seven year:) :

Tbmmwﬂpamsnﬂyamd’mmh{e&m Saumdny?cyupmmm
fram OBRA 93. In general, payment for services provided to a Medicare recipicnt is
first required from a private payer, if the recipient has private health coverage. Under
Qurrent law, MSP for the disabled, End Stage Renal Disease (ESRD) paticnts, and MSP
data match would expire in 1998. These provisions make Medicare the secondary payer
for disabled and ESRD beneficiaries, and would mzhorize data links to obtain
mmmMpnmuypxymforoth:rbenzﬁmThupmposalwumcluded
. in the President’s 1996 budget :

PLAN B: DEFINED MEDICARE CONTRIBUTION

Under this option, Madicare is transformed into 8 defined contribution program for every
beneficiary. Medicare will make a contribution to the health plan of each beneficiary’s choice.
Chaices will include a broad range of plans with varying lovels of coverage. Beneficiaries will
pay exira if the plan they choose is more costly than the amount of the contribution and will
recetve & rebate if the pian is less than the amount of the contribution.

Private plans can include indemnity plans, HMOs, preferred provider argavizations, point-of-
service plans, medical savings sccounts as well as other innovative insurance products. Any
plan available n the market 10 be purchased with a Medicare contribution must include
carastrophic coverage for out-of-pocket costs over $10,000. Plans would be required to meet

a minimal sdo[othaehg:bxhtquunmts including quality review, in order to prevent
marketing abuses.

'Tbvah:nfdxmibm‘mwuﬂdbc determined by setuing total Medicare expendinures at an
overall 5.4 pereent compounded annual growth rate. The contribution would be adjusted based
oo the beneficiaries’ age, gender, geographic location, disability status and ESRD status.
'Average comtnbution amaunts, alang with current 1995 per beneficiary spending, are as follows:

1995 1996 1997 1998 1999 2000 2001 2002
$4,816  $5122  $5338 $5574 55,786 55,955 86,162 $6,361

omupmuum-
Mwy 11, 1505 11
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T@ spending for Medicare would be as follows:

‘ 1995 1996 1997 1998 1999 2000 2001 2002
(billiors) $1782 $192.6 32039 82157 S068 5237 w$247.7 $2589
Medicare could contime to offer the Faditional Medicare benefit plan by determining the
actuarial value of Medicare and allowing beneficiaries to purchase it with their contribution.
Savings would be achieved by limiting-total acpmdim to a reduced rateof growth. ...

PLAN C: INCENTIVE BASED MEDICARE ‘REFORM WITH LDOK BACK -
SEQUESTER

Undathnopmmfamstopmkidxmwwldbcmphunmdmamlwdplm
First, proposals would be adopted to ensure the financial solvency and reduce the irresponsible
growth in general revenuc payments in the near term. Second and concurrently, Medicare would
be expanded to allow market based choices for beneficiaries, promoting cost efficient care and
incentives through potential rebates or added benefits. As these reforms improve the Medicare
system, the financial solvency will be strengthened '

Whﬂcmrk&bsdmfammﬁbemmedmngcdwmnmbmzﬁmmsmﬁwbe
forced 1o join the private market plan They may stay in the government-run fee for service
Medicare option if they so choose. It is anticipated thar the private plans will sufficiently reduce
the rate of growth in Medicare to keep the program on scund footing. However, both the market
plans and the government-run Medicare fee for service system will be structured w grow at
- financislly viable ratcs. Medicare target spending will be estsblished buedonassumpucmof
how msary beneficianies will choose private plans. If an insufficient number of beneficiaries join
the private plans and spending targets for the year are exceedad, Congress would implement
additional cost saving measures for the government run non-market Medicare plan.

Fiest Level: Immediate Financial Solvency Measures
Upm unplementation of this plan, immediate measures would be taken to lower growth rates

i the cvent Medicare system. Present growth rates of 11 percent per year would be reduced
. to zn 5.4 percent compounded annual growth rate over a seven year period. Proposals to achicve

t.tus gronwvth rate mdudc
> Establish home hcalm skilled nursung, cluucal
- lab coinsurance '
> Reduce bospital inflation update by 1.5 Percent
> Bundle Post-Acute Care Services
> Withhold payments to medical stafls above
115 percent of the pational median

> Freeze physician update
> Extensions of OBRA 90 and 93

» Increase Part B deductible from SlOOLoSlSO
then index to program growth
mmmm

Muy 19, 1965 S 12
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hdﬂnmmra&mg&cmdmggw&dhwm Lhespmpenlswwldhdp reduce the
wwhmufgwmmm&mnhiednrcmcs mdmmrknmuvesmthc '
prograin KD .

Se:nndl Level: Savings from Private Market Plans

hﬁummplamﬂdhwﬁmhmmmdaﬂzmgwwwm
Prowider Organizations, Point of Service plans, Medical Savings Accounts, and other types of
plans. Carently, mine percent of Medicare befisficiaries areenfolled in HMO3. As these maricet
wmmwhwmhmmnuwmnmﬂmuummm
plans will grow steadily (projected emrolbment rates are below) == =0

Yewr «mnngszlm&mmm
ewollmems. 9%  15% 25% 5% 45% SO0%  S5% 9%

‘ Mwm,M&mmmmmmumatmdfmbmcﬁmcsmmm
coverage opticn. Enrallees in the private plags will receive 8 Medicare contribution toward the
cas of the plan chosen. The contribution will be adjusted to account for age, gender, medical
costs, and health statys. Compounded annual growth of the amount contributed will be 5.4
percent. The beneficiary can choose the plan that meets his or her health msurance coverage
needs, and sclect deductibles, benefits, rebates, and other parameters as desired.

The smaunt of spending in the Medicare market plans sod govermment-nm plan is projected to

be as follows: .

Year 1996 1997 1998 1999 2000 2001 2002

(billicns) , .

Private $289 $509 §755 $102.0 $1185 $132.2 $153.6
 Governroent  $163.7 $153.0 $140.2 §1248 $118.5 $115.5 $]03.3

Total $192.6 $203.9 $215.7 $226.8 $237.0 $247.7 $258.9

Third Level: Look Back Mechanism '
To ensure that spending in both the Medicare market plans and the govemment-run program
achicve financially viable rates of spending, the following procedure is implemented.
L Determination of Projected Spending:
a At the completion of the Medicare open enroliment season, the Health Care
Financing Admunistration shall repant on the number of enrollees in market

based plans, and shall cakuigie the wtal Medicate contribution for the
program.

mumm
My 11, 1905 . 13
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b. HGAmmm;vfmmﬁswyw,m:momofmﬁnginm

. government-run Medicare program —given the reduction policies mitially
mplmedmlcvdm:mdmynddmmdhgslmwpm:nthem
ﬁsalywaﬁemngl\hdlme

18 Look Back Sequester:

& Ifthe total conmributions to private plans sre lowier tha the projected target;
aimmmmemgtmmwmmcm

HCFA shall submit 10 Congress a list of proposals for the

governmentun Medicare program to-meet the total spending target.

mmﬂnmmm«mhmmmm

- proposals befare the beginnmng of the fiscal year.

If Congress does not mect the deadline, HCFAﬁmlI unplamnt its
recommendations to meet the targets.

b. Orda' of scquestered savings:

mehpmahdmﬂhcm&mammpmdapqmwpdnw
such that updates are positive, -

Second order propasals shall be reductions in add on payments not
directly related to providing services, and cost limit changes.

Third order savings shall be cost sharing in high growth services.

c Theranoofbcmﬁmaxysm;spmpoulsrﬂmvempmdﬁxshaﬂmt
‘ a:mdﬁﬁypamt. :

m-wnmvmm
My 11, 1606

Prohibited savings proposals: Ccngn:n and HCFA shall not
recommend increasss to the Hospital Insurance payroll tax, or

increase the percentage of Supplamentary Medical Insurance program
costs covered by government contributions in the base year.

14
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DEPARTMENT OF THE TREASURY ' }( P (ﬁ
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May 24, 1995 :AFORMATION
| {7 b &yr beep ¢ WA

MEMORANDUM FOR SECRETARY RUBIN : L, e
\’& )9,)\ ﬁb)nu

FROM: EDWARD S. KNIGHT ;§ K__ yLA

' SUBJECT: Medicare Trust Funds Solvency Recom&endatlon

GENERAL COUNSEL

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 Secretarles of
Labor and HHS, the Commissioner of the Social Security
Admlnlstratlon 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 regquirement. The
legislation, however, does not provide any specific sanctions
which are to be brought against the Trustees in the event of 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 v
subpoenas for the. material with a potentially resultlng contempt A
citation if the subpoena is not complied with. These matters V/
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 suit to
enforce the reporting requirement.

cc: Alicia Munnell

EXECHTIVE QErReTADIAY
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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 (i 7?
WASHINGTON

‘ ASS:STA&T SEC;?ETARY MAY 2 4 ]ggﬁ ‘
MEMORANDUM FOR SECRETARY RUBIN
FROM: - Alicia Murl‘rlellg's‘ﬁg ‘)’\\\
SUBJECT: Are the Senate and House Medicare Cuts Too Large?
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 been
chosen to be the minimum amount necessary to keep the Hospital Insurance Trust Fund
at or above 100 percent of annual disbursements. This would be consistent with the
Trustees’ short-range test of financial soundness. From the trust fund point of view,
therefore, the Senate Part A cuts do not appear “too large.”

The House’s proposed Medicare cuts are larger ($282 billion over seven years)
but the breakdown between Parts A and B has not been determined. If the House were

* to follow the Senate and cut $165 billion from Part A, the Part B cuts would be $117
billion compared to $91 in the Senate plan. Furthermore, Part B spending in FY 2002
would be 24 percent lower than in the Senate proposal, because of the backloading of
the House cuts. '

The Senate proposal apparently constrains Part 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 now
exceed tax receipts and.because of relatively slow projected payroll growth in the near:
term. ' :

Discussion

Senate HI cuts. In the intermediate actuarial projection, the balance in the
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Hospital Insurance (HI, or Part A) Trust Fund is forecasted to fall from $133 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 financial
adequacy. The test requires that if the trust fund ratio is initially above 100 percent, it
must be projected to remain at or above 100 percent throughout the 10-year projection
period. (If the trust fund ratio is initially less than 100 percent, it must be projected to
- reach a level of at least 100 percent within five years and then remain at or above 100
percent throughout the remainder of the 10-year projection period.)

In the Senate Budget Committee proposal, total planned cuts for Medicare as a
whole are $256 billion over seven years, relative to the CBO 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 information on
this breakdown, either year-by-year or in the aggregate, but it is generally understood
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 percentiannual
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 fund 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

satlsfy 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 100-percent trust fund 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,” and provides fragmentary information on the Part A-Part B breakdown of
cuts in one option. This information is roughly consmtent with Part A cuts in the range
of $165 billion.) -

Medicare Outlays Under Alternative Proposals
($billions, net of premium receipts)
Total Cuts | Average Amual Growth (%)
FY 1996-2002 FY 1995-2002
‘ Pant A Pan B Pan A ) PanB
Baseline (CBO) ' - 81 145
Senate ! 165 91 48 . 1.1
House " 165 117 4.8 , 6.7

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

The results in the table are subject to change based on any new information we
receive about the Congressional proposals. However, they do demonstrate the greater
potential severity of the House cuts. Over seven years, the House would cui $26.
billion more in Part B spending, assuming that Part A spending is the same in 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 vould be
$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 Requiréd Medicare Cuts

It may be useful to compare the proposed cuts in Part A to other estimates 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 period, when
the HI actuaries have estimated that a 5.3 percent annual growth would achieve
solvency over 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 declme
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. HI revenues are projected to rise relatively slowly duriﬁg the next few years,
because of relatively modest growth in nominal wages.

As an example of this near-term dilemma, the HI actuaries have simulated a 5.0

percent annual growth path of aggregate expenditures, a growth rate tighter than the 5.3. -

percent required for long-run balance but looser than the 4.8 percent contemplated in
the Senate proposal. In that simulation, the trust fund ratio falls below the 100 percent
minimum for a period of about two decades begmmng in 1999,
Anothér comparison is between the $165 billion Senate proposal and the

actuaries’ 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 percent. The

‘primary difference here is that the actuaries’ baseline spending path is below the CBO
baseline used by the Senate, so smaller cuts are required to meet the short-range test of
financial adequacy.


http:required.to

TREASURY CLEARANCE SHEET NO.

0 SECRETARY

MEMORANDUM FOR:
0 ACTION .

O DEPUTY SECRETARY [ EXECUTIVE SECRETARY
0 BRIEFING [ INFORMATION 0 IEEISI.ATION

UPRB‘SSREIEASE 0 PUBLICATION [ REGUIATION DS:PEE(}I

0 TESTIMONY 0 OTHER

FROM:Alicia Minnell

THROUGH

SURJECT: Are the Senate and House Medicare Cuts; Too Large?

O Under Secretary for Finance 0 Enforcement

0 policy Mahagement "

0 Domestic Finance 0O ATF 0 scheduling
0 Econcmic Policy O customs 0 public
Affairs/Liaison : ‘ :
0 Fiscal . O FIETC 0 Tax Policy
0 ms- 0 Secret Service 0 Treasurer
0 pPublic Debt 0 General Counsel OE&P
0 Inspector General 0 Mint
0 Under Secretary for Int'l Affairs 0 IRS 0 savings

{1 International Affairs

0 1egislative Affairs

0 Management 0 other
0 occ
| NAME (please Type) INITIAL DATE OFFICE - TEL. NO.
INITIATOR(S)
- John S. Greenlees S5/t+/95| pirector, Office of 622-2020
James E. Duggan| f""f{‘?g Econcmic Analysis
REVIEWERS
John S. Greenlees | (JT& %—/‘?5 Director, Office of 622-2020
‘ Economic Analysis ‘
Alicia H. Munnell Asst. Sec. (Econocmic 622-2200
Policy) -

SPECIAL INSTRUCTIONS:

0 keview Officer ‘

Date:

O Executive Secretary

—

Date



http:ot.ubet::.rL

MEMORANDUM FOR:

TREASURY CLEARANCE SHEET NO.

0 SECRETARY
0 ACTION
0 PRESS RELEASE

Date 5724795

U DEPUTY SECRETARY [ EXECUTIVE SECRETARY ?

0 BRIEFING [ INFORMATION [ LEGISIATION

0 TESTIMONY

0 PUBLICATION [0 REGULATION

O SPEECH
O otHER .

FROM:Alicia Minnell

THROUGH

SUBJECT: Are the Senate and House Medicare Cuts Tbo Large?

0 Under Secretary for Finance |1 Enforcement

0 Policy Management

0 Domestic Finance 0 aTF 0O scheduling
0 Economic Policy 0 customs 0 public
Affairs/Liaison '
0 Fiscal 0 FLETC 00 Tax Policy
0 rMs 00 Secret Service 0 Treasurer
0 Public Debt 0 General Counsel OE&P
‘ 00 Inspector General 0 Mint
0 Under Secretary for Int'l Affairs 0 IRS "0 savings
Bonds
00 International Affairs O Iegislative Affairs
0 Management 0 other
ad occ
NAME (please Type) INITIAL DATE OFFICE TEL. ‘NO.
INITIATOR(S) ,
John S. Greenlees 5/tH95| pirector, office of 622-2020
James E. Duggan /3-'{{075 Economic Analysis :
REVIEWERS o
John S. Greenlees | (J& %5 Director, Office of 622-2020
Economic Analysis
Alicia H. Munnell Asst. Sec. (Economic 622-2200
Policy)

SPECIAL INSTRUCTIONS:

O review Gfficer

Date:

O executive Secretafy ' pate




-‘@ g | - o B ' - g5 - /5l A «45/

WASHINGTON, D.C.

SECRETARY OF THE TREASURY 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 Mr. Speaker and Mr. Majority Leader:

I understand the House Majority is releasing its plan to restructure Medicare today. I am
writing to discuss the condition of the Medicare Hospital Trust Fund in the context of these
reform plans. ' : »

As Managing Trustee of the Medicare Hospital Insurance (HI) Trust Fund, I am concerned

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 for 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 therefore 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 time
to propose a bipartisan solution to the long-term fiscal needs of Medicare. Such a blpart1san
solution will be needed regardless of whether the President’s plan or Congress’s plan is
finally adopted

To emphas1ze the Trustees did not recommend $270 billion of Medicare cuts at this time nor
state that the funding problems facing Medicare require actions of this magnitude now to dealv
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 s
they review the significant changes.in Medicare that are being considered so that Members
can have a clear understanding of the facts.

Smcerely,

@g@(&»\

Robert E. Rubin
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MEMORANDUM FOR SECRETARY RUBIN . “ ’( e

FROM: : 'Alan Cohen 7]¢& ‘ 3’

.Senior Advisor to the Secretary

SUBJECT: _ Release of Medicare Plans By Republicans

-

I. BACKGROUND

While early returns are incomplete, it does not appear that the
Congressional Republicans were split during the recess perzod in
their support for $270 Billion of Medicare cuts. While some
members remain sgueamish, not enough have peeled off yet to deny
the Republicans the votes they need to pass reconc111atlon. Part
of the difficulty in getting members to peel off is that neither
chamber has released its plan yet which makes it difficult to
focus the publlc s attention.

Both the House Ways and Means Committee and the Senate Flnance
Committee are supposed to complete action on Medicare and other
cuts by September 22. The press reports that the House w1Ll
release its plan publicly next week. Senator Packwood could do
the same or wait until the following week. The House plan s$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 or bnth
chambers in support of these cuts. We must turn the publlc
large against these cuts. The amount of time available wlll be
short. Moreover, it is imperative that we act immediately upon:
release of the plans because the first 1mpressxons formed by the
public will be the lasting ones. »

II. OPTIONS FOR ACTION

To achieve these objectives, we need a bold, breakthrough event
that will focus the public’s attention on the issue and will help
to galvanize opposition to the cuts. The impact of the event
should be akin to the Gore-Perot debate on Nafta. This event
should take place as close as possible in time to the reledse of

-the House plan.

Several options exist: :

1. A Presidential hearing or forum on the cuts and their impact.
The President could hold a public meeting in which elderly.
citizens and experts on Medicare could "testify" to the impacts
of the Republican plans. This could be done as a mock hearing or

-



in a "Little-Rock economic conference type forum."

'2. There could be a debate between either the President or the’
Vice-President and a leading Republican. .

\

3. Other alternative options may exist.

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

1. Development of the substantive response. to the plans. We know
enough about the plans now so that thlS could begin 1mmed1ately.‘

2. Scheduling and preparation for the main event.

3. Preparation of outside validators.



The Secrétary of the Treasury

September 21, 19S5

NOTE FOR ALAN COHEN

FROM: BOB RUBIN

. I agree.

Attachment
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, DEF’ARTMENT OF THE TREASURY

WASHINGTON, D.C. 20220

September 28, 1995

MEMORANDUM FOR SECRETARY RUBIN
‘ DEPUTY SECRETARY SUMMERS

FROM:  Glen Rosselli 6€
Deputy Assistant Secretary for Economic Policy

Daniel Sichel 05 '
- Deputy Assistant Secretary for. Economic Policy

SUBJECT: Medicare Managed Care

The Republican 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.! 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 care. 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-sporisored
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:

. The 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 there
are no deductibles.

. Preferred provider organizations (PPOs) do not require referrals, and patients
face only nominal copayments if they use providers who have agreed to accept
reduced payments from the PPO; individuals who use non-plan providers are
required to pay the entire cost out-of-pocket.

, Preliminary CBO estimates indicate the Senate’s Medicare Choice proi')osal (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 ¢an
use non-plan providers subject to a deductible and significant copayment.

MANAGED CARE AND COST SAVINGS

Managed care appears to reduce medlcal costs, prnnarlly through reduced utilization,
although the evidence is not overwhelmmg One reason managed care enrollees may
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 or
POS plans. It is unclear if managed care reduces the rafe of growth in health care costs,
or 51mp1y 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, managed
care may result 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 per-
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 prunanly
to a move to managed care from more expensive indemnity plans. For employers in:
1994 the average price for an HMO policy was $3500, a PPO $3400, and a POS $360|0
compared to. $3850 for an indemnity plan. As discussed above, these may be “one time
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 beneﬁcnanes were. emolled in health maintenance
organizations. Under the current law: :

. Plans are requ1red to cover all services offered by Medicare and often prov1de
' 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 m the
fee-for-service sector, even after controlling for these factors.

- This payment system provides a strong incentive for plans to attract healthy
recipients and discourage the enrollment of sicker individuals.
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The General Accounting Office has fotmd' 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, adjusted for

. age, geographic area, and medical condition, to purchase a managed care policy.

S

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 wou]d be
“delinked"” from the fee-for-service sector and geographlc disparities would be
reduced. :

The value of the vouchers would increase over time at a rate that would constrain
Medicare spending to meet the Republican conference agreement.

All plans would have to guarantee a minimum benef.it package and meet fingncial
and quality standards. To attract beneficiaries plans could offer additional
benefits.

If the value of the voucher is greater than the cost of the policy, the House
proposal would allow plans to refund an amount up to the value of the Part B
premium to consumers; the Senate proposal would allow beneficiaries to deppsit
any difference in a medical savings account or take 75 percent of the difference in

cash.

Beneficiaries would have the option of moving between plans or a plan and
traditional Medicare during an annual open enrollment period, after a two year
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 Medicare
recipients by easing restrictions on the ability of hospitals and physicians to form
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 under
the budget limitations in the Republican proposals. Both the House and Senate
plans would limit payments to managed care plans to achieve their desired 4. 9
percent per capita annual growth rate in Medicare spendmg If costs increase
more rapidly than payments, plans may cut back on services to beneficiaries and

{prov1de lower quahty 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 is 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
higher costs for the government and higher Part B prermums for those
benef1c1anes who do stay in tradltlonal Medicare.

- The Repubhcan 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 Medicare
increases the potential for adverse selection. -
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

December 5, 1995

MEMORANDUM FOR SECRETARY RUBIN

FROM: Glen Ross
.Deputy AssiStant Secretary-
(Economic Policy)
-SUBJECT: Administration’s Medicare Proposél

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 President's balanced
budget proposal have been carefully designed to strengthen the Medicare Trust Fund, expand
health plan options for beneficiaries and assure that Medicare benefits continue to be aﬁ'ordable
for the 37 million elderly and people with disabilities 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 2011 -~ placing the-Fund in a better position than it has been in
18 out of the last 20 years.

Savings Achieved Without Any New Benef ciary 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
undermining 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 Cuts 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 Per Benef ciary Program Growth Rate to
Approximately that of the Private Sector

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

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

Republican Cuts Will Lead to Cost Shiftikg 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 care provlders This i is why the American Hospital
Assocxatlon 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 of Plans are Expanded Under Medicare in a Pragmatzc Responslble Way

The Presxdent s plan retains a strong Medlcare fee-for—semce program and

significantly increases choices of alternative health plans, including new managed .
care options (PPQOs and HMOs with pomt of service options) as well as provider -
networks. : o

In contrast, the Republican approach -- which includes Medical Sairing's Accounts -
and other options that tend to manage risk rather than manage costs -- will
fragrment the Medicare nsk pool. '

Medicare is Improved by Expa;édz’ng Preventive Programs

Including better mammography coverage, colorectal screemng, and a new respite
beneﬁt for families of Alzhelmer s patients.
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Note: In the attached graph the Administration managed care savings include both direct
managed care payment reductions and the indirect effect of fee for service cuts on
managed care. All Conference managed care savings are direct because the link
between fee for service expenditures and managed care payments is severed.

Admunistration savings do not include $5.3 billion cost of additional preventive
benefits.

Also the indirect reductmn in Part B premiums due to failsafe spending reductions
1s re ﬂected in the Conference Agreement “Beneficiaries” total.
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1996-2002

7140% l | . ._—___l

oL L S
5% 1 7.1%

6%
4% -

20 L

0% L | e
- ~ Current Law Private Republicans' Plan

CBO baseline as of October 1995: CBO estimates of savings under the Conference Agreement, 11/16/95; -
Administration projections of beneficiaries; Administration estimates of private health spending per insured
person, using CBO data. DHHS estimates of the President's proposed rate of growth in spending per
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DEPARTMENT OF THE TREASURY
WASHINGTON

June 6, 1996

MEMORANDUM TO THE SECRETARY

THRU:  Josh Gotbaum )5
FROM:  Glen RosselldR—
SUBJECT: ~  The President's Medicare Plan

The President's Medicare plan strengthens and improves the program, reducing spending by 'a net
$124 billion by 2003 and guaranteemg the solvency of the Hospital Insurance (Hl) trust fund for about a
decade. Specific reforms: .

Give seniors more cho:ces among private health plans.

Make Medicare more efficient and responsive to beneficiary needs.

Attack fraud and abuse through programs praised by law enforcement ofﬁcrals
Cut the growth rate of provider payments.

Hold the Part B premium at 25 percent of program costs

[ I B I B )

Hospitals: The budget reduces the annual inflation i increase or "update” for payment for mpattent care
and adjusts payments for capital. It also reforms the payment method for outpatient departmet;tts while
protecting beneficiaries from increasing charges for those services (saves $42.4 billion through 2002).

Managed Care: The budget reforms payments by using reasonable rate-of-growth limits on updates for
managed care payments and reducmg the current geographic vanation in payments (saves 329 8 billion
through 2002).

Physicians: The budget reforms physucaan payments by paying a single update for all physicians and
replaces current "volume performance standards wuth a reasonable growth rate (saves $9.0 bumon
through 2002). A

Home health care/skilled nurs ing facilities: The budget implements a series of interim paymem\ reforms
before the planned establishment of separate prospective payment systems for home health care and
skilled nursing facilities (saves $22.4 billion through 2002). _

Fraud and Abuse: The budget introduces aggressive and comprehensive policies to stamp out|
Medicare waste, fraud, and abuse, and extends and enhances Medicare secondary payer policy 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 surgical centers, reforms Medicare Secondary Payer policy, establishes new preventwe
‘benefits, and makes other programmatic changes to control provxder payments (saves $6.5 bllhon
through 2002). .

‘ Beneficiaries: The budget malntams the requirement that benefimanes pay 25 percent of Part E costs
(saves $5.5 billion through 2002)..
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