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DEPARTMENT OF THE TREASURY INFORMATION 
WASHINGTON 

May 26, 19931:22 PM 
93-122038 

MEMO'RANDUM FOR· 	 DEPUTY SECRETARY ROGER ALTMAN 

ASSISTANT SECRETARY ALICIA MUNNELL 


From: Brad De Long 13 v 

. Subject:: . AHCPR ESTIMATES OF THE COST OF HEALTH CARE REFORM 

The AHCPR (Agency for Health Care Planning and Research) in Rockville has estimates of 

the cos.t of the level 2 health reform plan that are different from-and higher than-those 

. produced by the HCFA (Health Care Financing Administration). The two sets of estimates 

are: 

AHCPR HCFA Difference 

For individuals 	 $1,682 $1,193 $489 

For fainilies 	 $3,715 $3,365 $350 

If the covered population contains approximately 70 million families and 35 million single 


individuals, health alliance spending for the level 2 program would be nearly $42 billion a 


year more under the AHCPR estimates than under the HCFA estimates. 


Under the per-person premium plan, the AHCPR estimates imply $489 dollar a year rises 


in individual and $350 dollar a year rises in family premiums, with a roughly 17 percent 


increase (on the order of $10 billion a year) in the subsidy program. 


Under the wage-based premium plan, the AHCPR estimates imply a nationwide average 


payroll rate of 8.8 as opposed to 7.2 percent. State payroll rates would vary from 6.4 


percent in Maryland to 10.7 percent in Louisiana and Maine. 


\ 	 P.rh;v;::arri ~ T<nirrht 



State Payroll. State Payroll 
Premium Premium 

Rate Rate 
State (AHCPR) (HCFA) 
Alabama 10.00% 8.30% 
Alaska 8.70% 7.10% 
Arizona 8.00% 6.50% 
ArKansas 9.80% 8.20% 
Californha 9.60% 7.90% 

Colorado 7.50% 6.20% 

Connecticut 9.30% 6.00% 

DC 9.80% 7.70% 
Delaware 8.70% 7.10% 

Florida 9.90% 8.00% 
Georgia 8.20% 6.70% 

Hawaii 7.70% 6.30% 

Idaho 9.10% 7.60% 
Illinois 8.80% 7.20% 

Indiana 8.70% 7.20% 

Iowa 7.50% 6.20% 

Kansas 7.80% 6.50% 
Kentuc~;y 8.80% 7.30% 
Louisiana 10.70% 9.00% 
Maine 10.70% 8.80% 
Maryland 6.40% 5.20% 

Massachusetts 8.40% 6.70% 
Michigc:tn 9.40% 7.70% 
Minnesota 7.60% 6.10% 
Mississippi 10.00% 8.40% 

Missouri 8.40% 6.90% 

Montana 9.00% 7.50% 

Nebraska 7.20% 6.00% 

Nevada 9.20% 7.50% 

New Hampshire 6.90% 5.60% 

New Jl3rsey 7.90% 6.40% 

New Mexico 9.20% 7.70% 

New YorK 9.30% 7.60% 
North Carolina 7.90% 6.50% 

North Dakota 8.90% 7.30% 
Ohio 8.90% 7.30% 
Oklahoma 8.60% 7.10% 

Oregon 8.40% 6.90% 

Pennsylvania 9.60% 7.90% 

RhodE! Island 8.10% 6.50% 

South Carolina 7.50% 6.20% 

South Dakota 8.10% 6.70% 

TennElssee 8.90% 7.30% 

Texas 8.70% 7.20% 

Utah 8.90% 7.30% 



Vermont 
Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

NATIONAL AVERAGE 

r 

7~20% 6.00% 
7.90% 6.40% 
7.80% 6.40% 
9.90% 8.30% 
7.30% 6.00% 
8.60% ·7.20% 

8.80% 7.20% 



DEPARTMENT OF THE TREASURY 
INFORMATIONWAS,HINGTON 

TO: Deputy Secretary Altman 
FROM: Marina L. Weiss 
DATE: May 27, 1993 
SUBJECT: Phase-in Schedules for Health Care Reform 

Pursuant to your request, attached are copies of the slides used 
to brief the President and the Health Reform Task .Force members 
on two altE~rnative paths to reform. 

Plan A begins with a spare "major medical" plan in 1996 aAd 
phases into a 20th ,percentile plan by the year 2000. 

Plan B begins with a 20th percentile plan in 1996 and phases into 
a 70th percentile plan by the year 2000. 
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DESIGN STRATEGY FOR PLAJ~ A 

-

• 	 COVER EVERYONE AS SOON AS POSSIBLE 

• 	 MINIMIZE THE IMPACT ON SMALL BUSINESSES, WORKERS, AND 
THE DEF1CIT 

• 	 PHASE-IN COVERAGE ENHIANCEMENTS SLOWLY, AS IN HAWAII 

• 	 PROVIDE HEALTH SECURI1-V BY ENDING ANXIETIES ABOUT: 

FINANCIAL RUIN UPON SERIOUS ILLNESS 
-'-p-~---~- 

ACCESS TO HIGH QUALITY CARE FOR SERIOUS PROBlEMS 

-- CONTINUITY OF COVERAGE IF JOB OR HEAlnf STATUS 
CHANGES 

...:'" 

'. 
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B,ASIC ':ACTS ABOUT PLAN A 

/'1 

~ 

.... 

• FEATURES THAT ARE LIKE PLAN B: 

HEALTH ALLIANCES IN EVERY STATE., SAME PHASE-IN 
SCHEDULE 

I 

..- CURRENTLY INSORED WILL BE GUARANTEED -THE LEVEL· 
TWO BENEFIT PACKAGE WITH 80% EMPLOYER SHARE 

IN THE YEAR 2odo, ALL AMERICANS WILL BE GUARANTEED 
A LEVEL TWO BE,NEFIT PACKAGE .. 

..--- -- -- - ~ 

HEALTH SERVICES COVERED 
re 
q .... 
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BASIC: IFACT.S ABOUT PU\N A 

~ 

• 	 FEJtTURES' THAT DIFFER FROM PLAN B 

-- THERE ARE NO SUBSIDIES TO THE CURRENTL V INSURED 
/ 

-- THE CURRENTLY UNINSURED WILL BE GUARANTEED THE 
LEVEL 1 BENEFITS PACKAGE 

lOW INCOME UNINSURED WILL RECIEVE PflEMIUM 
SUBSIDIES ONLY, NOT OUT-OF-POCKeT SUBSIDIES 

----.------ -- - --- .. 

EMPLOYER-EMPLOYEE SHARES ARE :50:50;' 

(\j 
m 	 . DEDUCTIBLE AND ANNUAL OUT-OF-POCKET LIMITS ARE 
q... HIGHER (THESE COULD BE ADJUSTED) 

(J\., n 
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~ 
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FUNDAMENTAL DIFFERENCE.S IN APPROACHBETWEE.N PLANS A AND B 

~ 

• 	 HOWM"UC"H COVERA+3E FOR THE C"UHRENTlY UNi-N-SUREu 
DURING THE TRANSfIlON7 

• 	 WHO WILL PAY HOW:MUCH TO INSURE -fHE CURRENTLY 
UNINSURED DURING tHE TRANSITION? 

-~...--~.-* .. ----------,-------" -- -.,.-----.--.".---~-- ..---- ----- ~ ..- .. --- 
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PLAN A MEETS TIHE PRESIDENT'S MA.JOR GO'~ALS 
~. 

.,. J'1 • 'i"y 1.' .. 	 ~ .......
• 	 PR()\)IDES SECURITY..... .. .tJ;) tArJ't.tt/rc1~J 
-- I,.,t. fVu... cv ~ex.U-I-'· 
______ t (J4I t)..ft:v-tf (,lIJ' .,-t-t). ()'{ t.-H J <J J. r• . CONTROLS COSTS 

_ \... ",li' \-'''''-: \.<t-C. /j. • ....... "..8t~, 


• MAINTAINS CHOICE. 

• IMPROVES aUAUTY ~--- ,.c..£~lt l' ell O({ti fv-~ ff.,J1l:·...~q-;{ f:' •.J_r:::u-')1'" .t~!,/zP-'~~~ 

--.- .,-_._-	 ---------. .- ... ~ -- -~-.--.----'-'..------_. -----~---".. ~----... --- --, 
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PROFIil..E OF THE UNINSURED 
§ 

• 85~OF THE UNINSURED LIVE IN HOUSEHOLDS WITH A 
WORKfNcrflEAlY OF HOUSElfO[[) {7lJ9b-FOILTIM E-,-- --- --

• 	 83% OF UNIN~URED HOUSEHOLDS EARN LESS THAN $20,000' 

•. 	MOST UNINSURED ARE HEALTHY AND RELATIVELY YOUNG 

- 35-40% HAVE NO VISITS AND NO EXPENDITURES 

-- 75% SPEND lESS THAN· $500 
.------- ,--------------------.,--------'-- 

e . 	THE UNHEALTHY UNINSURED ARE SICKER THAN AVERAGE 
~ 
.... <t -- 4% ACCOUNT FOR 64% OF ALL EXPENDITURES ON THE 

UNINSURED 
M 

'""
~ 	 -- THEY SPEND MORE THAN $4000 EACfH 
~ 

,f 



COVERING TI~IE NEEDS OF THE UNINSURED 
" 

~ 

• 	 MOS"rtJNlNSuREoINDIVIDUALS NEED A PlAN 'THA'T PROTECTS 
AGAINST LARGE EXPEND. JORES AT MINIMAL-C-O'Sl'---' 

• 	 PlAN A DIRECTlY MEETS THE MOST PRESSING NEFOS OF THE 
UNINSURED WITHOUT ,AN UNDUE INCREASE IN FINANC:IAL. 	 .. 

BURDEN ON ANy'ONE 

/ • 	 ABOUT 70% OF HOSprrAL UNCOMPENSATED CARE IS FOR 
AMOUNTS LARGER THAN THE DEDUCTIBLE OF PLAN A 

.-..-----, e 	 PROVIDERS, .ESPECIALLY HOSPITALSzARE THEREBY AJ_SO ----.--.' 
PROTECTED FROM LARGE lOSSES' BY PLAN A 

~ 
,...'<l 

• 	 WE COULD MODIFY THE SPECIFIC FEA'TURES OF PLAN' A AND 
REMAIN CONSISTENT WITH THIS OVERALL DESIGN STRUCTURE 

n 
<e 
~ 
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IMPACT ON NATIONAL HEALTH COSTS 
0'1 g 

• ~ A INCREASES NATIONAL HEALTH ;EXPENDrrUF£S BY $'x- 2 
--- - -- B1tuOWtESS-THAN-Pt:Jm-B-1rr-1g-g-S, $X---LESS 8V1999 ------

. 	 lir

• 	 IF EXPECTED SAVINGS FROM HEALTH REFORM FAIL TO 
MATERIALIZE, NATIONAL HEALTH EXPENDITURES COULD 
RAPIDLY ESCALATE,,' PLAN A MINIMIZES TIiE RISK OF THAT,
ESCALATION. . 	 '- .. 

'.----- ----------------------- -----
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PlAN A .IJ\S A BE. I IER IMPACT ON 'THE ECO;NOMY 

ts) 
..... 
ts) 

• PCAN B Wilt BE ACCUSED OF PUTnNG9.o. MIWON JOBS AT .. -..- "-RISK --_..--------.-. --... -----. ..- .._ .. -.._--,.'-- <>----.-. "" 

• LOWER PAYROLL TAXES OR PREMIUMS 'ENCOUllAGE 
EMPLOYMENT RETENTION AND· ECONOMIC GROWTH .t 

_._--------_. 

..... 
M 

'1 ..... 
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PlAN A HAS A BaTER IMPACT ON THE ECONOM"tf 


• PlA~A WOULD BELE~S DISRUPTIVET08USlNEs~~es_mlT__NOW_ 
_.-- .-- ---PROV1l5lKG INSURANCIE - ,- .' 

REQUIRED EMPLOYER FAMllY PREMIUM PAVMENT~.· -

PREMRUM EMPLOYER SHARE 
\ 

PLAN B __..._-_$336~_.~- _---"-~2692JBD%) .. ___ ._. _____... ____ 

PLAN A . $2463 $1233 (50%J
~' 

DIFFERENCE $1459 PER WORKER 

'--
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PLAN A HAS LOWf:R FEDERAL COSTS .AND' RISKS; 
.') 

.) 

• ~A REQUIRES LOWER NEW FEDERAL---- ,REVENUES---_..-._-- .---. _....._._ ..----_. - -,---

ESTIMATED DEFICIT IMPACT WITHOUT NEW TAXES, 

(BILLIONS, WITHOUT CONTROLS) 

1996 ' 1999 

PLAN A 1 ._- 14_._.... 
. --------------~,.._---

PLANB +'54 -}- 42 



PLAN A HAS LOWER FEDERAL COSTS ,AND IfUS~S 
"7 .... 
CS) 

~ . .,. . 

• RAPllJExPANSION OF A'HEAL"TH CARE ENTiTLEMENT IS , _.,. - --~01DED .------.-------..... - .'--- ... 

• ADMlNISTRATIONSAND.CONGRESS HAVE SEIUOUSlV ' 
UNDERESTIMATED HEALTH CARE EXPENDTURES OF MJUOR 

, NEW PROGRAMS IN THE PAST . 
. .' 

-- THE ORIGINAl MEDICARE SPENDING ESTIMATE FOR 1970 
WAS ROUGHLY HALF OF THE ACTUAL,COST 

ORIGINAL OUTvEAR ESTIMATES WERE' MUCI-i V'iOR;S~ 
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PLAN A IS GENER()US AND EXP.ANDABl E 


PFtbVIOes New LONG TERM CARE AND MEDICJi.RE DRUG_____ _ 
_. _w_ • -BENER rs.. --~-------···--·----- - .-_.---'---- -

~*' 

-- THESE BENEFITS ARE DESIRED BY MILUONS OF AMERICANS 
INCLUDING CORE CONSTITUENCIES 

• 	 ONE COULD ACCEI.ERATE THE TIMETABLE FOR AN UPGRADE Te
A LEVEL 2 OR 3 BENEFIT PACKAGE 

• 	 AllOWS STATES FLEXIBILITY TOJ.NIBOnUCEMOBE-GENEROUS 
COVERAGE ON THEIR OWN 

http:MEDICJi.RE


·0 

:"J 

, 

--'~-'-'--" 

'1 
1 

" 
r. 

~ 

() 
'J 

POlITICAl. ADVANTAGES OlF PlAN A 


• . 	FULFfu.s THE MESIDENT'S PROMISE._.IClJ~RO_\lIDE_HEALTH .. 
_. ___9'" 

SECURITY TO EVERY AMERICAN 

• 	 WILL NOT REQUIRE LARGE NEW TAX£S NOR INFLA,TE THE 

DEFICIT 


, 
i 

• 	 PLAN BWOULD LEAVE THE PRESIDENT VULNERABlE TO THE 
. OLD 	"TAX AND SPENd" LABEL 


.. 

• 	 PlAN A SHfrWS THAT;THE PRESIDENT lS-A~NEW~-OEMOCRA-"f----·· 

CARING AND REALISTIC 

• 	 PLAN A PROVIDES THE ACCESS AND COVERAGE THA*r LIBERAL 
. MEMBERS OF CONGRESS WANT 

• 	 THE LOWER PAYROLL CONTRIBUTION AND SLOWER PHASE-IN 
ATIRACTS MORE CONSERVATIVE DEMOCRATS AND MODERATE 
REPUBLICANS . 
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POunCAl ADVANTAGES ()F PLAN.A. 
I'.... 
(S) 

• THOtlGH SMAll BUSINESS WILL STILL ~eeoSFO.M;_MANY
-_. --- . - - -"-- _. MODERATE TO COSERVATIVE DEMOCRATS AND REPUBUCANS 

WILL CONCLUDE THAT THEIR CONSTITUENTS CAN ABSORB A 
"LOW TAX DURING .A SLOW TRANSITION 

l: 

• 	 PlAN A AVOI~S, THE MIS-TAKES OF PREVIOUS lEGISLATIVE 
ATTEMPTS BY NOT LOADING UP THE PACKAGE Willi BEllS 
AND WHISTLES THAT PEOPLE DON'T WANT TO PAY FOR_ 

. 

i 	 , 

• 	 CONGRESS AND THEIR CONSTITUENTS-WILL BE Si{EPJ~CAL-·-----
THAT COSTS CAN BE CONTROLLED 

r.. 
'1 --	 THEY FEAR THEV ;WILL BE ON HOOK TO RAISE EVEN MORE 

I 
.~ 
'r 	

TAXES FOR A NEW HEALTH CARE ENTITLEMENT UNDER 
PLAN B 
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POlfTICAl. ADVANTAGES OF PlAN A 

rn .... 
IS) 

• PlAN A IS A'DEIIER SEll TO THE PUBlIC:- ----- ---- - - .. ,-.-~. ---, .. --_ .. _--- " 

l 

- THOSE WHO LACK INSURANCE-TODAV ARE . 
PREDOMINANTLY YOUNG AND HEALTHY. THEY DON"T 

, WANT, NEED, OR WISH;TO PAY FOR BENEFITS THEY WON'T 
USE 

. . 

-- .PlAN AIS A ftGO SLOW AND CORRECT THE COURSE AS WE 
GO ALONG" APPROACH. IT'S MORE APPEAL.ING TO A . " 

CAUTIOUS PUBL!C______________ ------ - --- .- ---.------ 

-- PROMISING TOO MANY BENEFITS, TOO SOON., WILL RAISE 
~ EXPECTATIONS THAT CANNOT BE MET 
'1 
rl 

PLAN A AVOIDS A DOUBlE HIT OF LARGE TAXES (IN BOTH 
1'1 
\J\ 
" ECONOMIC AND HEALTH CARE PACKAGE) 
(' 
rlj 

til 
~.J 

-- PROVIDES HEAL-rH SECURITY TO THE MIDDLE CLASS 
WITHOUT lJNDUlY TAXING THEM TO PAY FOR tHE POOR _ 
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Change in Ntltional Health Spending 
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Billions of d04lars
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$ 

..... ,.
• • It • • • •40 ~ .. .. .. ..• 

~ 	

.. .. .. .. 
••• 	 .. . .. .. 

• 	 . .. 
20 •• ,~, 	 • 

•• ..'• • ..• ••• • .. 
•--'r'-----------------1 

------ .. o 
. -.-_ .._------------- 

.".~ 
, 

• 

..... 
-20 

'" -40 
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Plan A Pian 8= Wage-Based.............
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2000 



• • 

• • • 

o ,. o 
o 
N 

• 
• 

• 
.; J~

1(1)
••• 

' . I• .. ! 
It 

•
• 

It 

.. 
• 

"0• (I) 

• 
en 
It:

• 
III : 

I •• (I) • 
::::. . co • 

::> : 

• 
1/ 

;» ..' 
Ill.• .~ ~ . 

• 
\ I• I 
I 

Ii I
I I II ie l.• 

.. 
 \ 

•I 
I 

I 

• • 

• .. 

\ 
I 
I 

I' "... 

o a 0 
N "... 

1 

\ 
: I .• I I , I 



'~rUt/\j; r"....) 

'1 
'J 

PLAN A IS QUESTIONABLE POLITICS AND 
QtmSTIONABLE POLICY' 

l 

n 
JI 
() 

,'<.j

,'.J N""'~ 
J) ,f SETS UP ARBITRARY, 'IWO-TIER. SYS'rEM 

CURRENTLY INSURED PEOPLE "NOULD BE GUARANTEED A GOOD PACKAGE 
OF BENEFITS, WHILE 'I'HE U'NINSURED WOULD BE GUARANTEED LESS. 

. PEOPLE WOULD CONTI~,rUE TO GET WIDELY DIFFBRENT COV.'ERAGE BASED 
ON THEm EMPLOYER.J 

ADIVIINISTRATIVELY COMPLEX • 
THE DIFFICULTY OF IDENTIFYING WHICH EMPLOYERS HAVE WHICH 
RESPONSIBILITIES, THE HANDLING OF DUAL WORKER FAlrflLIES, AND THE 
FREQUENCY OF MOVEMENr BETWEEN LEVEL ONE AND LEVEL TWO PLANS 
COULD BE ADMINISTRATIVELY DIFFICULT, BLUNTlliGOUR GOAL OF 
ADMINISTRATrvE STREAMLINING. 

~ ----- e---DOES-Nill..P.ROVIDE SECUlUTY, PORTABILITY OR COl.'.'TINUITY 
:l.. 

PEOPLE CHANGING Jons AND:MOVlNG IN AND OUT OF WORK COULD DROPJl 
FROM COMPREHENSIVE TO LIMITED COVERAGE, AND FROM PAYING 20% TO .~ 
50% OF PREMlUMS. CURRENTLY 70 MILLION PEOPLE MOVE, BETWEEN 

IJ) 
f'1 

INSURED AND UNINSlJ,RED ST:A.TUS OVER TWO YEARS. THEY WILLTI .... 
I .... CONTINlJE TO SEE MAJOll DISRUPTIONS m THE COVERAGE AND CARE THEY 

.... 
I 
)-

RECEIVE WHEN INSURED. 
~ 
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• DOES NOT PROVIDE SECURrrY, PORTABILITY OR CONTINUI'l~ (cont'd) 

P~OPLE w'ILL FEAR BEING DROPPED TO T,'RSSER COVERAGE, DISCOURAGING 
JOB MOBILITY AND CONTOOnNG LOSS OF HEALTH SECURITY FOR TIIOSE 
WHO LOSE THEIR JOBS. 

LEVEL 1 DOES PROVIDE THE UNINSURED WITH PROTEC'rION AGAINST 
CATASTROPIDC HEALTH EVENrS·';'" THE CAR ACCIDENT, THE HEART 
ATTACK BUT THE UNINSURED ARE NOT TURNED AWAY FROM CARE IN 
THESE EVENTS AND THEY ARE NOW EXPECTED TO PAY 50% OF A $2463 
PREMIUM FOR THIS COVERAGE. 

CREATESl.MAINTAlNS INEQUITIES• 
FOR POOR FAMILIES ON MEDICAID, IT IS A STARK DIFFERENCE BETWEEN 
COVERAGE WITH A $1000/2000 IJEDUCTIBLE IF THEY GO TO WORK AND THE 
RICHER BENEFITS AND NO COST SHARING OF MEDICAID IF 1'HEY DO NOT 
WORK. 

~-BY-MANDATING_.cURRENTLY INSURING EMPLOYERS TO PAY 80% OF A 
BETTER PACKAGE AND NON~INSURING EMPLOYERS TO PAY-SOo/;C)F-X 
LESSER PACKAGE, PLAN A REV{ARDS EMPLOYERS WHO HAVEN'T BEEN 
COVERING THEm EMPLOYERS... 

\ 

'\ ,. 




• DISCOURAGES SHIFT TO PllIMAltY CARE 

L 

r, 
[) 	 THE LEVEL 1 PLAN CONTINUES THE FLOW OF DOLLARS TO HOSPI1'ALS AND", 
.J
j 	 SPECIALIS~t PERPETUATING A SYSTEM OF "AFTER THE FACT" MEDICINE 

,) 
./ 	

THAT DOES NOT ENCOURAGE PREVENTION AND PRIMARY CARE. 0J\ 

FAILS TO BRING THE UNII'ffiURED INTO ORGANIZED DELIVERY SYSTEMS• 
0) 

o 	 THE DEDUCTIBLE REQUIREMENTS OF LEVEL 1 PL...WS ARE NOT LIKELY TO 
ATrRACT MANAGED CARE PLANS TO COVER THE tTNINSURED. TIns 
UNDEIUvIINES AND DEL.,,-YS ouR GOALS OF ENCOURAGING DgVELOPMENT 
OF HEALTH PLANS THAT ORGANIZE CARE MORE EFFECTIVELY AND 
COMPETE TO CONTROL COST AND IMPROVE QUAlJTY. 

r
tf) 

:3 
r,} 
'J\ .~.~~II 
..... 
I 

rl 

rl 	 «f)
I 

.~ 

.~ 



~ THE BENF-r.IT l'A(!KAGB IS ONLY PART

L 

OF THE DIFF.ERJi!NCE BETWEEN pLANs 

n 

1 COMPARING 'I'lib; CO§1S OF PLAN A ft_fill PLAN B INVOLVES Iv10RE THAN THE 
DIFFERENCE IN THE COSTS OF PROVIDING LEVEL 1 AND LEVEL 2 BENEFITS 
PACKAGES TO THE UNINSURED. ' ()THER POIJCYDIFFERENCES BETWEEN THE 'fWO 
PLANS ADD TO THE DIFFERENCES IN NET COSTS. ' . 

'. PLAN A LOWERS EMPLOYERS COSTS IN PART BY SHIFTING MORE COSTS TO 

:J 

EMPLOYEES: 


PLAN A:E~LOYERS AND EMPLOYEES SPLIT PREMIUMS 50/50 
PLAN B: EMPLOYERS AND EMPLOYEES SPLIT PREMIUMS 80/20 

, • SUBSIDIES ARE PROVIDED IN PLAN A BUT NOT IN PLAN B: 

TO l\1AKE DEDUCTIBLES AFFORDABLE FOR LO'V INCOME FMULIES 
,- TO tOWER EMPLOYER PREMIUM COSTS FOR LOW WAGE WORKERS 

LONG TERM CARE BENEFITS ARE 'GREATER IN PLAN B• 
j 
1'"' 	 COVERAGE IS NOT RESTRICTED TO THOSE IN POVERTY 
IL 
,1:: 	

COVERS HOME ,CARE THRO-rrGlfA<TAPPElTENTITJ;EMENT-FOR-THE ,----- 
SEVERELY DISABLED NOT LOW,INCOMEC'

iJ) 	 1. , : _1. 

~ 	 • A PORTION OF THE DIFFERENCE IN COST IS THE BENEFIT PACKA(}E:
t • • • 	 .

M 
IJ) 
()) .... DIFFERENCE m PREM1UMS: $f:50 SINGLE J $900 FAMII}lI .... .... 
I 

~ 

http:BENF-r.IT
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'J 
THE ADDED INVESTMENT PRO'fIIDES HEALTH CARE SECURITY 

1'1 • THE MANDATE PREMIUM IS SIGl'."'IFICANTLY LESS FOR EMPLOYEESn 
~ 

~~ 
~ V!' ,.~J 
n 

J 

CURRENTLY UNINSURED EMPLOYEE EMPLOYER' 
FAMILY WITH $32,000' PREMIUM PREMIUM 
EARNINGS SHARE SHARE -
PLAN A-PER FAMILY - $1232 $1232 

PLAN B - PER'FAMILY $ 673 $2692- .:,

PLAN B .. WAGE BASED $ 461 $1843 

) 

PROTECTION IS PROvIDED FOR TYPICAL HEALTH NEEDS• 
AVERAGE AMERICAN FAMILY'S HEALTH CARE SERVICES IN 1990 INCLUDED: 

.;. 5-6 DOCTOR VISITS 
7 PEDIATRIC VISITS (INCL. 1 Ell VISIT FOR TODDLER) 

, $180 IN PRESCRIPTION DR'UGS 
$110 IN DENTAL SERVICES 

5 
I:: 
1.., 

1 IN 10 1\."dERICANS ARE HOSPITALIZED IN ANY YEAR. IF HOSPITALIZ,ED,--------- -. "
R AVERAGE CHARGES ARE $4 y572. 
1 

( 

;'1 
n 
n... 
I... ... 
I 

~ 



g 
THE ADDED INVESTMENT PROVIDES HEALTH CARE SECURITYL 

II 
n 

WHAT FAMILIES MUST PAY BEFOru~ THEY ARE COVERED: 
~ ~' 

I 
PHYSICIAN CARE 

I 

LEVEL 1 ~. LEVEL 2 LEVEL 2' ~ 
R 

HMO BLUE GROSS 
- ~I------------.--~----~----------~ 

$2000 + 20% $10 PER VISIT $400 + 20% 
, "IRX DRUGS I$500 + 40% .. . $10 PER SCRIPT $50 + 40% 

) DENTAL CARE NOT COVERED NOT COVERED NOT COVERED 

r 

LEVEL 2 OFFERS GOOD FINANCIAL PROTECTION FOR TYPICAL NEEDS, BUT 
IT'S NOT A CADILLAC EITHER 

LEVEL 1 DOESN'T HELP WITH THE TYPICAL HEALTH NEEDS OF FAMILIES. 
THE COST IS LOW BECAUSE 940/0 ARE NOT EXPECTED TO NEED THIS PLAN'S 
COVERAGE IN A GIVEN YEAR. 

• AFFORDABll..ITY FOR LOW INCOME FAMILIES 

PLAN B SUBSIDIZES DEDUCTIBLESFOR THOSE BELOW 200% OF POVERTY 
.~ 
'c 
"-
-------ASSURING---AFFORDABILITI-,-ro~THE___LOWJNGOME_WORKERJ-EARLY--____ 

RETffiEE OR SELF-EMPLOYED PERSON. 
R 
~ MIDDLE Al\mlUCANS WILL HAVE LONG TERM CARE PROTECTION• 
.., 

...n 
]'I 

ELIGIBILITY FOR HOME CARE BASED ON DISABILITY N'OT JNCOIvn.5 

I... ... 
I 
r 
$ 
<-: 



coS'rs CAN BE ADJUSTED 


• 	 ~ruST AS THE COSTS AND ATrltACTIVENESS OF PLAN A CAN BE IWSED SIJGHTLY 
BY ADDING BENEFITS OR LOWERING D~DUC'rIBLES, Ta~ COSTS OF PLAN' B CA1'l 
BE LOWERED BY ADJUSTING ITS COAfPONENTS. BUT THE CORE QUESTIONS 
REMAIN. 

IF WE ARE REQUIRING THE UNINSURED TO PURCHASE COVERAGE AND SE:1'TING 
A MINIM:UM GUARANTEE FOR THE INSURED: 

" WHAT IS THE THRESHOLD LEVEL OF PROTECTION THE BENEFITS 
PACKAGE SHOULD PROVIDE? 

WHAT LEVEL OF COSTnm{DEN IS ACCEPTABLE FOR FAMILIgS, 
. BUS~SSES AND GOVERNMENT? . 

PLAN B OFFERS BALANCE IN POLICY TERMS AND POLITICAL TERMS. THAT 
SHOULD BE THE BASIS FOR'OUR CON'TINUED WORK 

" 

----_._--------------------- 

., ., 

~ 
,. 

.
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THE DEPUTY SECRETARY OF THE TREASURY 1?-- --;L 7 t{;6 
WASHINGTON, D. C. 20220 q) . 

June 15, 1993 

MEMORANDUM FOR: SECRETARY BENTSEN 

FROM: ROGER ALTMAN (lv 

RE: Health Care 

Attached is. a provocative proposal from Alice Rivlin on the next steps in 
health care reform. She tells me that Leon Panetta and Bob Rubin are 
sympathetic. 

I'm not particularly enthused because we could lose control of the 
legislative process. But, this will come up soon. 

Attachment 

cc: 	 Alicia Munnell 
Marina Weiss 
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E X E CUT ,I V E OFF ICE o F THE PRE SID E N T 

12-Jun-1993 03:56pm 

TO: Leon E., Panetta 

, FROM: Alice M. Rivlin 
Office of Mgmt and Budg~t 

CC: Joseph Minarik 
CC: Nancy-Ann E. Min 


SUBJECT: Health Reform 


Health reform seems to have dropped off the radar screen 
except that the press continues to carry stori~s, about various 
aspects of the "Administration Plan" being described by "senior 
officials" to Congressional and health industry groups.,' There is 
a widespread perception that the AdministIiation already has a firm 
plan (or is close to one), that it will be quite expensive, that 
substantial new taxes and/or manda,tes on 'business will be required 
to finance it. This perception, plus the general uncertainty 
caused by repeated delays and confusing leaks, is damaging the 
Administration/s credibility on deficit reduction and reinforcing 
the."tax and spend" image when we can least afford it. 

I gather~ although no one has said this, that the current 
schedulE~ is to reactivate the health reform decision process in 
,time to propose a health reform bill in early September with still 
some hope of enactment this calendar year. I would like to 
propose an' alternative; namely,. that the Administration release a, 
White Paper, entitled something like "Strategy for Health Reform," 
as quickly as possible, perhaps as soon as the first of AUgust. 

The ','Strategy" should make the ease for the 
Administration's approaeh to health reform as strongly as 
possible. It should describe what we think is wrong with the 
health delivery system, and why its costs are so high and rising so 
rapidly. It should explain what managed eompetition is and why we 
favor it, what global .budgets are, how they would work and why 
they are neecessary, and why we believe considerable state 
flexibility is desirable. 

It should show how costs are related to the level of the 
!2 t~ngq:rg. Q~D.~:t:h:t" :hl.ltJ..~tX<itj;.I}f!, t.W.Q le.v.e.l.~ ~irn:il.at: \ t.Q p.Lans... A_ and... 
B. It should show several ways of financing and phasing in a 

desirable (but not too costly) plan, such as Plan B, but should 

not choose among them. 


The message should be: (1) We have a strategy and a 
stronsr case for it; (2) We believe our type of reform can reduce 

.I 

http:irn:il.at


cost growth and provide better care and coverage; (3) We 
recognize that there will be initial costs of getting to the new 
systemi (4) We want a full and frank debate about the mer of 
the plan and how to share the costs. 

I believe such a White Paper would reduce the uncertainty, 
restore a sense of forward momentum on the health front, give the 
press something real to discuss--without precipitating the. train 
wreck of a new tax proposal. This approach would necessitate 
recognizing th~t health reform will require a lot of in-put from 

~ the Congress and will not happen this yea~, but that's realistic. 
Ii 

Can we discuss? 
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EXEC UTI V E OFF ICE o F THE PRE SID E N T 

12-Jun-1993 03:56pm 

TO: 	 Leon E. Panetta 

FROM: 	 Alice M. Rivlin 
Office of Mgmt and Budget 

cc: 	 Joseph Minarik 
CC: 	 Nancy-Ann E. Min 

SUBJECT: 	 Health Reform 

Health reform seems to have dropped off, the radar screen 
• 	 .. '1>. • 

except that the press contlnues to carry storles about varlOUS 
aspects of the "Administration Plan" being described by "senior 
officials l1 to congressional and health industry groups. There is 
.a widesprE~ad. perception that the AdministIiation already has. a firm 
plan (or is close to one), that it will: be quite expensive, that 
SUbstantial new taxes and/or mandates on business will be required 
to finance it. This perception, plus the general uncertainty 
caused by repeated delays and confusing leaks, is damaging the 
Administration's credibility on deficit reduction and reinforcing 
the "tax and spend" image when we can least afford it. 

I gather, although no one has said this, that the current 
schedule iLs to reactivate the health reform decision process in 
time to propose a health reform bill in early September with still 
some hope of enactment this calendar year. I would like to 
propose an alternative; namely, that the Administration release a 
White PapE~r , entitled something like "Strategy for Health Reform," 
as quickly as possible, perhaps as soon as the first of August. 

Tl}(:~ IIStrategy" should make the case for the 
Administration's approach to health reform as strongly as 
possible. It should describe what we think is wrong with the' 
health delivery system and why its costs are so high and rising so 
rapidly. 'It should explain what. managed competition is and why we 
favor it, what global budgets are, ,how they would work and why 
they are neecess~ry, and why we believe considerable state 
flexibility is desirable. 

It should show how costs are related to the level of the 
~.-.-.--- ~ ... -- ----, '--------~ .. '";;J 

B. It should show several ways of financing and phasing in a 

desirable (but not too costly) plan, such as Plan B f but should 

not choose among them. 


The message should be: (1) We have a strategy and a 
strong case for it; (2) We believe our type of, reform can reduce 



... 


cost growth and provide better care and coverage; (3) We 
recognize that there will be initial costs of getting to the new 
system; (4) We want a full and frank debate about the merits of 
tha plan and how to share the costs. 

I believe such a White Paper would 'reduce the uncertainty, 
restore a sense of forward momentum on the health front,. give the 
press something real to discuss--without precipitating the train 
wreck of a new tax proposal. This approach would necessitate 
recognizing that health reform will require a lot of in-put from 
the Congress and will not happen this year, but that's realistic. 

Can we discuss? 
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TO: Secretary Bentsen ,rt;,..a..b''''~.,l \ ~l. ... 

Deputy Secretary Altman i'" v '/' J.( . 
FROM: Jim Duggan/Marina Weiss L \. '/;"- ,~A ~ tip. . 
SUBJECT: Health Care Reform Benefits pa.cka?e}~:'-).'.')lt -d~ _~: 
DATE: June 15, 1993 I (. ~ '1 <J t. ~c. t '- C,-t> ..t /) ··t 
SUMMMARY: As you know, the cost of the guara~t~ed benefits -tJ. e.···...-.o::-t/ ~ 
package drives the overall cost of the health reform bill· because ~ 
it affec'ts mandated costs to business [and therefore revenue )i.>
losses to the Treasury], individual and business subsidies, an.<il. /. t'? 
increases in Federal costs to upgrade publiC;; programs. ,V· r\ (( ') 
In advance of the health ~eform meetings scheduled for later this r' 
week, we thought you might like to review the benefits package . 
currently being considered. You should be aware that the 
specific 'provisions of the package [and therefore the costs] are 
being re~fined. Accordingly, the attached· table should be read as 
illustrative only, and not as the final proposal. The table 
outlines the benefit design as of June 1 -- and compares it to 
the FedE~ral Blue Cross/Blue Shield fee for service plan and to 
MedicarE2! . 

RECOMMENDATION: None, this memo is informat.lonal only. 

DISCUSSION:, 

General Observations: 
. . 

First, a few general observations. Ira Magaziner characterizes 
the plan under consideration by the Administration as the 20th' 
percentile plan. What he means is that, by comparison with Plans) 
offered by a representative sample of 1,000 medium·and large size 
firms, the proposal falls near the 20th percentile when the plans 
are arrayed according to two criteria -- scope of benefits 
covered, and cost sharing required by the beneficiary. Using 
these criteria, Medicare is somewhere below the 10th percentile, 
Medica:i.d and the autoworkers plans are above the 90th percentile. v' 

Note that since no small businesses are surveyed.. in establiShing) 
the 1,000 firm baseline used to compare plans, the benefits. 
package under development by the health care reform group is 
probably more generous than the 20th percentile of plans offered 
by all businesses. 

A second observation relates to the estimated cost of the 20th 
percentile plan. HCFA actuaries and AHCPR economists'have been 
struggling to come to closure on estimates of the cost of this 
package. However, it is not the mission of these HHS agencies to 
estimate the cost of privately purchased policies, no one is 
certain what it will cost to insure the non-working uninsured 



population [disabled, early retirees, etc.] and the impact of 
global. budgets/managed care on expenditures is unclear. 
ThereforE!, the potential for error in these estimates is 
signficant. You should be aware that staff working on healt:hl 
reform gemerally believe that the premium estimates display..:..sJ 
here are low. 

Our thirc1 observation pertains to upgrades in. prot~c.:t:-.~E.!l. __~_gainst 
out of pocket costs, and improvements i:Ii mental health I ..9§..ilt.1H 
and visf'c;'fi'coverage. Magaziner continues to refine the pe of 
covereo·l:iene"fTts I focusing on these issues. As n'oted above, the 
attached table pertains only to the benefits package as described 
on June 1 and further expansions are likely. 

Plan Comparison: 
. . 

The major differences between the three plans can be summarized 
"as follOyTs: 

1. Premiums: Note that the premiums quoted by HCFA [especially 
the indi\ridual premium] are low. Most analysts believe the 
number should be $300 to $500 higher, an issue that will have to 
be resolved before government and business costs of the 

Administration's plan can be properly estimated. The 20th 

percentile plan calls for a lower employee contribution than that 

required under the Blue Cross or Medicare plans. The Medicare 

Part B premium paid by beneficiaries is 25% of the actual premium 

cost, the remaining 75% is paid by the Federal government through 

general fund. [For low income elderly, Medicaid pays the 

premium ~;hare.] 


2. Coinsurance: Note that the general design cost sharing is :..--- 
more aus1:ere under the Blue Cross and Medicare plans than what is 
contemplated under the 20th percentile proposal. 

3. Deductibles: 'The individual deductible under Medicare is 

more genE~rous than that used by Blue Cross or in the 20th .~ 

percentile proposal. However, the amount and frequency of the 

Medicare hospital deductible makes it far more austere than that 

of the Blue Cross or 20th percentile plans. 


4. Annual Out of Pocket Limit: Part of the purpose of the ~ 
. Medicare Catastrophic Act was to create .an annual out of pocket 
limit fol::' the elderly and disabled. When Medicare Catastrophic 
was repealed, the out of pocket limit lapsed, leaving 
beneficiaries with open ended liability. You should be aware, 
however, that beneficiaries often purchase supplemental Medigap 
coverage which includes out of pocket limits [or such Medigap 
coverage is provided by their former emplqyers]. 

5. Mental Health Coverage: Both Blue Cross and the 20th 

percentile plan require 40% coinsurance and a $250 per admission 

deductible. Medicare policy is more restrictive, applying a 50% 


'coinsurance requirement, an annual benefits limit of $1,100 for 

25% 



outpatient services, and a $676 per admi~sion deductible for 
inpatient care [up to 6 such deductibles annually). In addition, 
Medicare applies a 190-day lifetime limit to mental health 
coverage. 

6. Dental Services: Finally, Blue Cros~ provides limited dental 
services which are paid on the basis of a fee schedule. Neither 
Medicare nor the 20th percentile plan include dental coverage. 

Upgrades to the 20th Percentile Plan: 

As indicated above, Magaziner is contemplating modificatibns to 
improve the 20th percentile plan. As of June 1, the upgrades 
listed below are being evaluated for inclusion in the package.. 
If approved, these upgrades will increase the cost of the benefit 
package and will expand its scope of coverage as compared to 
Medicare ~nd the Blue Cross standard option. 

Benefit 	 Options Being Examined 

1. Preventive Care A. 	 Eliminate cost sharing altogether 
B. 	 Add services not now'covered 

2. 	 Prescription. Drrigs A. Count coinsurance toward out of 
pocket limit 

B. 	 $200 deductible, 20% coinsurance 
countable toward out of pocket 
limit 

C. 	 $200 deductible, 20% coinsurance 
not countable toward limit 

3. 	 Durable Medical A. Include in package 
Equipment 

4. 	 Hospital Services A. Offer as sUbstitute for hospital 
services: [1] 100 days extended 
facility care; [2] home care; 
[3] hospice care 

5. 	 Dent.al Services A. Generous package: [1] no cost 
sharing for prevention, [2] $200 
deductible and 20% coinsurance for 
restorative services 

B. 	 Modest package: [1] separate $50 
deductible,' [2] 20% coinsurance on 
preventive services, [3] 40% co
insurance :on restorative serv.ices 

6. 	 Oth€~r Services Include in package: [1] ambulance 
services, [2] health education and 
promotion 



. ..,l.. . . 

Uasic Features of 1993 Blue Cross/Blue'Shield- (standard option), 

. 20th Percentile Plan,. and 1993 Me,dicare Benefits ' 

Plan Features Blue, Cross/B1ue Shield 20th % Plan . Medicare 

General Design 

Nonhospit,u 
Deductible;s 


Individual $200 $200 $100 (Part B) 

Family $4()() , $4()() 


Coinsuranc:e 	 25% 20% 20% (Part B); 
25%-100% (P4J't A) 

Annual Out of after 60 days 
Pocket Limit . $3,000 per' policy . , $3,000 per polity none 

r 

Lifetime Limit 	 none none none 

Hospital Services 

Inpatient 	 $250 per admission , $250 per adllission $676 per admission 
deductible; no ,deductible; qo deductible (up to 6/yr); 
coinsurance , coinsurance 25-100% coinsurance 

after 60 days (Part A) 

Outpatient 	 25% coinsurance 20% coinsurance 20% (Part B) 

Surgical Services,' 

Physician Services 25% coinsurance 20% coinsurance 20% (Part B) 


Preventive Care 25% coinsurance 20% coinsurance 	 very limited coverage; 

20% coinsurance 


,X-Ray and Lab Tests 25% coinsurance 20% coinsurance nO coinsurance 

Prescription Drugs $50 per year deductible;, $50 per year' deductible, imm unosuppressive 

40% coinsurance 40% coinsurance drugs only - 20% 


Mental Health'" coinsurance 


Inpatient . $250 per admission $250 per admission $676 per admission 
deductible; 40% deductible; 40% deductible (up to 6/yr); 
coinsurance coinsurance 25-100% coinsurance 

Outpatient 40% coinsurance 40% coinsurance 	 50% coinsurance (Part 
B); $1,100 annual 
benefit limit 

Dental Service.r 	 sched ule of allowances none none 

f~rvarious services 


Vision Services . none none 	 20% (Part B) - covers 
eyeglasses after surgery 

Annual Premimn 
Individual $2,180 $1,394""" $2,652 (A); $1,756 (B) 
Family $4,580 $3,931 

Employee/ 

Beneficiary Share 25% .20% 25% (Part B) 


*For BC/BS, mental conditions/substance abuse have annual and lifetime benefit limits of $8,000 and 
$50,000, respectively. These limits may apply to the 20th % plan. 

"Premium estimatp$ ::Irf'. from HrFA ::Inti ~rp, llntip,r rf'vi<;"n 



93-123135 
DEPARTMENT,oF THE TREASURY 

WASHINGTON INFORMATIOI 

TO: secretary Bentsen 
Deputy Secretary Altman 


FROM: Marina L. Weiss 

SUBJECT: Health ,Care Reform/Global Budgets 


, DATE: June 30, 1993 

SUMMARY: This memo summarizes current working group 
recommendation~ on,the global budget provisions. In'general, the 
role of 1:he Federal government is to est,ablish the framework and 
rules by which the States implement the budget. As you know, the 
global, budget is scheduled to be in plac~ by 1997. All outyear 
cost estimates of the plan assume the global budget is holding 
growth in health care spending to a rate of 5.7% (well below the 
9% rate of growth projected if health reform is not enacted). 

RECOMMENDATION/OPTIONS: None, this memo is informational only. 

DISCUSSION:' This memo is based on closely held documents which 
have not been shared with others on the Task Force. 

, As you know, the conceptual framework of the proposed health plan 
is an approach called "managed competition." Managed competition 
is essen'tially a generic term used to described a wide array of 
techniqu,es employed by insurance companies, HMO's and some large 
group practices to steer patients to the lowest cost level of 
treatment consistent with their health care needs. Since some of 
these techniques are relatively new and untested, CBO and the 
HCFA actuaries are skeptical about the extent of savings that can 
be achieved through their use. Therefore, the President has 
proposed that his reform plan -- while structured to take 
advantage of the managed competition mechanisms -- also include a 
"global budget" to ensure cost savings. In other words, you 
should think of the "global budget" as a cost containment 
redundancy that has been included only because the CBO and the 
actuaries will not "score ll hard savings without it. ' 

General Concept 

The nation~l health car~ budget centers on the use of the 
weighted average premium paid in each ~egional Health Alliance 

(the state based organization responsible for implementing the 

reform plan). Through the budget, Alliances will be assigned a 

target for how much the average premium in their region can 

increase each year. For the first 3 years of plan 

implementation, the Federal government will have responsibility 

for enforcing the budget -- thereafter, the States will be the 

responsible party. 




Covered Expenditures 

Expenditures subject to the budget are all premiums paid for the 
standard benefit plan, irrespective of whether those premiums are 
paid by elnployers, employees, or individuals. Supplemental 
benefits beyond the standard plan are not included in the budget,; 
nor are premiums for policies where cost sharing by the employee 
is, required. 

Medicare and Medicaid expenditures are not subject to the global 
budget. It is not clear from the materials developed thusfar 
whether other Federally financed health programs (such as 
CHAMPUS, VA, DOD) will be subject to the global budget. 
Presumably costs in these programs would be restrained by 
imposing an entitlement cap and/or limiting annual increases in 
appropriations. 

Annual Increases 

The reform iegislation contemplates creation of a National Board 
which would.determine, 'on an· annual basis, the percentage by 
which health care premiums would be permitted to increase. (I 
will prepare another memo detailing the role and membership of 
the Natic1nal Board). 

However, CBO and HCFA will not "score" savings if the legislation 
does nothing more than create a board and assign it the task of 
setting a rate of growth for health care premiums. Therefore, 
the working group proposal details the following formula by which 
the Board would determine growth rates. 

Consumer Price Index (CPI) + 1% (There would also be an, 
additional adjustment equal to 2% in the first year and 
1% in the second year). 

The allowable percentage increase would be adjusted on an I 

Alliance by Alliance basis to reflect demographic changes 
includin9 age and gender of the covered population. 

Baseline Budget Targets 

The actual task of setting the budget begins with the Board 
calculating the amount of health care spending that occurs on a 
national basis and converting that total spending into a per 
capita number. 

The second step in the process is for the Board to allocate 
Alliance-specific global budget targets which they calculate 
taking into account total national spending, geographic 
variations, and actual bids submitted to each Alliance by health 
plans (insurers) who wish to do business with the State agency. 



Process Fo~t::' Making Adjustments in Targets Over Time .-J 

The National Board is instructed to appoint an Advisory 
Commission to recommend adjustments to the methodology for 
calculating' Alliance premium targets over time. 

The Board is also directed to provide states and. Alliances with 
information about regional differences in health care costs and 
practice patterns of physicians and other providers. The 
Commission's charge is to work toward narrowing the variation in 
health spending across states due to differences in practice 
patterns. However, adjustments to targets cannot be made without 
Congressic1nal action. 

Federal Enforcement of the Budget 

For the first three years of full implementation (1997-1:999), the 
Federal government will assume responsibility for enforcing 
Alliance budgets. 

Each year Alliances submit for approval th~ir proposed health 
"plan premiums and fee schedules. Based on the proposed 

premiums, the Board would then calculate the average premium for. 
each Alliance. 

If an All.iance's average premium exceeds its assigned budget 
tar~et, th.e National Board may take any of the following actions 
to control spending for the balance of the year: 

1. 	 Require the Alliance to re-negotiate premiums with 
participating health plans (insurers); 

2. 	 freeze new enrollment in high-cost plans; 
3. 	 impose a surcharge on high-cost plans and provide 

. rebates to low-cost plans. 

In addition, the Board would notify health plans participating in 
the Allia.nce that premiums will be re-negotiated or regulated at 
mid-year if interim steps do not bring spending under control. 

At the end of the year, the Board calculates an updated average 
premium for each Alliance. 

If the updated average premium exceeds the budget, the Board . 
takes stE~ps to ensure that premiums are brought into I ine with 
the allo'vable budget. Beginning mid-year, the Board requires the 
Alliance to adopt the lower set of premium rates by either re
negotiating premium rates or freezing premium.rates at the prior 
year lev4al (adjusted for the Alliance specific inflation factor). 

To determine premiums for the follwing year, the Alliance again 
negotiat'es with its health plans and submits the results to the 
National Board for approval. If the expected average premium is 
within the allowable budget, the Alliance follows normal 

/ 



procedures for determining future budgets and premiums. If, 
however, the average premium exceeds the budget target, the Board' 
continues t.o supervise the setting of premiums for the health 
plans in that Alliance. 

NOTE: Whejrl an Alliance exceeds its budget, the Board holds the 
authority t.o regulate rates paid to providers. 

Enforcement When a state is 'Responsible for the Budget 

A state may assume responsibility for the budget any time after 
universal coverage through the Alliances begins. However, by the 
year 2000 iall states must assume budget re~ponsibili ty. 

states havle a financial incentive to hold premiums below the 
target est:ablished by the Board. Specifically, States can retain 
50% of any Federal savings in subsidies paid to low income 
families if the average premiums across all health plans. in the 
Alliance t10tal less than the budget target. 

Conversely, if actual premiums paid total more than the Alliance 
target, then the State is financially responsible for the 
add~tional subsidy costs. . 

The annual budget for spending on health care in an Alliance is 
the inflation factor plus a band of 1%. A state is permitted to 
roll forwa·r'd one half of the band unused in a given year, but 
cannot accumulate more than a maximum of 5% over time. 

If a State exceeds the band in one year, then it must submit to 
Federal enforcement action in the following year. In that 
circumstance, the Board sets a maximum allowable premium for each 
health plan in the State's Alliance. . 

When a state is under Federal enforcement,. the Board also holds 
the authoirty to regulate rates paid to individual providers. In 
addition, any health plan in the Alliance can submit a request to 
the Board to regulate providers' rates. 

Tools Available to states and Alliances to: Meet Premium Targets 

Alliances have the authority to control co~ts through premium 
negotiations and to refuse to contract with a plan whose premiums 
are too high. Specific tools available.to s~ates to contain 
costs include: 

.1. 	 Fremium negotiation and ,regulation; 
2. 	 limiting enrollment in high-cost plans to reduce the 

average premium (limits can be imposed by freezing 
enrollment, surcharging high cost plans, or 
rebating low cost plans) ; . 

3. 	 setting or regulating provider rates; and 
4. 	 controlling the supply and alloca~ion of resources 

(pealth planning). 

http:available.to


Budgeting Corporate Alliances 

.Firms of some as yet indeterminate size (1,000 employees or 5,000 
employees are the two thresholds most often discussed) would be 
permitted ito remain outside of the Regiona:;t Alliance and would, 
instead, sf~lf-insure as a "corporate Alliance." 

However, i:E a large employer plan fails to meet Federal budget 

goals, thai: employer· would be required to join the Regional 

Health Alliance. 


The inflation factor for health spending in the corporate 

Alliances ,~ill be calculated using the following formula: 


CPI + 1% (a three year moving average would be used 
to calculate the CPI). 

There would be a phase-in adjustment equal to 2% in the 
first year and 1% in the second year. . 

The National Board would develop a methodology for calculating 

the annual premium equivalent per employee within the Corporate 

Alliance. Three years after. implementation,· every Corporate 

Alliance would be required to report to the Depart of Labor its 

average prE~mium equivalent per employee. 


If the increase in the reported average premium exceeds the 

allowed in1:lation factor in two of any three year period, the 

Department of Labor may require the employer to purchase its 

health COVE!rage through the Regional Alliance. . 


No penaltiE!s for failure to comply have been articulated as yet. 
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DEPARTMENT OFTHE T~EASURY'''~.-: 
UI 

WASHINGTON 

TO: Secretary Bentsen I 

Deputy Secretary Altman, 
FROM: Marina L. Weiss 

. SUBJECT: July 26, 10ioo a.m. Roosevelt Room Meeting 
DATE: July 23, 1993 

SUMMARY: Staff have not received,a detailed agenda for the 
10:00 a.m. meeting, however infprmal discussion in the health 
care rf~form working groups suggests the focus of the meeting is 
likely to be timing of the release of three initiatives: health 
care r.~form, NAFTA and reinventing government. 

All have been described to the press as ready for release in mid
Septeml:>er, and,White House staff are anxious to work out a 
schedule to maximize media coverage. 

RECOMMENDATION: I recommend strongly'that every effort be made 
.. to mee't the President and First Lady I s promise of a september 

releas,e date for the health care reform plan. However, I would 
also recommend that the actual 'proposal be released in the form 
of a 100-12.5 page "white paper," rather than as detailed ! 

legislative specifications. 

Health staff with other NEC members are uniform in their support 
of this approach -- however, not all health staff are aware of\ 
the agenda for the July 26 meeting. Therefore, if you were to 
propose a "white paper/If approach, NEC members may not know that 
their staff would recommend they speak in support of the 
proposal. The information outlined below is highly sensitive and 
confidential. 

ION)3: ' 
1/~ ..".t)/V~:4ree with recommendation, will so advise those at the 
M:onday meeting 

---Prefer not to take a position ort this issue at this time 

other: 

DISCUSSION: As you know; Ira Magaziner has prepared briefing 
papers on a health care reform proposal for the First Lady and 
the President. Staff working on the health plan have been told 
that t:he briefings were scheduled for this weekend. However, in 
light of the President and First Lady's unexpected trip to Little 
Rock, it is not clear whether the briefings will actually be 
held. ' 



i. ~ 

Working group staff do not have copies of the briefing materials 
-- including the financing section and the cost estimates. Ira 
disaggrE~gated tasks for the agencies involved, so that although 
individual agencies took part in the estimating exercise, no one 
agency had access to the full set'of data. Based on the 
assumptions provided Treasury for revenue estimating purposes and/ 
cross-agency consultations, however, staff have been able to 
piece tc)gether the following information about what we believe 
the plan to include: 

1. The premiums were calculated as though the plan was fully 
. implemel'lted by 1994. Premiums range from a' low of $1619 per year 
for a single individual whose employer functions as its own 
"corporate alliance" to $4184 for 2 parents with children where 
insurance is purchased through the State-based alliance. 

2. Grmvth in health carer spending is held, via the global 
budgeting assumptions, to growth in the overall economy during 
the early years of the plan -- and to GOP minus 1% in the . 
outyears. In other words, growth is reduced from the currently 
projected levels of 8.5% to about 3% by the. year 2000. 

3. The system is based on an employer:mandate. New spending by 
the Fed,arai 'government is estimated to be $89b in 1996 -- rising 
at a,,~~ of GOP in 1!:J97-98, thereafter the rate drops to GOP-1. 
The ;$89:t:V is composed of: $17b in Medicare drugs, $50b in 
subs\Lda(es, $6b in public health, $3b in Jadministrative funding, 
$5b to begin expanding long term care coverage. . 

spending' cuts in' Me<LIcare and M di~aid; fund the I ion I s~e o~ 
these expansions --($50b in 199 i. reaching a, total of \$14~~' ~ 
the year 2000. \... . "'--.<--::: ? 

a.. "J/l 
4. Aside from the employer mandate [described by Magaziner as ~ 
premium], revenue, increa9BS-in ~ is proposal appear to be limited 
to an increaseiJJ-the tobacco ta and a "recapture" or provider 
tax P7nalty o,~fi~~)that. . s when a State alliance (',iIS to 
meet ~ts bUdget"-target"j '.....-:. -- ......... J 1.,- ! "/ 

~ .-'\"""1"t n...tt\-t,... ..:.V-i- • fft;r'-.v /l\.I..~--e, . 

Relying on Medicare cuts and recapture :'of funds from state 
Medicaid programs as the principal sources of funding for this 
initiative is potentially very explosive. Moreover, the details 
of the Federal mandate on business, the Alliance structure, and 
the global budget are certain to provoke opposition from 
employers, States, insurers and providers. In fact, it is not 
clear to me where support for the plan?as currently drafted might 
be found. 

Therefore, in order to meet the President and First Lady's stated 
goal of a mid-September release, whilepreservi~g the 
Adminis.tration's options for modifying the plan as we go along, I 
pac.omme:nd that a narrative description' of 100-125 pages in length 

rS./be prepared and released to the public. The draft can be 

{\ 't\..... ~ <_~scribed as a working document. This approach will enable the 


.'1. \, 

""'--"'" 
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Administ:ration to solicit the views of interested parties 

[including members of Congress]; to gauge the intensity and 

direction of criticism; and to refine its position on issues 
where re'.-alignment seems reasonable without appearing to have ~ 

"lost" on important provisions. 


This approach has another advantage that should be attractive to 
those who wish to turn to NAFTA and reinventing government 

initiatives. If a "white paper" or working draft of health reform 

is relea:sed in September, it will be obvious that the 
Administration intends to work with interested parties over a 
several ,~eek/month period. In fact, the Administration could 
work with congressional committees of jurisdiction to ensure that 
a hearings schedule is announced immediately following the 
release ()f the draft plan. . . J. 

C"- ."" 
The Administration could then launch its NAFTA an reinventing"" r'\....~ ,I,! 
government proposals which could be brought to clos' /\" .. \\ J. J; 
process parallel to hearings on health reform. rJ"ltx <r$..-iJ-~ 
The critical issue here is to press for an approach that 
acknowledges at the time of release that the Administration views 
its health proposal as a dynamic document, a working draft which 
it will refine over the course of the Fall as it consults with 
Members of Congress and others interested in the initiative. 
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wASHINGTON. . ~ 
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TO: 
FROM: 
SUBJECT: 
DATE: 

Secretary Bentsen 
Marina L. Weiss . 
Health Care Reform Meeting 
August 8, 1993 

SUMMARY: Ira Magaziner has scheduled a health care reform 
meeting for 11:30-2:00 today. In addition to yourself, 
participants in the meeting include Bob ,Rubin, Laura Tyson, 
Secretary Shalala, and Alice Rivlin. In addition, some staff 
will be present. No written materials have been provided ,for use 
at the meeting. However, I have outlined below the list of items 
I believe. Ira is interested in discussing this week. As you may 
know, the President has asked for recommendations by the end of 
this we€~k.It is my understanding that there will be health 
reform meetings'each day this week. 

RECOMMENDATION: I recommend strongly that you and others insist 
on access to written materials. Secretary Shalala has had such 
materials for some weeks, it seems only reasonable that others 
who are being asked to develop recommendations for the President 
have access to the same materials. You may be offered a 20 page 
narrative on the proposal -- that is a summary for use with the 
press.' What you need is the 250 page policy book (you have seen 
some excerpts regarding global budgets,' short term cost controls,' 
and administration). You have not yet seen the financing section 
of the policy book. 

DISCUSSION: I spoke with Ira by telephone this weekend and 
learned that he is interested in discu~sing the following 
provisions of the proposal: 

1. Size of the program and phase-in schedule. On this issue, I 
recommHnd focusing on size, since phase-in will be automatically 
delayed by the need for states t6 create the necessiry 
infrastructure (alliances), and for the Federal government to 
develop programs and to deploy staff (global budgets, Medicare 
drug b,~mefit, National Board, long term care coverage). 
Bob Rubin will argue for controlling the size of the program by 
beginning with a catastrophic plan only -- and phasing in the 
more extensive coverage as funding permits. While this is 
certainly a reasonable approach, he is likely to be tUrned down 
by the First Lady and others. 

2. Budget level -- global budgets. As you know, Secretary 
Shalala learned of th~ plan to impost a baseline li~it of GPP and 
GDP-1 on the Medicare and Medicaid programs as a way of financing 
new public expendit~res for health care reform: She objected and 

http:we�~k.It


has been able to move the debate to GDP+l%. without reform the 
cost of hlaal th care is expected to grow at a rate of more tha 8% 
(nearly 10% when adjusted for aging of the population), GDP+l. 
still produces sUbstantial outyear savings. The trick here is 
to find a reasonable budget path -- but even more importantly, to 
focus on -the enforcement mechanism. The most recent budget 
documents suggest that Magaziner is interested in extinguishing 
health related tax deductions and other preferences for 
businesses located in states where a nationally set budget limit 
is' exceeded. Tax Policy staff are deeply concerned about this \ 
option. 

3. Funding of the mandate. Magaziner will propose a compromise 
between the current policy of a per capita premium based system 
and shifting to a new payroll based system. His compromise calls 
for a limit or "cap" on percent of payroll that a low wage 
employer would pay (3.2% has been discussed). In addition, he 
proposes to cap the overalr amount an em~loyer would have to pay 
if the employer has 50 or fewer employees (4% is the latest 
figure I have heard) . 

Nevertheless, employers would be mandated to contribute to the 
cost of insuring their workforce -- the basic rule would be 80% 
of the cost of the overall premium. 

4. Size .of the Alliance. This issue continues to influence the 
debate. The tension is between wanting a large pool of employers 
in the regional alliance (state based group) in order to spread 
risk and lower premiums -- especially for small companies -- and 
the large self-insured employers I opposition to being included in 
the regional pool. 

Currently, the First Lady is pressing for a threshold of 5,000 
employees (firms \·:ith fewer would be required to enroll' in the 
State alliance, those of more than 5,000'would be permitted to 
remain outside the State alliance and would instead be deemed a 
"corporate alliance"). The Chamber of Commerce would prefer to 
keep the threshold at 100 employees. 

5. Short Term.Cost Controls. This issue is of greatest concern 
to the CEA because it involves the potential for wage and price 
controls on the health industry. In truth, the single most 
difficult issue here is that global budg~ts will not be. \ 
operational before 1997, thereby leaving the health care industry 
ample opportunity to drive up their prices before the global 
budget takes effect. The First Lady has been working with the 
AMA, American Hospital Association and others on a possible 
compromise involving "voluntary" price restraint with "back-up" 
legislative authority for the President to invoke wage and price 
controls if the industry exceeds legislatively established budget 
targets. 

II. In addition, Ira may raise the issue of timing with respect 
to NAFTA and Vice President Gore's liRe inventing .Government" 
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initiative. As recommended in your t'alking points for "Face the 
Nation," staff suggests delaying the Gore initiative until later 
in the ye,ar and double teaming NAFTA, and health reform. 

Since NAF'TA is further along and faces a '1-1-94 deadline, it 
seems reasonable to handle that issue at the full committee level 
(trade staff are not needed on the health car~ proposal). A 
narrative description of the health reform initiative can be sent 
up to the Hill in September and appropriate subcommittees can 
begin, the hearings process. Given the scope of the health 
initiative, more than 40 committees and subcommittees can be 
expected to want to participate in the development of a bill. 
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, 	 DEPARTMENT OF THE TREASURY 
: ' 

WASHINGTON 

August 9, 1993 

MEMORANDUM 

TO: 	 MARINA WEISS 

FROM: 	 SECRETARY BENTSEN'S SCHEDULING OFFICE 
Kevin Varney v3

MEETING: 	 White House Health Care Meetings 

DATE: 	 Tuesday, August 10, ',1993 

TIME: 	 2:30 p.m., 

LOCATION: 	 Indian Treaty Room, OEOB 

DURATION: 	 approximately 3 hours 

PARTICIPANTS: 	 Secretary Bentsen 
ira Magaziner ' 
Roger Altman 
Secretary Reich 
Secretary Shalala 
Alice Rivlin 
Bob Rubin 
Laura Tyson 
Nancy Min 
Carol Rasco 

REMARKS, REQUIRED: No 
I 

BRIEFING REQUIR,ED: To be prepared by Marina Weiss 

MEDIA COVERAGE: No 

CONTACT: 	 Marjorie 456-6406, 

cc: 	 Secretary's Office 
Chief of Staff 
Exec. Sec. ~' 
Josh steiner 
General Counsel 
Public Affairs 

, Legislative Affairs 
USSS 
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DEPARTMENTOFTHETREASUR~ 

. WASHINGTON 

TO: 

FROM: 
SUBJECT: 
DATE: 

secretary Bentsen 
Deputy Secretary Altm
Marina L. Weiss 
2:30 Health Reform M
August 9, 1993 

an 

eeting 

SUMMARY: Attached for your use is a copy of yesterday's memo. 
Also attached is an earlier memo on global budgets. At our staff 
meeting this morning, Ira indicated that ,today's agenda item 
would be the global ,budget. ,The Secretary's question of 8-8-93 
about the global budget enforcement mechanism was never fully 
answered. This is a critical issue because the Federal 
government's ability to control its costs depends almost entirely 
on the effectiveness of the global budget. 

If discussion of the global budget does not take the full amo~nt 
of meeting time, I would recommend you move to a discussion of 
the enforcement mechanism associated with the employer mandate. 
It is my understanding that Ira's current thinking is that the 
mandate be enforced with some form of a tax penalty on non
compliance employers. 

RECOMMENDATION: considerable staff work has been done on the 
issues of global budgeting and employer mandates. However, Ira 
has not discussed the nitty-gritty compliance mechanisms with NEC 
members. Since these two mechanisms are central to the success 
of the program, I would recommend strongly that you press for a 
step by step walk-through, focusing on who has responsibility for 
the follcMing aspects of the new program: (1) the new entitlement 
to healttl coverage; (2) financing of the' coverage and subsidies 
to individuals/employers ~ and (3) enforcement of the global 
budget under which costs are controlled. 

DISCUSSION: As currently structured, the reform proposal gives· 
every U.S. citiz~n under the age of 65 a new Federal entitlement 
to health care coverage. In addition, low income citizens have a 
Federally guaranteed right to receive subsidies intended to help 
them pay their 20% portion of the premium cost -- they are also 
entitled to help in paying any co~payments required at the point 
of service. (In addition, there is a Federal guarantee of 
subsidies to certain busin~sses.) As you know, the cost to the 
Treasury of the subsidies increases as the cost of the benefit 
package goes up. 

The Fedel:-al guarantee of coverage is to be paid for largely 
through an employer/employee mandate which is enforced ultimately 
by the F!:!deral government. However, the, most recent round of 
estimates assumes that the Federal government is liable for 
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something on the order of $50b to $60b in subsidies for 
individuals and certain employers. The entitlement is 
administered at the state level by a non-profit regional alliance 
(or by corporate alliances where an individual is employed by a 
firm of more than 5,000 employees). Note that the regional 
alliances are not at financial risk for the cost of these 
entitlements, yet Ira envisions them as the bargaining mechanism 
through which lowest cost insurance is obtained. 

) 

It is therefore critical to explore the degree to which the 
Federal government may be at financial risk if the alliances are 
unable or unwilling to keep costs down. If one believes in 
"managed competition," then the marketplace .should perform that 
role. However, neither the actuaries nor CBO credit managed 
competition with significant savings. Instead, the estimates 
that have been made of the cost of the proposal assume that the 
global budget is the tool through which.Federal financial 
exposure is limited. ' 

Attached for your review is an earlier memo on the global budget. 
Note that the ultimate enforcement mechanism, as described by Ira 
yesterday, has been modified. The new fail-safe mechanism 
involves an assessment (tax) on premiums when .the regional 

. alliance fails to live within the budget target specified by the 
National Board. The rationale is that a t'ax on insurers will 
encourage alliances to negotiate more aggressively for lower 
prices with hospitals, doctors and other providers of care. 



DEPARTMENT OF THE TREASURY 


WASHINGTON 


TO: 

FROM: 
SUBJECT:· 
DATE: 

Secretary Bentsen 
Deputy Secretary Altman ;' 
Marina L. Weiss 
Health Care Reform Meeting 
August 8, 1993 

SUMMARY: Ira Magaziner has scheduled a health care reform 
meeting for 11:30-2:00 today. In addition to yourself, 
.participants in the me~ting include Bob Rubin, Laura Tyson, . 
Secretary Shalala, and Alice Rivlin. So~e staff will be present. 
No written materials have been provided for use at the meeting. 
However, I have outlined below the list of items I believe Ira is 
interested in discussing this week. As you may know, the 
President has asked for recommendations by the end of this week. 
It is my understanding that there will· be health reform meetings 
each day this week. 

RECOMMENDATION: I recommend strongly that you and others insist 
on access to. written materials. Secretary Shalala has had such 
materials for some weeks, it seems only reasonable that others. 
who are being asked to develop recommendations for the President 
have access to the same materials. You may be offered a 20 page 
narrative on the proposal -- that is a summary for use with the 
press. What you need is the 250 page policy book (you have seen 
some excerpts regarding global budgets, short term cost controls, 
and administration). You have not yet seen the financing section 
of the policy book. 

DISCUSSION: I spoke with Ira by telephone this weekend and 
learned that he is interested in discussi,ng the following 
provisions of the proposal: 

1. Size of the program and phase-in schedule. On this issue,· I 
recommend focusing on program size (scope of benefits), since 
phase-in will be automatically delayed by the need for States to 
create the necessary infrastructure (alliances), and for the 
Federal government to develop its portion of the program and to 
deploy staff (global budgets, Medicare drug benefit, National 
Board, long term care coverage) .. Bob Rubin will argue for 
controlling the size of the program by beginning with a 
catastrophic plan only -- and phasing in .the more extensive 
coverage as funding permits. While this 'is certainly a 
reasonable approach, he is likely to be turned down by the First 
'Lady and others. Note that it is the int'etion of the group to 
make coverage universal by 1-1-96. 

2. Budget level -- global budgets. As you know, Secretary 
Shalala learned of the plan to impose a baseline limit of GDP and 
GDP-l on the Medicare and Medicaid programs as a way of financing 
~ew public expenditures for health care reform.· She objected and 



i·.·· has. been able to move the debate to GDP+1% (though you should be 
aware that Shalala would like to reach GDP+1 over several years 
-she is concerned about an excessively abrupt reduction in rate 
of growth). without reform the cost of health care is expected 
to grow at a rate of more tha 8% (nearly '10% when adjusted for 
aging of the population), GDP+1 still produces substantial 
outyear savings. The trick here is to find a reasonable budget 
path -- but even more importantly, to focus on the enforcement' 
mechanism. The most recent.budget documents suggest that 

"-.Magaziner is interested in extinguishing health related tax 
deductions and other preferences for businesses located in states 
where a nationally set budget limit is exceeded. Tax Policy 
staff are! deeply concerned about this option. 

In the alternative, Magaziner may offer an enforcement mechanism 
that calls for automatic limits on 'premium increases " 
(accomplished by imposing a tax on insurers). Note that the 
Federal government is responsible for enforcement if states are 
unwilling or unable to do so. ' 

3. Funding of the mandate; Magazinerwill propose a compromise 
between t:he current policy of a"per capita premium based system 
and shifting to a new payroll based system. His compromise calls 
for a limit or "cap" on percent of payroll that a low wage 
employer would pay (3.2% has been discussed). In addition, he 
proposes to cap the overall amount an employer would have to pay 
if the employer has 50 or fewer employee~ (4% is the latest 
figure I have heard). 

Nevertheless, employers would be, mandated to contribute to the 
cost of insuring their workforce -- the basic rule would be 80% 
of the cost of the overall premium. 

4. Size,of the Alliance. This issue continues to influence the 
debate. The tension is between wanting a large pool of employers 
in the regional alliance (state based group) in order to spread 
risk and lower premiums -- especiallY for small companies -- and 
the large self-insured employers' opposition to being ~ncluded in 
the regional pool. 

currently, the First Lady is pressing for a threshold of 5,000 
employees (firms with fewer would be required to enroll in the 
state alliance, those of more than 5,00a would be permitted to 
remain outside-the state alliance and would instead be deemed a 
"corporate alliance"). The Chamber of Commerce would prefer to 
keep the threshold at 100 employees. ' 

5. Short Term Cost Controls. This issue is of greatest concern 
to the CEA because it involves the potential for wage and price 
controls on the health industry. In truth, the single most 
difficult issue here is that global budgets will not be 
operational before 1997, thereby leaving the health care industry 
ample opportunity to drive up' their prices before the global 
budget takes effect. The First Lady has been working with the 

_iiiiiiiiii__-_~;;;;;~_~========~--. 
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AMA, American Hospital Association and others on a possible 
compromise involving "voluntary" price restraint with "back-up" 
legislativea authority for the President to invoke wage and price 
controls i1: the industry exceeds legislatively established budget 
targets. 

II. In addition, Ira may raise the issue of timing with respect 
to NAFTA and Vice President Gore's "Reinventing Government" 
initiative. As recommended in your talking points for "Face the 
Nation," st:aff suggests delaying the Gore initiative until later 
in the year and double teaming NAFTA and health reform. 

Since NAFTh is further along and faces a 1-1-94 deadline, it 
seems reasC:mable to handle that issue at the full committee level 
(trade staff are not needed on the health care proposal). A 
narrative description of the health reform initiative can be sent 
up to the. Hill in mid-September and appropriatesubcornmittees can 
begin the hearings process. Given the scope of the health 
initiative,. more than 40 Committees and subcommittees can be 
expected to want to participate in the development of a bill. 
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TO: secretary Bentsen 
Deputy secretary Altman 

FROM: Marina L. Weiss 
SUBJECT: Health Care Reform/Global Budgets
DATE: June 30, 1993 . 

SUMMARY: This mel)1O summarizes current working group 
recommendations on the global budget provisions. In general, the 
role of the Federal government is' to establish the framework and 
rules by which the States implement the budget. As you know, the 
global budget is scheduled to be in place by 1997. All outyear 
cost estimates of the plan assume the global budget is holding 
growth in health care spending to a rate of 5.7% (well below the 
9% rate of growth projected if health reform is not enacted). 

RECOMMENDA,TION/OPTIONS: None, this memo is informational only. 

DISCUSSION': This memo is based on closely held documents which 
have not been shared with others on the T~sk Force. 

As you knclw, the conceptual framework of the proposed health plan 
is an approach called "managed competition. 1I Managed competition 
is essentially a generic term used to described a wide array of 
techniques employed by insurance companies, HMO's and some large 
group prac:tices to steer patients to the lowest cost level of 
treatment consistent with their health care needs. Since some of 
these techniques are relatively new and untested, CBO and the 
HCFA actuaries are skeptical about the extent of savings that can 
be achievE~d through. their use. Therefore, the President has 
proposed that his reform plan -- while structured to take 
advantage of the managed competition mechanisms -- also include a 
"global budget" to ensure cost savings. In other words, you 
should think of the "global budget" as a cost containment 
redundancy that has been included only because the CBO and the 
actuaries will not "score" hard savings without it. 

General Concept 

The national health care budget centers on the use of the. 
weighted average premium paid in each Regional Health Alliance 
(the State based organization responsible for implementing the 
reform plan). Through the budget, Alliances will be assigned a 
target for how much the average premium in their region can 
increase each year. For the first 3 years of plan 
implementation, the Federal government will have responsibility 
for enforcing the budget -- thereafter, the States will be the 
responsible Pfrty. 



Covered Expenditures 

ExpenditurE:s subject to the budget are all' premiums paid for the 
standard bE:nefi t plan , irrespective of whether those premiums are 
paid by employers, employees, or individuals. Supplemental 
benefits bE~yond the standard plan are not included in the budget; 
nor are premiums for policies where cost sharing by the employee 
is required. 

Medicare ~nd Medicaid expenditures are not subject to the global 
budget. It is not clear from the materials developed thusfar 
whether other Federally financed health programs,(such as 
CHAMPUS, V"A, DOD) will be subject to the global budget. 
Presumably costs in these programs would be restrained by 
imposing an entitlement cap and/or limiting annual increases in 
appropriations. 

Annual Increases 

The reform legislation contemplates creation of a National Board 
; 

which would determine, on an annual basis, the percentage by 
which health care premiums would be permitted to increase., (I 
will prepal:"e another memo detailing the role and membership of 
the Natiomll Board). 

However, Cl30 and HCFA will not "score" savings if the legislation 
does nothing more than create a board and assign it the task of· 

, 	 setting a rate of growth for health car~ premiums. Therefore, 
the workinq group proposal details the following formula by which 
the Board ,,,ould determine growth rates. 

Consumer Price Index (CPI) + 1% (There would also be an 
addi1::ional adjustment equal to 2% in the first year and 
1% ill the second year) . 

The allowable percentage increase would be' adjusted on an 

Allhmce by Alliance basis to reflect demographic 'changes 

including c:tge and gender of the covered population. 


Baseline Budget Targets 

The actual task of setting the budget begins with the Board 
'calculatin9 the amount of health care spending' that. occurs on a 

national basis and converting that total spending into a per 

capita numlber. 


The second step in the process is for the Board to allocate 
Alliance-specific global budget targets which they calculate 
taking into account total national spending,~geographic 
variations, and actual bids submitted to each Alliance by health 
plans (insurers) who wish to do business with the State agency. 



Process For Making Adjustments in Targets Over Time 

The National Board is instructed to appoint an Advisory 
Commission to recommend adjustments to the methodology for 
calculatinq Alliance premium targets over time. 

The Board is also directed to provide states and Alliances with, 
informatioll about regional differences in health care costs and, 
practice patterns of physicians and other providers. The 
Commission's charge is to work toward narrowing the variation in 
health spending across states due to differences in practice 
patterns. However, adjustments to targets cannot be made without 
congressional action. 

Federal Enforcement of the Budget 

For the first three years of full implementation (1997-1999), the 
Federal government will assume responsibility for enforcing 
Alliance budgets. 

Each year, Alliances submit for approval their proposed health 
plan premiums and fee schedules. Based on the proposed 
premiums, the Board would then calculate the average premium for 
each Alliance. 

If an Alliancets average preIQium exceeds its assigned budget 
tar~et, thl~ National Board may take any of the following actions 
to control spending for the balance of the year: 

1. 	 Require the Alliance to re-negotiate premiums with 
participating health plans (insurers); 

2. 	 freeze new enrollment in high-cost plans; 
3. 	 ijnpose a surcharge on high-cost plans and provide 

rlabates to low-cost plans. 

In addition, the Board would notify health plans participating 1n 
the Allianl:::e that premiums will be re-negotiated or regulated at 
mid-year if interim steps.do not bring spending under control. 

At the end of the year, the Board calculates an updated average
premium for each Alliance. . 

If the upd,ated average premium exyeeds the budget, the Board 
takes. steps to ensure that premiums are brought into line with 
the allowable budget. Beginning mid-year, the Board requires the 
Alliance to adopt the lower set of premium rates by either re- , 
negotiatin':J premium rates or freezing premium rates at the prior 
year level (adjusted for the Alliance specific inflation factor). 

To determine premiums for the follwing year, the Alliance again 
negotiates with its health plans and SUbmits the results to the 
National Board for approval. If the expected average premium is 
within the allowable budget, .the Alliance follows normal 

http:steps.do


procedures for determining future budgets and premiums. If, 
however, the average premium exceeds the budget target, the Board 
continues t:o supervise the setting of premiums for the health 
plans in that Alliance. 

NOTE: When an Alliance exceeds its budget,' the· Board holds the 
authority t;o regulate rates paid to providers. 

Enforcement When a state is Responsible for the Budget 

A state may assume responsibility for the budget any time after 
universal coverage through the Alliances begins. However, by the 
year 2000 alII states must assume budget responsibility. 

states havEl a financial incentive to hold premiums below the 
target established by the Board. Specifically, states can retain 
50% 	 of any F~deral savings in subsidies paid to low income 
families H: the average premiums across all health plans in the . 

.All iance tCltal less than the budget target. 

Conversely, if actual premiums paid total more than the Alliance 
target, thEm the State is financially. responsible for the 
additional subsidy costs. . 

The 	annual budget for spending on health care in an Alliance is 
the 	inflation factor plus a band of 1%~ A State is permitted to 
roll forward one half of the band unused in a given year, but 
cannot accumulate more than a maximum of '5% over time. 

If a State exceeds, the band in one year, then it must submit to 
Federal enforcement action in the following year. In that 
circumstanc~e, . the Board sets a maximum allowable premium for each 
health platl in the state t s Alliance. 

When a Stat:e is under Federal enforcement, the Board also holds 
the authoirty to regulate rates paid to individual providers. In 
addition, any health plan in the Alliance can submit a request to 
the Board t.o regulate providers' rates. 

Tools Available to states and Alliances to Meet Premium Targets 

Alliances have the authority to control costs through premium . 
negotiations and to refuse to contract with a plan whose premiums 
are too hi9h. Specific tools available to 'States. to contain 
costs include:· 

1. 	 Premium negotiation and regulation; 
2. 	 limiting enrollment in high-cost plans to reduce the 

a,ierage premium (limits can be imposed by freezing 
ei1rollment, surcharging high cost plans, or 
rf:lbating low cost plans) ; 

3. 	 sf:ltting or regulating provider rates; and 
4. 	 controlling the supply and allocation of resources' 

(health planning). 



Budcieting Corp6rate Alliances 

Firms of'some as yet indeterminate size (1;000 employees or s,ocio 
employees alre the two thresholds most often discussed) would be 
permitted f.o remain outside of the Regional Alliance and would, ; 
instead, sE!lf-insure as a "corporate Alliance." 

However, it: a large employer plan fails to 'meet Federal budget 
goals, that: employer would be required to join the Regional . 
Health Alliance. 

The inflation factor for health spending in the Corporate 
Alliances "till be calculated using the following formula: 

CPI + 1% (a three year moving average.would be used 
to calculate the CPI) 

There would be a phase-in adjustment equal to 2% in the 
first year and 1% in the second year~ , 

The NatiomU Board would develop a methodology for calculating 
the annual premium equivalent per employee, within the corporate 
Alliance. Three years after implementatiot:l, every corporate . 
Alliance w(mld be required to report to the Depart of Labor its. 
average prE!mium equivalent per employee. 

If the increase in the reported average premium exceeds the 
allowed in1:la:tion factor in two of any three year period, the 
Department of Labor may require the employer to purchase its 
hea.lth coverage through the Regional Alliance. 

No penaltiE!s for failure to comply have been articulated as yet~ 

, 
. , 

'1 
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.. Statement-of Principles 

. ··We bl9He\ter fhafthefollowing three' goals a,'re fundamental to a 
."successfullhealth care reform effort: 

. '1. Quality of care must be maintained; 
2. EVE~ry citizen must be covered; 

.3. ThE~·gro\Nth of health care costs must be restrained . 

. As' m(~mbers of the Senate Republican Health Care Task Force, .we. 
have been working to devise a proposal for comprehensive reform to . 
achieve these goals. Health care reform will not and should not be forced 
on the American people by one political party. If we are to'restructure a 
large part of our economy, we must do so together, Republicans and 
Democrats, with ~J:le participation of consumers, providers. and the 
American people~ . 

. '. The United States offers the finest health care in the world. For the, 
eighty-five percent of Americans who are currently insured. our system,. : 
offers the world's highest quality and 'most technologically-advanced 

. care .. For the .seriously iIl.our.skilled providers and state-of-the-art 
". .. : -. 
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,'- " ,','.On the othe(ha!1d, families, bu~in~sses" and governments 'are,:': ," 

, " :,,:,,(,struggling'tokeep :pacEfwith'ev~r-iner¢asing health~related~osts~:i ·,;'/::;;:i,,:~ 


, ": ':~("c 'Curr~ntly. ,Americanssperid mqre for h~alth pare than :artY country ',in. tryei,. '
"'" 

world. Our federal deficit grows' larger.andh¥g~r, ~riv~n to ~.", ,. " " 
considerable extent by spiraling health costs~ "">',' ": ..... ", " 

, :'·':yet, despite thisspending,eventhos~'Wi~h,insJr~hce,'f~~r.'thaii~·~;~i>;~"::':;'
coverage,lorthat of their 'Ioved,on~s','is not.sec.ure::, ForJh:bse:nbt~<·, ",;'~~~:,~;;,:.;"'",: <", 
employed by a large company~,the:~t?stof insuranc~isoft~n outof reach~':~'" " ':': . 
And,for thle tifteen percem ofArn'ericanswithoul insurance, getting ." ,; ... ,.~.:
treatment for an illness is:an uncertain proposition, while preventive care " . ,.' ,." 
is frequently unavailable and often underiJtilized. ' . "" , 

, '. ' c,' I 

. .'~ ..;~. ",.. '., . :.~, ,'.' ~ :.: . . . \",," - ,,:,.' ..~., ".' .' 

)' '.. Our c:hallenge'is to solve these problems,. provide coverage for 
everyone and preserve the elements of our system that all Americans 
value. The) following 'are the concepts upon which our reform proposal 
wit! be basE~d. " 

Right of Choice and Flexibility. 

The primary goal of reform should be to give all Americans an equal 
opportunity to influence the cost and ,quality of the health care they 
receive. The centerpiece of any plan must not be gOV~,rnrnent micro
manageme'nt. Instead, we believe the rules by which insurers" .' 
purchasers' and providers operate must be changed in order to put all 
three:on equal footing.' 

, , 

. :LargE! businesses today can constrain their health care costs by 
exercising their marketplace purchasing power. Thus, their employees 
often :have 'the benefit of generous family insurance coverage, with low· 
cost-sharing requirements. . . 

By helping them to join together, we can give small businesses and 
,. '" ' 
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;' ',Y:f,i;}:wrong.Today'we have ,a ,system where onelso,nly a h.eart attackaw 
'" ': ,'i:/~:;,·.fromlo.sing'lhis or herhealth insurance. We belie<ve in,surers should, be 

<;":<.: prohibited from canceling any policy 'or raising the cost o~ premiurilswhen ' 
'< ",.'" ,someone becOmes ilL,:' ,',' , "'" .' . :""<"',::'" 
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,: "We atlso favor changes to ensure ,that anyone who moves from, '.,,:''', 
- , ',:: one :areato another; or changes jObS; 'can contin'ue to gel insurance' 1; 
':, < c'"coverage. ': ' ,', ' ", ,,' ' ,; " 
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'" ..: :',: ,,,,;:'In''addition,defimad comparablebenefitpackag~sshould be ' 

,established, and required to beo,fferedby ,allplans. to prevent another , 


.', ::" wq.YQf gaming the, insur9-nce system ~- offerjn~ia 'p,ackage of benefits- that 

, ,",' , ' , is'attractivs'bnly sO' long a.s~ person is healthy. ' ' ' 
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" We believe that. in combination.th'ese changes would foster an " ' 
environment in which consumers could exercise choice among plans'that 
are challeng,ed to excel in quality ofcare ano service at an attractive price. 
We also believe that Medicare beneficiaries should be given 'real,' . -:-, 
opportunities: to choose a health plan with better benefits.:- such as dlJJ.Q ..:.,1, 
coverage -- which is also more cost-effective. Likewise, Medicaid, , 

, benef,iciaries. who now have a difficult time trnding care, should be able to ' 
choose an alternative plan. 

Contajning Costs 

This ne!w environment will give consumers much greater power to 
ensure that health care providers and insurers provide high quality care 
and make efficient use of our health care resources. We believe a 
significantde!cre,ase in the rate of growth for health care spending will be 

, achieveo in both private and public programs. 
\ 
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" , : ,:With uniform standards a~d stron9';i~tatutorypfotection to'¢nsure'y 'i::~:c~;,:~i~iit~;~)L: 
'.£ , privacy ~nd confidentiality,everY'Ameri~an ~bUfdh,ave~a pers~n,alhealt~,; ,~~(JQ'
, " card-~ like a.n ATM bankcard ··tp provide VItp.1 :tl~,CJ.lthmformatl,on,." ' ':,', ' : " ,'/: ,;~, 0,', " 

, electronically to their doctor. For travelers,"sucha:~system,mighfmeari..the' "':"" 
difference bHtween life and death~ 'Acomputerized syste~\ike'this'would"". 
help with ou~tcomes research, and would eliminate fraud and .' .. '.: 

, ' 
, "unriecessaryhealth. procedures. :" ,,;" . . ,",:' . .. . 

'., , ' '.' '., " ,,::', , .. .'. "':;;~~:i(:' ':.;~, /,\(".,::;::' ';:'-:.~..' .,,': ',. 
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i Finally. we believe conslJmersrrtustall be given 'anequal 'fiMan.cial , 
stake in the cost of care.. One way,to achieve thisgbal is,tof¢formthe'tax " 
code. ' .. ,." ' . 

., . 

. Ourtax system has jnequities:'which'pe~mit'corpOrcltjo~'s ,todedOct . 
the full cost of providing expensive gold-platedhe;aJth coverage to their 
empJoyees. On:theother hand, farmers. ranchers. truck·driver$ and 

, other self-employed persons can deduct only 250/0 ,of their hearth . 
insurance premium. . 

Furthermore, employees of large corporatiC?'nsreceive their health 
benefits tax-free, while those who purchase their own insurance with no 
employer assistance, pay for such coverage with after-tax dollars. 
Consequsntly,a large proportion of the tax benefits for purchasing health. 
insurance go to those with gold-plated insurance plans. . 

,.. . We believe everyone should be treated equally. All Americ~ : 
shoul9 be eli~lible for the same health care tax deductions. One opti~n I 
might :be to change the tax system so that the amount individuals or . CL4: 
corporations can deduct would be limited. Under suchan option, <!~-
premi~m costs above the limit would not be deductible by the employer '1 
and w,ould be taxable income to the·employee. The savings derived from i. 

this change could be used to allow others to deduct 100% of their health, 
insurance pre:miums up to this limit. _~ , 
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...... ~. ·'·,·.··'.'·:::·;:',:',We'b'~IiE~ive~that!aIlAmericansshoUId have, access to a broad range' . 
. . :,,:ot affordablie. i.n'su~ance plans,' an,d that the principles outlined herein:~iU 

" . expand. access ·greatIY. The abilitY to deduct the' cost of coverage, " :" 
.'.. -{. '~:'.-combined with more affordable premiums: will allow many who are ' , ' 

'. '. '. urii~sured tc)day to purchase ~overage with no additional fede~aJ ' ~. 
, "" .. assistance. 'For those who stili cannot afford coverage. we beheve ' ' .. 

. '. ":. feder-ai financial assistance should be made available. Our proposal will 
.': . provide .such assistance. 

. . .. ':.' 

..' f' .


" ,,: ::Fjna'ncing--' ' . " 
.. ', , ':,' 

:. . '" Durlri~rour examination of this issue', we have found that health· . 
. ,care cosreS,timates and projections vary considerably. We believe any . 
'. reform plan should retlectthis fact. and. take into..accolJnt that no one can, 

be certain o1f how reform will affect health spending. . 

.... . Thus, 'we believe there should be atwo-pronged approach to : -to ~~~: 
financing thE~ coverage of the uninsured. First, reductions in federal ~ --1. . . r ,t 
spending should be made and those savings should be used immediately 

:: _ to finance cc>verage for' those most in need. Second, we believe that the 
. struct.ural changes outlined earlier will yield additional savings in . 
gove~nment health spending. Actual (rather than projected) savings 
. should be ass.essed and a schedule of further expansions over the 
following years should be outlined in statute, If actual savings were 
greater or lesser than needed to pay for the scheduled expansion, the 
sche~ule would be sped-up or delayed until the two were in balance . 

. In attempting to solve health care problems we must be mindful of 
the first princ:iple'bf medicine-~"Do no harm,·f Any financing mechanism 
should, for example, avoid taxes on payrolls, which would discourage 
employment and cost jobs, jeopardizing coverage for even more 
Americans. 

Too often, government tries to do too much; too quickly at too great· .', ~. 

" . 
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. .- .'.. Once.thesystemhas,:·b.e~nn:ni?roveQso,:t~at:ev~rYone;llas:;~~9~$S::· . 
to 'affo'rdabh3 he(ilth . ins(.iraric~::~q¢JJederar~ssis.t8:qc~:nasbeer(f~ny;~;.r:;,>: ' . 

. phased in, we believe indiYidu~I~~'m~st assurne';r~spOnsibility:fo(securing' '. .... 
. ,their own insur-ancef·;:As.longas ther¢ areadequate:slJ~sidies to make·.·::,:·:~.':'·: 

, healtry insur,anc9'affordable'for~he .poor andJO~,unemployed,. e\feryor:l~';:J.'...: 
..' ": must take re~sponsibility fotpteparing for:an unexpected healthcrjsis::;: .;\'::-~'" 

• • '. , • ',:: ~ , • .~: '" • ",,': ".,.'.... ." • 0' ;, f. 

..... . Recently. the Senate took a.bipartisanstep to encourageindividual.·:':·· ':. 
.. ,' responsibilit,Y by passing an amendment by Senator Bumpers' to.permit: ,: .' ~ ::; . 

states to withhold welfare payments when parents have fa.iled to,getiheir :-,"':'" . 
.chUd lmmuni'zeq. This is the type of individual. respo~sibility that mU$(t?~;i:···,. :,.- '. 
present in olJrreformedhealthcaresystern~ '" I .' ..• ::";'. • 

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

" .; .. ':.: '. "~:.:' 1 

Rura', ErQ[!tier•.ang yrbanAreas '. .... ..... 
, ' .... , ' . 

, ,t" < .r .' ., .. 

. . There;aresignific~ntp~rt$·of'theUnitedSta~es which have limited 
'. health care services available. Webelieve commul1itiesin ruraltofrontier , . 
. (especially A.laska) and uroanAmerica face unique health care delivery 

and access chall.enges; Any reform,plan must recognize that these areas; , 

may b.e the last10' enjoy the benefits 'of change, and 'therefore must 

directly addr(~ss their special needs in the short term. 


State' Flexibility 

We believe any reform proposal must give states maximum 
flexibility to enact their own health care reforms. Citizens, of a state should . ~ 
.be allowed to join together to develop innovative new ways to deliver 
health care .without being hampered by an inflexible federal system. 

What: Wontt Work 

We are greatly concerned by talk among some health reformers of 

. government r,egulations and mandates. Like so many federal "solutions" 

they may appear neat and simple on paper. but will lead to disaster when 

implemented. Chief among these magical cures are arbitrary .' 

government-rnicromanaged global budgets, and bureaucratic price 

controls. Price controls do not work and encourage efforts to "game the 




. :: ::'~;":;~h",,; ''i~/. 
,:,::;«;,:\:,1t~~(j 

.""'_::::':~','~:;;\:: 
'~<':;i:!>i;;:;';' 

\r'~~'::/1 ~\ ...~':} .:~ .t~.) ~,: \~.. .~. .," . . .:, . ~'. . . . '. :"., I .' : ... .: ' , ' ~ 
..,,,::'.: ~::61:-/\',.:: ..,'~ , .. ; ',< .. ,. :' ,'" , ... :' ,,:~, .' ,Republican Pr,lOClples on Health Care ' 

:::-i'!:i:~~'i~f3r::::_:~:t~,:_~~lt~~:,.·!~1t,(~~[~~f~lt'~~::" '" '. .' .' •. .... '~>' ..... '. 
~ " .. 11 .... {;."',system. n :t\ ~1 ..A:~','»' .1"t u ," tl<~.t' ..,~j • ;r/\&~ ..Jl~ ""'.':;'W.';;:"'~·~~,",,~"'L..;.l;.~"-';"~;;'.4--:I.o-"'-.::'":..:'''':''::~-=:-:::·::':~::;::~C=:=::;';~'f"",,+~,~:

~:.':"",:;,:)~:o~~~~:::7~;·:~~;~.:\~;::::;<;:'':~~::~:!~if';~,:,::,,;";:~::'::':>':;,,~,~::~:/ ---:~'.--"---;-' "'" "~ ,'.. , ,," (.; ', ...1 

c .' ': "'" ,: ,'. :,;,:,:",~,::·':A·:;~UrSQ.ry;.look,at}he:p~$(~e·h}ye?rs· of stat~tory and regulatory ,':'. .... ',r,~~~~~t~t,~ 
'... '. ,':::',~·:cry~~,g.~~ itlJ·~,~dic~re:an9."M,~dl,C.~I~~b~~r~ this .o.u,t. .'tV1a!1~ated .red.uction~ ~.~:, :·:<:·;~');~':f.~ti.,~
. " : , : .':"in Mechca.re'relmbursement·have only shifted· higher costs to bUSinesses ,>',~ :f"~';"<""·~;i
" '" ':,:.. J': :: :.,,;,>~arid:wQrl<~f~~:Viil~c>~.t:~1oPpin.'g:a;:~:Z~/c):·ahn~(;iI·' rnc~ease"iri:'pr6g;raril; co~t~f!':;:?t~~;i .:",¥, '1 
':.,' '.~:, .:·;~ji:;.~~;·~·,~~~,'~':';:;L~f~]i::;~f:f~A?,:~<· ;'. ,,:\ :~. >;t'p.:, "~Q:':'::'~\~{: ,:~:.:Z~i :,"J:::~~ ..;,\{'; ?i:}/;~i~(:;t::'·/~·:};~~.;)::. :::" .. ' :'~':':" ':,::.. ,::' '. " ' . '. ~', ",' ,':/:';;':f~::,r:~ 
, :':::'" .. /'~;·:·';:·~J;~YWe;c;lre .. als.o,:~¢o'n..~e~ned ,abourthe;breadth~~nds~ope,of';sorne, 
, ....: "pfdpc)sals~,tWebelievew£fshollld'~rnak~'the,chahges consistent wit~ our 

... ,:.:.; .. ,;: ; principles' OVf3ra 5-7 yeartimefrani.e.·lnadditionwe should not tinker with 
.: "" '~'. :federalprograms:such:casthe Indian 'Health Service; Departmentof'. . 

'.' '.' . : Veteran affairs'and'CHAMPUS until we are certain that thereforq1s are" ,<·'<~n~f~~< 
; 'i.:. ,.' ,:." worki,~~~.:~:.::::.' .,'.: : - :-:::<,' : '.," ',. . '., ',' '(~""~"-;"~-', ';:'~~~~~{~"": 

, ' Finally, we are extremely concerned about proposals mandating :}.,,:: ··:.'?;:t 
, . ,·that'all small ,businesses provide their employees with health insurance., O~:J*' 

We believe' such an action would force many employers to reduce their ~~, 
payrolls tomee~ this increased cost. These mandates could ~venforce~.:.A A.-1U-
somesmallf.buslnessesto.shut down.. ,Everyone loses -- particularly the ~;.,., 
workers who haveolost their-jobs, their income, and have no health care/)...-t.A.j!J-o~tf1

"insurance, despite the falsepromise of full coverage by employer' , , . '"' 
'. mandates.; " ,',," , ,'., ", . " " : " ' 

. .:; ... ' . . , 

We stand ready to work on abipartisan basis,to achieve major 
reformscorlsistent with the principles outlined above. The -health care 
delivery system in our cou ntry is extremely complex and there are many 
details which must be carefully considered. A major overhaul will not 
happen oVE!rnight, but clearly V!e must move forward as quickly as 
possible.. C~Lir approach does not call for massive new ta:xes, but instead 
would cut costs and waste first, 'arid direct these savings toward resolving 
the access problem responsibly, for all Americans. We believe the 
government's role is ,to facilitate the transition through health care reform, 
and to police the system -- 'not to impose new regulatory or administrative 
burdens upl)n Americans. ' 

. \ ' 

We look forward to working with others in the Congress 'and the 
Administration to ·iron out the details and put in place a solid, workable 
plan that will match the quality of our current system with the availability of 
affordable health care coverage for all Americans. . 
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DEPARnA'ENT OF THE TREASURY 
'<. 

WASHINGTON 

TO: Secretary Bentsen , 
Deputy Secretary Altman 


FROM: Marina' 

SUBJECT: Memo from SecretaryShalala 

DATE: August 19, 1993 


Attached for your use is a copy of a memo prepared by HHS staff 
for the Secretary and Mrs. Clinton. This memo was shared with 
Treasury at the direction of Secretary Shalala who would 
apprecia,te your support of her arguments. 

In sum, the memo details HHS, objections with the global budget 
baselinE! assumptions that are proposed to control the rate of' 
growth in spending for Medicare and Medicaid. 

As you Jmow, Treasury staff is concerned that the limits are too 
aggressjLve, making them essentially unreliable as a source of 
funding for health care reform. We 'are worried that expensive, 
new entitlements to coverage will come on line with enactment of 
,the bill and that the on-budget savings assumed in the global' , 
budget 1Nill not materialize -- resulting, in Edther the need for a " , 
large, t;3.X increase ,to cover the deficiency or a significant' 

-;..-~-,<deepeni:ng of the deficit.· ' 
.. "":~':". 

, . 
': , .. , 

, ' ' 

. ~... .,', " . 
1', ,"' 

• ,i 

_v. ", . ~ .~ 

. oj· 

:. :;, 

, " 

:. 

" .", 
,,'

", 

~ ,.; , 
~.\::.. ~:,'" ;:",#: 

, ..:.., 

". ,", t. 

'''l, ':"7" . .. 



\ 

THE S£CRET"'RV OF HEALTH ANO HUMAN SERVICI!:S 
WA$MI"'QTO"; D.C. '010\ 

MEMORANDUM FOR' THE FIRST 'LADY 

"From: Donna E. Shalala, 

Subject;: Medicare Cu~s Under Reform , 

Backgrc,und 
\ . 

Weund.E~rstand the necessity of significantly. reducinq health care' 
inf1at;Lon for health,care retorm financing, but we are convinced· 
that th.e level of Medicare cuts Scenarios 1 a.nd 20a1l for would 

. ·be' bad.. policy and worse politIcs.' The first impression of the 
"::::' .. health plan will be crucial to its. success; the first impression 

.,' .~" 'of;,eitlt\er Scenario 1 or 2 as applied to public programs will be. . 
'r ' ,,:: ,·:deadly'. Even. Scena.rio 3 runs some serious risk of alienating our 
',t,·,. ~ _frlellQs at the onse,t. '. . . . .""" '.. ' . 

',,', .'":..... ,', ~. .~, 

"::/:.,:.c: ~ '" ' , . Serious:" further' cuts '1n Med.icar~,are: necesfs'ary to make health :. 
:'i:/,~{,;·" ;,; ~:' re,~QED·~:wo:i:k', provided ,these cuts are captured for reform purpOses 
'}~~lBM:t~~:;·:'~:>r~'~'~f~pp!§.~~.d,::;o':deflcit reduction. We can then us'e savings :z::ather,.::,:~,"'::~·' 
;i~IX::>:'::'/'·\:'y~,,:~h',r(;: ~.u:bs~~ntlill newz::evenues to help form the centrist coalition c",',' '. 

:'-"> : ~.~:·,:De~lQcr~t's and Republicans necessary to pass health reform.. If: .c" 

, ,,' '(! ., ,(!uts,'can serve .the dlJ,al pu.rpose of meeting.entitlement,' '.' " 
'. ,f111an':irtg a p~rtion· of' reform, the' liberal.Democr'a~s;.:.:.,-:,:, ,:, '< 

'......,,,"",.......,.;:molllfled. somewhat~ The lfitsson of budget: reconciliat1onr;~' :_' ,'., 
. ,;"a,'}:)alanc:ed flnanc:lngpackage is essent.ial:· As: Exhibit, l:,;:::~:·;::";~.::":': 

.n.,""""'....,' however/Scenario 1 Medicare cuts would exceed the· .,cost ~of .';::'::' ,; ;:,;.. 
,.~~,.t:',,~_'";''ICJI''' Jited.ic,are, b~n,ef:tts by $88 bl1li~n;'Scen~rl0 .~ :c1J.t.sl~'ttxC:'eed:~:,::;;,:.:;r;.;~:-}:\ 
,e)~pa:n.~i';Loi· ,by $62 ·l:>ll1i~ri. W~.bel.ieve both nUmbers . are mUCh.':tooi;~~:::':~?if~~~;;?::,·:f:·:;i 

. . : ~:.. ,.". ~'~ ": . " . '. .. . ..~ ..\~ _;:~",,:·:"~~"J::~ii~;~ t::·:':\:: 
, : '," : '~'-'.!''''', ' ' .. :', ,1'::"', ' " 

'.- . 

. : ,":'"'.. 

. ',' '~.' , 



ProvidElr and beneficiary response .will, greatly inf1uence the 
Hill's reaction. Senator Moynihan and the Ways and Means members 

"'-, 	 will bEt inclined to protect teaching and urban hospitals it they 

appear to be in danger. Both House and Senate rural caucuses 

will f()cus on the impact on provid.ers, particularly hospitals, in' 

their districts. Mr. Waxman will' .be sympathetic. to the protests 

of phYI!Jician groups. 


. I 

f 


In cho'oslng th~ amount ()( f.inancingto come from Medicare, we are 
operating in the context<'of new, savings from'RecGincl1iation, 
which have yet to take effect, that will total. $56 billion over 5 
years. Scenario 3' cuts in Medicare are more stringent than the 
entitlement caps in the Nunn/Domenici proposal and will be very
difficult to achieve. both technically and politically. If we 
move to Scenario 1 cuts we will be asking the Medicare program to 
provid.e, in new savings, .an amount equal to four times the 
saving:s already achieved under· the Reconciliation bill. Even 
;;C8n8%'10, 3 cuts would require almost three times th, . 
Reconc:iliationsavings. . , " 

. . ,"' 

.. ' ',' . Th;1s 18 not just a polit~.c~l· prOb~em, but a technical ~ one 
'.' 

as 

. well. PublIc programs: simp.ly cannot provide the ~amesavinqs to . 

. support the plan as c~n;: ;he;private' sec;tor; .which has· operated 


:'~;.lar9~JLy unchecked during; 'a:: 'decade of Medicare restrictions • ' ·l.t 
0<"," .~ •• ,,;: ;~ould 'be' inappropriate·".f'r,om a,pol,lcy. point of~ view", t.o.impose' 
,.,<~:::,,: '< ':,'thEf.)scune deg'ree'of·~.expefiaib.i~,f:I:!l.1mitatlon on Medicare~and,.::.~he·'" ~":" 
,·:/::;"~·:~>:"••:,.~./:;:,'prAya1t:.,,!! .. sectc?r' ·when· the}ni.lIc.ber::J,of. :persons covered.. by.,.M~dicare. is 
.~.<:~,:j}·'c::~.·9'J;?~;lri9~'. mo,t~<~·a~~dlYi:thaji::"tl\·~d:;~"~rt;·',.of·.. th~opopulatlop:~·"\. ;Eq~al·: '.
<.':.'::)";f..:';,!<~:, ":'i~~;t,a,r~'qro~;th;:',;.~:te~(:~ fot:'the;,t~o,: segtilerits will: mean. lO\olerper.2' . 
~, <~::::,:,:;::':;,F'<£i1l?!.~j~': growth·,~~forMedicare,. :'..In' addition, our' strategy for, .....', , 
'·;,:;;/,[::~;:,!~f;;>\:.~ '~~Jii~e'v~,~g~:,:~h~: .t:argets';fo~.: ptivatf~' seC?tor savlngs relies '';'ery,;'; :<:.: ",:. 

:: .,'.: .. ' .. ;?, '",h~~yJ;+'y ,o~:'" one. t~me r.e<:l~C?;.ions.·,in )1~~,lstrat1,ve, ..c~sts i. ~il;y~n9~'}<... ' 
::' ' ..:;,,: which'" are 'not available" in' Medicare", '", . " .... " ' :·:'~."7..../::.f::' ".', ': .!:,'. 

:~(~~::",'~ ". ',,:~ :'.',,::', '. ',': '·:':-~.::';;;~hv';~:~:':::':':~':"~:':', /',: <:J: ,.',:: .,'::" :':~":~:~~:;:>/':»:,";:'" , 
" ',result;of,tCin:, ~yearr . f qO,st contaiiunent ' eff~rt.~: .in;~'.t.. "",' '. 

care\'1s< tl1a~' prQv' tsunder''-the':''programi .rE:l·,~:,already·";'·"·· , 
;:on8':" ,th'jjfd'}'less,:' . ',' te;:'sectorrs~:wi th .the·~resul t,[;;..~<>,·J.'··' ',,' 

: ~the,' tt!ir.:~'·' ';'are ·in.creasinglY' r~li.1C:tan~: tQ·~f>'~~":·,·. 
----.... ..~' . In .fac,t';.' bJ:;'inglng.:· the,:·p~i:v.ate::~·. " 

.'speriding<~·:.. ~ge, and'.:rfsk,": "':" :.'">:,'",, ,.~ . 
. 11ion's::~)of;~:doll . 

. ,', ,,,"': ,< :;'~~:i?<::T:~· (' i ,>: ' ' .> 
. ~'.' 

http:mo,t~<~�a~~dlYi:thaji::"tl\�~d:;~"~rt;�',.of


., .~ -~~ .....;': 

MANY 	 BUlAAL ANn INNER CITY HOSPITALS COULD GO OUT OF BUSINESS 

o 	 Almost 2/3 of all hospItals currently have negative Medicare 
mar9ins -- that is, they spend more on Medicare patients 
than Medicare pays them. In 1991, ,Medicare losses nearly 
eq.ualed' losses for uncompensated care. Some hespi tals make 

. up these losses by charging private payers more. Under . 
. health care reform, however, hospitals will be experiencing 

;~. ..,..' . '. "cutbacks from private payers as well. Hospitals that are 
sQ:ueezed from all sides are likely to respond by reducing 
st.aff and/or services -- or closing altogether. 

o 	 At>out 30 percent of sole community hospitals, 39 percent ,of. 
sDlall .rural hospttals I and 24 percent of large urban 
hc,spit'als are currently operating in the red overall. 
Another 2S percent of large urban hospitals ate teetering on 
the edge -- their margins are onl~ .1 percent. While 

'.' 0' 0l~erating .eff.icienciesmay be pOSSible, D\any hospitals will. 
r.' , 

, "'..', 	 nc)t be able to resporLd quickly enough. The additional" 

M(!dIcare payment cuts' along with private' reductions' may 

: ;" . f~rce closur~s.. ' , . 


, ' 
, ", 

~... .' 

, .', :~r' ./ 0.' 	 M.any inner-city hospitals I particularly publichospitals, , 
are, tac1ngcrumbling infrastructures. Taken toget.her:~, ,the , , 
Med1ca,re and private sector cut!r wlil' mean' less, capital to;<:J;:'~..;".:,; 
1nve,st, a~d rebuild. Gj,ven theIr deteriorating structures',:::,::,,; ,:, .,' 

" '.'W_ "",qual,tty proble~s 'w~lleventually surface. ,Suchhospitals,<~:.~!/.:,~:,::\,:.: ... : 
'''::i'',o.~'':;.!.L,~.,::;~"<.::;,:, ,~' " cannot .compete in the health care market. . .'-' ;, ':.' ,:'(:0::"""':' ;:: ./, 

~::::'·5?('·;;~:,,> ..: '_' .,,' . '," """ "" " " , ,,', ,7:~:':,. ' '," ,,' ' 
"",:",;',"PROMISES TO PHXSICIANS, ESPECIALLY PRIMARY' CARE PHYSICIANS,' WILL' ',' 

"~'T:"'+" -]j,'»'i,~ ,B~, BRCIJ(EN 	 .:' ,,', ':,< , '),f\;;. ' ," 
.. <.~'. ·~~:1-;~r:.~~:~·-;:~:~~ ':"'\::;> . 	 , . :' ...." ., . " ,'. ,". . . . ' .. :. ., '~'. 'J .:~":,~ • .. ·~i:';·~' 

.O':;-,':~"" ~re . are committed to increasing Med.icara payments for p~im.ary, ': ~.:, ~,: "::'-:' 1 

. "," :,(:.are services. Significant cuts in Medicare' phys1c~an,", ;, ' ,"" 
. ':;,~\.. payments tinder, health car~: reform (on. top'of b1l116ns"i:n";i.:"
" r:::,;· l:econc1l1ationcut~) will,; provepolitlcally,very .dift:l:cult~~,.,/.:·', 
."~"'.~:~: deliver' if .al1phy~1c::ian fees mus1;'. be· reduced to the·:·~/>,T"::'·'~:':':." 
. '" '·4!x.tent. required to meet·. Scenario 1 or 2 levels."' . ,." .... 

•}:' ~ " , :. ' " • ' " ' " .. • '.' ., • • , '. , ,'. ': • • J : • ",. ~ ._ '. 'I.. . .. '''', '. ::~1·~~i ~i~~n{' ~J~~':;:iri,' ~hYS i~j:a'n.: .pa~eritj.co~·ld,~:·<;: ';".' n,."',',,;,,.· 

'" .'..'.... :,:J·~'·',ac.c~ss?<t.o::"devel.opln·.cer.ta:1rl.·Jareas ~; .:,lte~ollcl11 ,":" 

_t,~'~,l!y . "',:.:,' > .'. ,1<;ia~:~,f,e~uJ.: +n:}'real', .... ..., ....."~,,~... 
":~,-'':::':'''';''",,:,', . . " . .. , t'i,alY,i,: ge,pg~~ph.J.~;~;' . ' . 

................ rI11'''P'!':4n?'r'lrtHi:'!=I,~~'!::I.'7. . ""irespect(;:t6;~ 


......."".... '......,.. tb;: ·,~'s~fjriailos,',' i.'~ot··i~:~w~ul'(f;·;,..:;",,:....••··..; 
'. '£J:dhs>,iri ',Medica.re;: paymen;:·:.;level.'s"'.. , ' 

'p'.".z:.-,,~la~~.',:,bY{ .: ","" ". be~~f~:~~~:#\+e's~';'maY;"J:l~t' . 
prtl,c:.tem:.l:1mme,aiately: or:;,in, . ·.~ea~ r:;PQC;~~:ts'.()f :problem . 

re: ~C) :crop:,,:up iY ;; , , ': ,:-':>,/,'" ":':' , " ' '.' '," '.:"':\'''''{{:;-:'!'..,;~~~,:~,:,l" 
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EMPLOYMI~ COULD SUFFER 

o 	 Almost 4 million individuals are employed by community 
hospitals. The annual payroll (including fringe benefits)
of these employees is about $140 billion year,. Cuts in . 
Medicare hospital payments could jeopardize the job,S of many 
ot' thesa 'Workers and negatively affect the economy lin their 
communities.' Hospitals' are now the largest employers 1,n 

'many 	distressed cities; their employees are . 
disproportionately' women·' and minorities so the job loss will 

. worsen the effects of theeurrent economy on the most 
vulnerable Indiv.iduals andcoWnunlties. 

o· 	 Hcispital51 are also ma.jor employers!n rura.l America. 
St;udies show that the presence of a ;hospital in a rural area 
gClarantees an' inflow of funds. It hasp!ta15 signi f!cantly 
cut back OR staffing or close, rural aieas especially could 
bEl hard .hit by .layoffs. 

STATES WOULD S'fEND MORZ' 

" 0 M4idi,cai4:.)p~ys· M.edic~re. '~~st"':sharin9 amounts for poor
J:)I!rieficiaries.·;'·:It ..the'Medicare. cost-sharing is increased; 

"' ...'.';;" tlbe~;.States;·would hs:ve,·,aqd1tional;:liability. Each extra .. 
'... .:;'~":" . bl1~ion<inb.ne.fic.i:ary. ,co~t:.~shar!n9' translates into $470,000

.' .' ....~. "~. .': ~~7~:';7~:';;~:~tt'~~1":,~:~~;:.,;:~>.; ':~.::'/.:>::,,,":.'~.,.....:!.\"":~":' ." ,'. 

'''}:;~~::;l:::;~;;~;' '0,,: .... ; ~.ty,e,,#~~)tlj~::;<;,ori~,l,riue(rJri~~!q\lacy .o~.·.the Medica;-e" benef i t 

";\;;~ :<~:i _';,:',~,,".:::." :';.';' P~~~"9E\1,.::·eqmp..:red~ to ':thE!'\;,c~mprehensiv~. package uncler' health 

~;~~i:~:<·:~:;·:·t:;',~··:<·:: :', ·,r~:forrrl·j'·~~cuts ..'. of .·the·:.'Scenatio ,:3 ·:rnagnit.ude will make it . 

':.~:'1·'·····:,:!i>·,"">.· ·lmpos$lbi.· fc:;Ji','any State· to' integrate Medicare beneficiaries' 


,: ,:" t' '< >:. :f~2o.:,}~,~.·:~~~~.ti:~~~,'"......:., :;~"~:' :;...,..' ..:.' '.'. i ... , . 

. ." 

... 

;,: ... .. 
"'~ , . 

" .'. 

. .. 
" .... '; 

2"'~;'~~1 



. 
. " 
;; 

New Benefits 
Orug Benefit w(rebate 
Long-term Cal's'--./ 

Sub-total 

Reductions 
Medicare saYings to 
meet global budget 

" InCOme TestPlremiums 
,Otfsetfor Employed Bene's 
Sub-total 

Scenario 1 	 ," 

,994 '995 1996 1997 1998 1999 2000 1996-2000 

0 0 13' 14 15 16 17 75 
Q. 2 } ! II 1§. ~ .§2' 

0 0 16 21 26 32 39 134 

0 0 -7 -17 -30 -45 -62 -151 

-2 ' ~2 " -2 -2 -3 -3 -3 -13 
~ g :i ::i :i ::.12 .:l2 :!Z 

-2 -2 ~18 , -28 -42 -58 -75 -221 

~taJ, Scenario 1 	 -2 -2 -2 -7 -16 -26 -36 -87 1 

New Benefits 
Drug Benefit ./rebate 

"Lorig..;.termC;are
,.:, SUb-totai 

"'~;/"'~ns
" ,;.. u8cic:are sa\nngsto 
: ',.' : " ~'globall budget" 
"','lncome,Teit PramJuma 
':~ff#t;;OrEn'pJoyed Sene'l ' 
$~totaJ" ' , ' 

1994 

0 
~ 
0, 

" 

o 
, ~2 

g 
: ...2', 

': '-2 

-, 	 , r 

Scenario, 2, 

1995 1995 1997 

0 13 14 

2 ~, Z , 

~ . a 1~ 21 

'

0 ~ -13 " 

-2 -2 -2 
2 :i ,:::1 

-2 -17 -24 

1998' 1999 2000 1996-2000 

15 16 17 , 
" , 1§. n,-26, ,3~,:,;-", ,39 

, 'f; 

.~ .: ,~: 

\ 

-25 
: ': 

"':-38, ·...52 " ··.·~134 . ", 
" 

'4 -3 -3' ,:-13": 

:1Q, ,-10 ',-49: ;'
-1"",


... ~.....:. , 19',S'" ,'/' ,,' " ,-38 ,-51, -~: - ~ .' ',': 
. ..', ..' ',,,, , ~~. ':',": " 

',-21,,',':':, "'-62 L: '\ " 
. 	 ".~',:_2··.'.\"/~<I/, ,., ~.~~'.~,~:;i;,.,.~\ 

~ ~.~ ').~ \~t,,:~ ,:' ': : ,~:,~:: :\',', , 
, ,. , ~'. "*' '. t • .: 

. " .: -' 

• S" '.". ~.... ' ;; ",' ( " ~ .~,.' 



*************************** *** ACTIVITY REPORT *** 
~************************** 

TRANSMISSION OK 

TX/RX·NO. 3178 

CONNECTION TEL 86197590851 

CONNECTION ID 

START TIME _.08123 10:39. 

USAGE TIME 04'4i 

PAGES 7 

RESULT OK 

i' 
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.~ . . 
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FAX TRANSMITIAL SHEET 

DATE: 
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ADDI1ESSEE'S FAX #: 


ADDI=iESSEE:S CONFIRM~TION #: 


FRO~~: ~lA~ . ( ~O'd-~"J.~ -.o0,C.41 
.SENDER'S FAX #. 202-622-0073 

, .' 
SENDER'S CONFIRMATION #: 202-622·1700 
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SPECIAL INSTRUCTIONS/COMMENTS:· 



",~~~i.:t>::'i; .;f,~l:~~dS .at,t~e~· onset •. :-:,,:,::': ',:~,2(,::;':}'~i'::'\">~ ,':,:j::'"t:>~::,: >" .' .' ,,'.'"}:,>::::'>:'. :" 'L:',,)cf~'·" ~' . 
•:·:u:':,:::~':;:'"Serj,.ou$ further cuts in I'!edic:ar,e,~yarejm!cessary,.tomake health"".,:,.,,, ' 

:«?"reform. wOJ:k,'prov1aedthese cuts a:r:e:~capturE!d"for'reform'purpOses,:(:"::/",,, ... ,' 
,~~,~:;'~s, opposed,to,defic~t;:r:eduction~t;,w~:',C:an.::t;hen, use:saY'ing~:f!r.atherS;::;;;j~i~',~,~:;,::;, 

"".~ .•c:';<-'",~...:.,." ,'~than: ~ubst~ntiitl new, revenues "to':'he1p< fO~':,t~e;:,C:,en~~ls,t:coalit::ion .. < j:::~': :~< 
. ,..;,of;~ n:edlQcrats."and ',Republicans'" necessary"to(, pass health 'refonn~ ~.~ If ,~:?<~>"", ~:' 
::,)dlEldica~e'cuts can serve the Qual' purpose pf',m~eting .'entitlement,:::, " .... ' " ' 
, .. ;caps,·",and'.flnancing a portion, ?f' reform",the.libera.lOemC?c%:,at~JS,";,' . 

could, be/mollified somewhat'.'i;;i;Th~"lesson'"of:· })udgetrec:oncl1iat 
'is th",t:"-a, balanced. financin9'pacJ.tage·+s':·essent~al.":Asl Exhibit::!: 

jihowever i Scenario, l' Medicare' cuts: .would:. exceed' the,,:: eost", 0 

..~AI.la.,IlU.I=U.,. Medi~a:re benefits by$S8 ,blllloni[,Scena:riQ",,, ,', ..' , " 
..._.......... it:m by." $62 billion.";Webeli· 'nUmberEh~ ..... ',.'w""'~..u·~ 

:',:'\~:':~f"·~:;j::~~:},':.:, " . ,::;, :'!:;~~~~t~~;j;f~:";~~f1;l~+}':, : . . .... .....:~ ,:J:;: 
'aanger:,is< that "'a proposa.l;:to~use'· 1:n,an~:::e· 

f.;:eform"wilL :alse,<a:::i.t.r·" '. 
"" -r"-In,n'""""""... '.' S ., ' - '0"":0"(:::Ir,t:,1. 

i 

MEMORANDUM FOR THE FIRST LADY 

From: Donna E~ Shalala 

,Subject: Medicare Cuts Onder 
." :.,.: 
,j '."" 

Background 

t(,<'\. .--' t'"'." ..... 
'-',,-, ,1\ 

Reform. 
t \. 

,',': ':, ",' 

:~" 

! ,,', ,_'),C 
,~, '\ 

'. : . ". 

,...• , 

, We understand the necessity of significantly reducing health care ' 
'~>:, inflatiQn for health care reform financing, but. we are convinced 

.. ', ,,:t,·. , that' the level of Medicare cuts 'Scenarios 1 ancl 2, call for -'Would. 
;': e,;,,' ,be bad, polic)", and wox-se pOlitics.,' irhe first, impl:essiono15' thti! "',,:":', ,{- " 
')~:«::,:; 'health plan will be crucial to its, successi the': fIrst "lmpression, ,'. 
\:D'::; > of either·Scenario 1 or 2 as, appliedto'publlc,programswill ..be,»::', ' . 
.r1~~::::\r,'}:, ,dea,dlY. ,Even Scenario' 3 runs;8ome'seriouS.l:isJf',o~'al1enat,in.g"our:,,<,,;,';:~:;;:' 



· 

"" 

, .' Provider and beneficiary response will greatly influence the,,; 

H111'sreaction.· Senator Moynihan and the Ways and Means members 
.will be inclined to protect teaching and urban hospitals if they 
appear to be in danger. Both House and Senate ru~alcaucuses 
will focus on the impact on providers, pax:'ticularly hoSpitals, .in 
their... d,istricts. Mr. Waxman will be sympathetic to the protests
of physICian groups. . 

. In Chool9ing the amount. of financing to come from Medicare, we are 

.' oper<iting in the context-of new savings from Reconciliation, 
wh,fch helve yet t.o take effect, that will total $56 billion over 5 
.years. Scenario 3 cuts in Medicare are more stringent·than the 
entitlenlent .caps in· the Nunn/Domenic1 proposal and will be very 

.:. " diffic:uJ.t to achieve both technically and politically. If we -) I 

~. .' ~ 


" ;.... '-. '-~ '. move to Scenax-io' 1 c.ut:.s we will be asking the Medieare program to' ? 
. provide, . in' hew savings, an amount equal to four times the· '.) 

;' savings already achieved under the Reconciliation b1ll. Even ( 
,. Scenariol 3 cuts. would require almost three times the . __<'-:'., 

...~.. . Reconciliation savings. 

';';;~~~~:·;;·:;~~This.tsnot j~sta';p'Olitical problem, put a technical one as .' 
. '«.:well ~ ..'Publicproqrams simply cannot provide the same savings: to· . 

. suppor1?\·the··plan'as· c~n the private sector, which has operated· 
. largely, Llnche.ckecl . during' a decade of Medicare restrictio.ns. .' It . 
would be 1nappropriate, , from.a po~icy point of view, to impose ' .. i;" 
th~' .s~e.cl~gr4E!e:Qf·.~expend1ture.·limitation on Medica.xe. and. the . .,. 

. vate :5~et6i-·when the number' of persons covered. by Medicare is.; ." 
, .'.' lnorf=·rapi.:ilythall: the. rest of the population. Equal:' '. "'; 

. gr()~th" rates; for thetwQ. segment8 will me'an lower per . 
l

.·L.ClLl..Lta \ gJ::Qwth '·forMedicare.~ ". In" addition, our strategy. for. .'. 
evin~Jt.hetargets: for ~rivate sector .savin9s relies' ,very "" . 
ily'·()norie.til1ls 'reductions in administrative costs,' savings . 

. aXEvnot:available·ln Medicare.' ,:- "., . '. '. ,.' .< .':,.<'J~~;'"::," 
'·::J:~,~~~·· ..~~t~\··.: ~./. ~~~~::,~;:.·:,·.~~,t~~~.·~':::/·.> <..)),)~~: .." " :,'; ,::'., ~ ..,. ':, , . '. . ~'.; j". "~,'. : •. 

,. t.'of.tenyear t s worth of cost containment. efforts in : .. ' .' 
..'6..........." ....L.L.. 
i.s·that provider payments under theproqram are;.,.already·· 
'~.-.-_~ on,e<thir:d :; le~s. than the[:.privat'e. sect.or' s. with t.he:result :~", '., .... 

···.thfi;t~ 'be_~tert ·nioclel:~HMOs".~re .in.c:re'asinglY reluctant: .tQ.;' :,<;':.; 
,..,.·,."'.... Ke;dic~]:~,:. . onrates:~\;.,~'~n fact, bringin9.the p:tivf.lte,.'~ i:':>;:,~ , 

,to· .<?( Mf!d:ic:ar.e: spending,' age and· ris~,;:: :';;~f;;::') <~i;<:'., 
. . 8:·:;of. billions.·of'dolla~s·.. .. '.. "."·.·.'.c','c·,... 

:~·~"~:~~!~~::?'~"i:;\:~···:'. . ~', '. ;. ~" ., .':; \. ", . 
::'of':the: most pertinent· 'fa 
, •..• ~ . . - "v, ~ , • ' , ", .... ,.' .',,': 

http:Medica.xe
http:restrictio.ns


. ' qual!ty' problems .w~l '- .... eVt!l1tu;;.,lly: sur.face .,' Such hospitals' . 
.,.:,: cannot compete' in the\hEialth.care market ... : ',... 

, .... . ,",:,;: ", '<'.;' ~:'; ~;.:<,~:', .~>~i:·'~~'~~;<,;~·:c;\,,:..~ ~'~":I\,.~.,:.:;?;,~",,- .'.'.;.....: ,.'._' "': '... ~. -' ' ' ..,' .... ' 

.:' ,:".: PROMISES~ ,TO PHYSICIANS,' ESPECIALLY' PRIMARY CARE PHYSICIANS, . WILL',: :.</,...'..,' 

",:" BE' aROKEN ,:. ' .... :':::L;~j~i~;~::'t~" ~ ,'. '. . ". . c.:... ..' '.. .' . " .' ·'·:'~S:!,~I~',;~:i;:1~~if;;ii;<.·' , ; 
t.': Wea,re'committed to':iflcreasinc;, Medicare.payment.sfor. primatyS. :c;~:<:~:::,.:;:.; 

." .~ care. servic:es. " Signifl.c.ant. cuts.in.Medicare p.hyslci.an.:·. .:j.':<,;;~;~~<~:;~;;~ii~;'··~:,;~i' 
" .. ,paymle~ts: un~er: hea~t~::~car~:.' ;,~for;m.·:,.(0tl.,top,.Of· billions·<,in;·:~;(::"'::·'·'·' :;:~i.j~f':J~\ 
'. ·.rec(;md.tliat~(m:. cuts)'~ .will:: pr.0y.e~;pol.1t1.callyvery,.diffieult:,;i;H,,,..:)'~~'?;;:'~"::~1;! 
,', .to·Qleliver ..if·all.' pliysician~fees:must·: ~e. reducecl. to ,the:·.<)/.:\;;;i·:t:;'b··:;:;:;·:,i~:: 

<;:, ;ex:~~~~. :;r~~~;~;\~ '. . ,to' ' 0,1 O~{~7;;"~;~~i~~,ti~{...,:.:.;..::~~~:~~&di;i·;~~j!'.~N,~r~~~~{f~:;;~~~;;?S,:?¥l;:~ 
, '~::.i; Fu~tl~er, sigrii ' yments "could allow:!;'i~.;,~:,::.' ..,".. ":";:~'/:"i 

.',' :~·~~:~:i~t~a~~~.~'~:~ "r~asc:,.'j:.:;~:~t~~!t·i;~;'~~~(\f~~i:.\:tr;~'1J,:f;;'}~~: 
1. .,:r.ed1stri:butl,on·!;J('::\\:!it::q.).:;~".:::/ii 

""""':U;~!'~''!o!.g,'.Ii.-=':'''II~~~t~~l~~~,_·oL..tP:;~t~;i~Iii,i~J1~~i'~;jfir~ 

MANY 	 B~'M AND INNER C!%X HOSPITALS COULD G9 OUT OF BUSINES§ 

o 	 Almc'st. 2/3 of all hospltalscurrently have.negative Mec1icare 
mar~~1ns -- that is I they spend more on Medicare patients 
.thaj'l Medicare pay~ them. In 1991, Medicare losses nearly
equaled losses for uncompensated care. Some hospitals make 
up 1;hese losses by charging pri'lrate payers more. Under 
heaJLth care reform, however I hospitals will be experiencing 
cutbacks from private payers as well. Hospitals that are 
squE~ezed fz:oltL all sides are 'likely to respond by reducing' 
stai:f and/or services"-or closing 1l1together. 

o 	 'About 30 percent of sole community hospitals, 39 percent of 
sm.aJ.l rural hospitals/and 24 percent of large urhan 
hos~litals are currently operating in the red overall. 
Anot.her 2S percent of large urban hospitals are teetering, on 
the ed.ge --, theiJ; margins are only .1 percent. While. . 
opez,'ating efficiencies may be pOSSible,. many hospitals will 
not be able. torespona quickly. enough..Thead.di t.ional '. '. ' 
Medi.c:are payment· cuts. along with private reductions may,.'... 
forc:e clo.surea. ,. ..'.. ",. ,..' . '. . " " ..' 

, .... o· . Many' inner-city' h~SP~~~lS:/P~~~i~:~l~~iY'PUblie h~spitalsI' 
are facing crumbling:iQ.fr~structu.res.' Taken together, the:,.. . 
Medieare. and, private.;~sector. cuts· will: mea~ less capital to· 

.' .invest and :;-ebuild •.· ~~ven' their deteriorating structure~; 
,.' 

http:Thead.di


>.
, 
EMPWYM:E:NT COULD SUFFER 

o 	 Almost 4 million individuals are ~mployed bycomrnunity
hospit.als. The a.nnual payroll (including fringe benefits) 
of these employees is'about $140 billion year. Cuts 1n 
Medicare hospital payment~ could jeopardize the jobS of' many 
of these workers and negatively affect the economy in their 
cortlItlUnities. liospitals are now.t.he largest employers in 

'maliLY 	distressed cities i the1r\ employees are 
di5;proporti.onately women and minorities so ,the job loss will 
worsen th€! effects of the current economy on the most 
vulnerable individuals and communiti,es. 

o 	 Hospitals are also major employers in rural America. 
Stu,dies show that the presence of a hospital in a rural area 
guarantees an inflow of funds. If hospitals significantly 
cut back on staffing or close, rural areas especially could 
be hard hit by layoffs. 

'., . 
" ' 

,~ 	 .... . 'STATES W'OULD §PEND MORE 

," Medicaid :pays' Medicare cost-sharing- amounts for poor " .' , 
beneficiaries. 'If,theMedicare cost"'sharlng is increased, 
the states'would have additional liability. Each extra 

,billi,onin beneficiary cost-sharing trans,lates into $47~, 000 
more in state dollars. ' , 

::.r~;·,''::" Given:,th'e ,contlm.ied'inadequacYof the Medicare benefit' , ", 
',:"", package,"eompared to the comprehens i ve package under health' 

, ,reform~cuts of the, Scena1!'io 3 magnitude will make it',,:;:, 
,impossible for any state to integrate MedIcare, benef1cIaries, " 

,'~into';:' Lts' system. ' , " ';, " ,', " 
.. ,: - ) . t' ... :, '. :.,",' . ,~' 

, ',uNINTENDEO::CONSE.Q!JitNCES ON "BENEFICIARIES : .,~. 

..... " 

,.' .<~. ,. • 

':'.; .' 
", . " 

'::,:; It: iB;'diffiC~lt:'to'i"predici'; the "~ffect, ~f ,increasing." <: ',,, 
':,:,,~,o'benef1(:iary' cost-sharing-on beneficiaries, sinc;e, cost-, ,,;,: .' ': ' :', "" 
",>ri'~har1n9,amounts:" depend', on the type,. Of., service' provl.ded,apd, "'" - ':':,,: >:'::' 

.... ,::';:';':',wheth~r' or: not:. the,benef iciary'ilJ .cov~red by· s'llpplementaL::~:> '... ':: "j,~?"~3~ 

'~::~1?~I;fil;~II~l~i~~~I~j~;;ifi~[~;h~~;~~il;~ii~~i~~f~~[?i!~~~fl
"'J/.;<,\,:pov:eX'~YX':'J~9~*9l::~:,:~q1.Ziri~q DE!nef1clarie~· t()P~~:,~$200;(:;{:'t~r';,)~:,::~ 

"",; ",0'; or. $,250' m~';~",ou~o.f~p.ock,E!t;.,per, yea.~, eOJ.1l~ 1;>e· ~::"J,~;:,. '. ,"',:,,'~l":, 
'. ' ""'c detr.imentaF,;o,,"Jf(d£v:i~u'~ls,:teetering 'above ,the.' "', " " '';,'' 

,:,,;:,,:;,' ~:{ /~11ne ~'::,: "" ' ,"':,.' ,I, 'J: .: ",,; ,o, , - ,; . 

http:now.t.he


\. A In tsll/.lO~) . Scenario 1..... " \ 

1994 1995 1996 1997 1 Sga 1999 2000 , 996-0-2000 
New Benefits 

Drug Benefit w/rebate o 0 13 14 15 16 17 15 
Long-term CiU8 Q 2 .i 1. II !i ag §j 

Sub-total a 0 16 21 26 32 39 134 

Reductions 

. U.edieare savings to 


meet gtobaJ budget o 0 -1 -17 -30· ,-45 -62 
Income TeSt PlremiUms ';'2 -2 -2 -2 -3 -3 -3 
Offset fO( Employed Bene's 2 Q. :i =1 ::i -12 -12 

SCJb.toUd -2 -2 -18 -28 -42 -58 -75 

:: -2 

~ari02 .. 

1994 1995 .1996 1997 1998.,. 1999 . .2000 . t 996.;..2000 . 
New Senefits 

Cnrg Benaflt wJ'rebate 0 0 13 ' 14 15 16. '7 ' 75 
, Long-term Cari) g g 3 7 16 ' .~ 

,0 - - ."- -, n 
. $ut)..loW Q 16 21 26 S2 39 134.' 

,. ReduCtions. 
'.. ,Medk:a.re$8.Yingsto -
",., meet glcbaJ bucS9Bt 0 a -6 ...13 -25 ' -38 -5.2 -134 

.. ; .,' Inccme Test P~ei:nlums :-2 -2 .-2, :-2 -3 .-3 . -3 -13 
.;~ .-' 

Offset f~ Empl03red &ene's ,g 2. , 
::.i -9 . ,,'0· ,:,,0 , :11, .'. ,,~2 


SUb-total . ·2·- -2 ...17 ~24 -
, '--38' --51 -66" ,. -198 


'.' ' 
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,-; .. 

.' secretary Bentsen 
..\ Deputy .se.cre~ary~ltman·, . 

"FROM: . M~rina ... · .' _. '-" .',' '. . ... '.:' .. 
. SUBJECT·: ,Memo from ,secret.ary shalala,': 

DATE.: AugUst 19 I 1993' .' . 

Attached '. for. YOu;t:, use is' .~. copy. of ill :memo prepared.:·by' HHS staff' 
for the Secl:etary a:nd~s;.Clinton. 'This memo was shared with 
Treasury at the directio~ of Secre:t:,aryshalalu who would' 
<:tppreciate your support of her ar9'?-m~nts.· . 

In sumTtheiIll~mo deta1.1s HHS objections with the global budget 

baseline' assumptions that are proposed to control the r«te:of 

growth in spendinq for Medicare and Medicaid. 


As you know.. Trea.sury staff is conoerne'd that. the limits are too 
. 	aqgressive, makinq them essentially unreliable asa source,of 

funding f'ot"healthoare reform. We arEt worried .that expen~ive 
.new entitlements to coverage will come on line with enactment of 
the bill and that the on-budget savings assumed in the global 
budget will not:. materialize -- resultinq in either the need 'for a 
large tax increase to cover the deficienoy or a significant 
deE'.peninq of the .deficit. .. --r;;- sL/2x '",. 
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