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THE WHITE HOUSE
WASHINGTON

March 8, 2000
MEDICARE PRINCIPLES DEPARTURE STATEMENT

DATE: Mareh @, 2000
LOCATION: Behind the Oval Office
BRIEFING TIME: 11:10am - 11:25am
EVENT TIME: 11:30am ~ 11:4%am

¢ . FROM: . Bruce Reed

: Chuck Brain

Chris Jennings
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To aceept and endorse a2 set of “Prescription Drug Principles” from the Senate

¥

i
i}mg}cmw Caucus, which will be used to evaiuate any Medicare preseription drug
proposal s developed in the Congress. i

1.

BACK{.}:ROUND

. ”'r’liLLI(f)\‘S OF MEDICARE BENEFICIARIES NEED PRESCRIPTION DRZ}{}’E

COVERAGE. Approximately three out of five Mf:dtcm: beneficianies lack decent,
dcpendnblc prescription drug coverage. . _ ;

Milli‘ons of beneficiaries have po preseription drug coverage and millions more
are at risk of losing coverage. Thirtcen mitlion Medicare beneficiarics have no

presclription druy coverage. Millions more are at visk of losing coverage or have |
inadequate, expensive benefits. Nearly half of rural beneSeraries, and a .
dispr;:)g}artiezzatt number of seniors over 83, do not have preseription drug coverage,

H
]

Current drug coverage is unstable and declining. Only about one in four j
beneliciaries has yetiree health insurance — and the proportion of firms offering such
coverage has dropped 25 percent in the last four years. Even fewer beneficiaries have
Mcwga;; insurance for presoription drugs. This coverage is often expensive, and
na ‘zy insurers “age rate” {increase premiums as peopie get older), making it more
ex;}emz ve when seniors can least afford it \


http:premiums.as

. Mas% seniors are middle-income and would vor benefit from a low-income .
preseription druy benefit. About 15.6 million, ur 49 percent, of ali elderly
Amcmms have fucomes between $15,000 and $50,000. And over half of
bemf ciaries without drug coverage have incomes above 150 percent of pov erty
{$12 ?5{} for a single camer, $15,000 for a couple). Thus, a benelit targeted to the
iew-gn{:mne will simply not help nmost senjors.

» Gni}if about half of all seniors have high enough income to benefit from a tax
scheme. Not only is it impossible te target needy Medicare beneliciaries through a'
fax deductmn, but studies have repeatedly concluded that the tax code is an extremely
expensive and meff* cient way 1o expand insurance coverage for anvonge, lef alone
semorb

- SENATE DPEMOCRATS AGREE ON PRINCIPLES FOR A NEW MEDICARE
PRESCRIPTION DRUG BENEYIT. Senator Daschle and the Senale Democratic
Caucus released a set of “Prescription Drug Principles” that will guide the current
Congressional debate over the provision of a new Medicare preseription drug benefit to
millions of senjors. These principles state that any new benefit should be:

»  Voluntary. Medicare beneficiaries who now have dependable, affordable coverage
should have the option of keeping that coverage.

»  Accessible to alt beneficiaries. All seniors and individuals with disabilies,
inchuding those in traditional Medicare, should have aceess (0 & reliable benefit.
I ) 5
. Desiigned to give bencficiaries meaningful protection and bargaining power, A
Medicare drug benefit should help sentors and the disabled with the high cost of
prescription drugs and protect against excessive out-of-pocket costs. It should give
beneficiaries bargaining power they lack today and include a defined benefit assuring
access to medically necessary drugs.

EH

» Affordable to all beneficiaries and the program. Medicare should contribute
enough towards the preseription drug premium to make it affordable for all
beneficiaries. While subsidies should be provided to all to assure the benefit is
affordable, low-income beneficiaries should receive extra help with the cost of
premiums and cost sharing,

» Administered using private scctor entities and competitive purchasing
techiliques. Discounts should be achieved through competition, not regulation or
price controls, and should mirror practices emploved by private insurers in delivering
prescription drugs. Private organizations should negotiate prices with drug ‘
manufacturers and handle the day-to-day adminisirative responsibilities of the benefu,
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s Consistent with broader reform. The addition of a Medicare drug benefit should be
considered s part of an overall plan to strengthen and modernize Medicare. )
Medicare will face the same denographic strain as Social Security when the baby
boorn genersiion retires. hmproving benefits is only one step in preparing Medicare
for this new century’s challenges.

YOU URGE CONGRESS TO ACT NOW. You will urge Congress to sct this year to
strengthen and improve Medicare. Your FY 2001 budget includes a comprebensive plan
that makes Medicare more competitive and efficient und dedicates part of the surplus to
improve Medicare solvency and teadd a long-overdue prescription drag benelit. This
plan:

1
1

s Establishes 2 new voluntary Medicare drug benefit that is affordable ~ to all
béﬁ{éficia:‘ies and to the program. The benefit, at $160 billion over 10 years, would
be: . !

H

i . i
% Aceessible and voluntary. Optional for alt benehciaries. Provides financial

¢ incenlives for eniployers io develop and retain their retiree health coverage. .

°  Affordable for beneficinries and the program, Premiums of $26 per month in
the first year with lower or no premiums for low-income beneficiaries,
Provides privately-negotinted discounts, gained by pooling beneficiaries’
purchasing power, for all drug expenses. Has no deductible and pays for half
« of each beneficiary"s drug costs from the Lirst prescription filled each year up
| 10 35,000 in spending when fully phased in,

& Competitively and efficiently administered. Competitively selects privale

| benefit manager to deliver benefit to enrallees in traditional program. No
price controls, no new bureaucracy. Iniegrated into current eligibility and -
enrollment syslems. - *

% High-qualty and provide necessary medications. Private entities that use .
- formularies must ensure access o medications off formulary if physician
deems madically necessary.  Reguires use of state-of-the-art quality
mmprovemant ools.

s Creates a Medicare reserve fund te add protections for catastrophic drug costs, .
To build on your prescription drug benefit, the budget also includes a reserve fund of
$35 villion, available to offer protections for beneficiaries with extremely high drug
spending. This reserve will permit the Administration to work in collaboration with
Congress to design such an enhaneed prescription drug benefit. If no consensus
eme_;‘gcs, the reserve would be used for debt reduction.

§
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PARTICIPANTS

Bz‘ieﬁzzgiparticipants:
Secretary Donna Shalala
Bruce Reed

Chuck B;r;ain

Chris Jennings

Karen Robb

Jeff Shesol

Statemoent Particinants:
YOU ,
Secreiary Donna Shalala

Senators Confirmed to Attend:
Sen. Joseph Biden, Jr. (D-DE)
Sen. Richuard Bryan (D-NV}
Sen. Thomas Daschie (D-8D)
Sen. Byron Dorgan {{-ND)
Sen. Richurd Durbin (D-IL)
Sen. Russel Feingold (D-WI)
Sen. Edward Kennedy (D-MA)
Sen. Car] Levin (D-M1)

Sen. Johp Rockefeller, [V (D-WV)
Sen. Paul Sarbanes (D-MD)
Sen. Rmé Wyden (D-OR)

Senators Pending:

Sen. Joseph Lieberman (D-CT)

Sen, Barbara Mikulski (D-MD)

Sen. Danicl Akaka {D-HT}

Sen. Iobn Breaux (D-LA}

Sen. Robert Byrd (D-WV)

Sen. Dianne Feinstein (D-CA)

Sen. Bob Graham (D-FL)

Sen. Tim Johnson {D-SD)

Sen. Harry Reid (D-RV)

Sen. Charles Schumer (I2-NY}
i

Program Participanis:

YOU ;

Senator i}‘am Daschie
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PRESS PLAN
Open Press.
]
SEQUENCE OF EVENTS

. Y()U greet Members of Congress in the Oval Office.

- YOU proceed with the Members of Congress to-the podium positioned behind ;he
CGval, Office,

- Senuter Tom Daschle makes remarks and introduces YOU.

= YOU make remarks and depart.

REMA RKS

To be provided by speechwriting,

.
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MEMORANDUM TO THR\PRESIDENT ) %, ilaa\m%

| ‘ Pesdl
FROM: Chris Jennings QQ‘V\ (y laaky_

£

SUBJECT:  Proposal to Create a Medicare Board

CC Bzz'uce Reed, Gene Sperling Q.

Secretary Shalala has drafted the attached memorandum to respond to a proposal by Senator
Breaux and Congressman Thomas to create an independent board to supervise the Health Care
Financing Administration’s (HCFA} administration of the Medicare fee for service system, as
well s to separately oversee operation of private plans panticipating ity the Medicare program.
Although it appears that proposals for a Medicare board will not be passed by this Congress, the
ongoing frustration of the Congress and its constituents regarding HCFAs role in administering
the Medicare program are certain to lead to future discussions about this issue.

Recognizing this; we have been strongly encouraging the Department (o integrate a series of
private sector practices that would hopefully lead to better coordination and administration of the
agency's substantial responsibiiities. Nancy-Ann Min DeParle has indicated her willingness to
advocate for and implement these initiatives because she thinks that they will improve the
agency's operational status and credibility, making 1t possible to fend off unconstructive
initintives that undermine the agency’s ability 1o manage the program effectively.

\
b

BACKGROUND

%
HCFA remains one of the most passionately reviled agencies in the Federal government. '?hzs is
logical, as it is rcspﬁzzsib ¢ for denying reimbursement for desired claims from provzr,iers and
state and local agencies alike. In addition, HCFA™s numerous responsibilities makes it difficuit
forit to eifeczweiy manage, and there tends to be little timie available for anything other than
crisis management. Long-term planning is rare and frequently altered substantially by Congress
and other outside entities, making stable and predictable management imposstble.

Congressman Thoras and Senator Breaux believe that an independent board would help
facilitate better management and utilize the best pz*% vate sector management zechniqzics They
believe the agency is inherently biased against private insurance plans participating in the
program, causing the frustration and problems HMOs participating in the Medicare program
have experienced, They also view this board as a possible vehicle to develop and implement
benefit coverage and policy changes in a process independent of political intervention from zﬁe
Congress and other outside saurce:s

H
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In the memo from the Secretary, she counters that a Medicare board would reduce beneficiary
rotections, dilute Presidential autherity, and provide the infrastructure to end the Medicare
/(‘(.()& atitlement. The Department also argues that such a structure would lead to limited
ccountability by the Medicare program to both the White House and the Congress. and create
% extreme difficulties in managing program integrity inttintives, including anti-fraud and abuse
gfforts, within all aspects of the agency, While these are valid arguments and should be taken
4 eriously, the same effort that was exerted to make these arguments should also be applied o the
wepartmem’s commitment fo reform the agency.

While we concur with the Secretary's memo that proposals such as those developed by
Congressman Thomas and Senator Breaux would be detrimental to the Medicare program and
the beneficiaries it serves, this type of proposal should serve as a waming to the agency to be
more e¢fficient and responsive to both the White House, the Congress, and the varnious advocacy,
provider, and insurer communities it deals with,

and push HCFA to epsure that it is more prudently managed. in so doing, the agency will have

\ We believe that we should uge this opportunity as a means (o strengthen the Medicare program
the additional benefit of strengthening its ¢redibility when opposing harmful and poorly thought
out reform proposals, .

P
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THE SECRETARY OF HEAL TH AND HUMARN SERVICES
Aot GTaM. DO, 302DF

MEM(}RANDM THE PRESIDENT

! i

i . :

00T 25 1999 ‘ N

[ am writing to express my deep concem over discussions occurring in Congress that could result
in creation of a new, independent Medicare board, As envisioned by its proponents. this board '
would operate as an independent entity designed te oversee the Medicare+Choice program,
including the competition among private plans and between private plans and fee-for-service
Medicare. The creation of such a board sencusly undermines your authority over Medicare, the
beneficiary protections that you have worked hard to establish for this program, and the
significantly tmproved refocused management which has reduced the Medicare error rate by over -
fifty percent. This new board also sets the stage for capping govermnment expenditures for
Medicare, threatening Medicare beneficiaries’ entitlement w first-class medical care.

The board’s advocates say they want to bring private-sector expertise into the administration of
the program and say they want 1o avoid conflicts of interest in running a competitive system.
‘Their first goal 18 being accomplished without undermining the current strengths of Medicare and
their second contention i3 a false promise. Not only will their proposals not achieve their goals.
but, for the reasons stated below, they would substantially undercut our ability to serve
beneficiaries and efficiently administer the program. At the end of this memorandum, [ will
describe the activities that we have already undertaken to gamer additional private sector
expertise in administering Medicare,

Medicare Board Leads to Reduced Beneficiary Protections. Under your leadership and
through the hard work of this Department, we have ensured that Medicare includes the
beneficiary protections outlined in your Patients’ Bill of Rights. Medicare was one of the first
programs in the country (o incorporate these protections and remains a model program. This
would not have been possible if the Medicare+Cholce program were administered by an
independent board.

Given the hostility we have seen in the private sector to even the modest proposals in the _
Patients’ Bill of Rights, | do not believe that a board comprised of private sector health officials
would have aken a strong, pro-beneficiary stance, [t is not surprising that the strongest
proponents of 2 Medicare board, including managed care interests, are among the most active
apponents of strong patient rights legislation. | believe that we must maintain our ability to keep
Medicare in the forefront of beneficiary protection, Creation of an independent Medicare board
is not consistent with that imperative,

|
4
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Medicare Board Dilutes Presidential Aatherity, Placing the Medicare+Choice program under
the control of an mdepe:ndem board splits accountability for the program and substantially dilutes
your authority over a substantial portion of Medicare. This is a significant loss given that
Medicare serves 3% million beneficiaries and makes up 11 percent of the Federal budget.

The Administration’s ability 1o make changes to Medicare in the context of the President™s
Budget would be fimited. This is especially true since proposals for treating traditional fee-for-
service Medicare as a health plan under the structure of Medicare+Choice would allow a new
board to exercise substantial authority over the entire progran. In particular, 2 board could be
given substantial authority over what private health plans would be paid by Medicare. It could
also be given authority to oversee aspects of traditional Medicare, including benefits and, under
some proposals, total spending by traditional Medicare.

As a result, the presence of a board would bave hampered our ability 10 exert strong budget
discipline, such as the steps we have taken to extend the life of the Medicare Part A Trust Pund
0 2015, Similarly, it would not have been possible to use Medicare changes to help finance key
domestic initiatives to improve the health of the nation, such as the Children’s Health Ingurance
Program.

Furthermore, creation of a board would limit the Administration’s authority to make Key program

changes to address Medicare problems identified by beneficiaries, providers, or other segments

of the American public. ;
: g

Medicare Board Diffuses Accountability for Medicare, Authority over centain key functions

would be unnecessarily complicated by bifurcating control of Medicare between a board and t.hc

Health Care ?mancmg Administration (HCFA).

For example, Admmzstmiwn efforts to reduce fraud and abuse in Medicare have been successful
because we have pz’wadcd clear, consistent policy guidance and because we have been willing o
take the political heat generated by our aggressive stance. | do not believe that an independent
board (especially one that includes private sector health care executives, as would be likely with'
any congressionally created board) would have initiated or sustained such a controversial, vet
productive, program. Specifically, the HCFA actuaries credit aggressive fraud control efforts
with bringing Jown the Medicare baseline through reducing either the rate of growth or the .
actual level of spending on inpatient hospital services, home health, and Iab services. Qur efforts
have also led to the first-ever decline in hospital upcoding since the inception of a prospective
payment system in 1984, The bifurcation of authority under a board would threaten the
significant advances made by this Administration by complicating the refationship between the
program and the HHS Inspector General and between Medivare and the Department of Justice.



I
1

t
i

] ;
Page 3 - The Président

l‘, | ‘

Similarly, this édmzmstraaaa has taken szgmﬁcmzt steps o measure and hold bealth plans and
providers accountable for quality of care for seniors and other vulnerable populations. The
diffusion of accountability threatens our ability to move aggressively in this ares as we have {m
the Patients’ 131!1 of Rights.

Medicare Board Creates Potential Confusion of Autherity That Would Be Detrimental to
Beneficiaries. HCFA is currently responsible for a wide range of activities that might become
the responsibility of either the board or HCFA, or both, These functions include beneficiary
education, procedures for appeals and grievances, provider enrollment, survey and certification
of providers, and quality assurance. If these functions were assigned to HCFA, their applicshility
to private plans would become uncertain; if assigned to the board, more functions would be
removed from the lines of public accountability. I a531gned to both, there would be confusion
and uncerainty among all parties involved.

A Medicare Bz{aré Provides the Infrastructure for Ending the Medicarc Entitlement,
Although the proponents of a board deny that they intend to fundamentally change Medicare, it is
clear that creation of an independent board would establish the administrative framework for a
defined contribution plan, which specifies the government’s financial contribution toward
beneficiaries™ health care but does not specify the benefits to which beneficiarics are entitled.
Creating an independent board is an ideal first step toward capping government contributions for
Medicare, and heneficiary advocates will see it as such. It is not surprising that some of the
strongest advocates in Congress for 4 board are the same Members who tried to cap ?‘v‘ieézcam
spending in the 1995 budget bill that you vetoed.

Claims About Current Conflicts of Interest in Managing Medicare Are Not Legitimate.
Advocates for a board argue that HCFA has an inherent conflict of interest in both managing the
competition among private health plans and fee-for-service Medicare and operating the fee-for-
service Medicare program. In fact, the risk of conflict of interest could be greater if managed
care executives, hospital administrators, physicians, durable medical equipment suppliers, or any
other individual who benefits from Medicare payments were given statutory powers through
participation on the board. '

Today, HCFA manages both original Medicare and Medicare+Choice, having successfully
supervised the growth of Medicare+Choice to a program that envolls about one of every six
beneficiaries. HCFA’s role 18 not unique — conflicts of interest are successfully avoided by
CalPERS and many private employers that run self-insured plans while contracting with
competing health plans.

| ;

|
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The assertion that HCFA’s dual role creates a condflict of interest may stemn from certain decisions
that private plans may find onerous, such as those in setting standards for consumer protection
and guality assurance. Such decisions stem directly from HCFA's primary concern for serving
ihe needs of beneficiaries, not from any desire to bias the competition, 1f a Medicare board also
places serving the needs of beneficiaries as its core mission, it will inevitably make similar
decisions. Thus, it will also be subject 1o the same charges of conflict of interest.

Under your proposal for a competitive defined benefit, traditional Medicare and private health
plans would compete on an equal footing, allowing both Medicare and beneficiaries to save when
beneficiaries choose efficient health plans. Ag discussed above, | believe that many board
proponents are using the confiict of interest accusation as an excuse to take the first step toward
ending the entitiement.

. H
Private Sector Involvement Can be Achieved Without a Medicare Board, Whilelam
deeply concemed about the proposals to create an independent board to administer a portion of,
Medicare, | am committed to expanding the program’s access to private sector expertise, In |
September, we chartered a Management Advisory Commirtee for HCFA, This step was part of
HCFA managerz{enz modernizations contained in your budget. The committee allows HCFA to,
get expert advice from individuals in the public and private sector regarding innovations in
management practices. It also will allow HCFA to maintain critical relationships with public and
private sector experis in management, leadership, and purchasing strategics. The commitice will
address issues including how HCFA can betier manage its private sector contractors and how it
can be 2 more prudent purchaser of fee-for-service Medicare services. The comminee need not '
make recommendations regarding payment or coverage policy, because the Medicare Payment
Advisary Commission {(MedPAC) and the recently established Medicare Coverage Advisory
Commitiee aimaziiy fulfill these functions.

1 will chair the committee, which will include up o 11 additional members that [ will appoint.
The members will be selected from among nationally recognized authorities in academia, private
consulting, public and private sector health purchasing entities, and private companies.  The
committes would not include provider or beneficiary representatives since they are already
represented in many advisory committees to the Congress and the Department.

If Medicare reform is successfisl, this committee could also easily be adapted {0 serve as an
advisory body for the implementation of the fee-for-service modermization reforms included in
your Medicare plan. Experts from private and public sector organizations that purchase health
care for their employees and beneficiaries, as well as experts in public administration, would
provide recommendations to the Secretary on how to implement these reforms to purchase
services more competitively. HCFA would berefit from the advice of these experts in a forum

open to public participation.
]
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In Conclusion, Creation of 8 Medicare Board to Oversee a Portion of the Program Would
Be a Grave Mistake. 1t would be a disservice 1o our successors and to future generations of
heneficiaries if we were to weaken the executive manggement of Medicare, not only because it is
a substantial and growing proportion of federal outlays, but because oider and disabled
Americans are particularly vuinerable and need government protection. This Admintstration has
strengthened Medicare in innumerable ways. extending solvency, increasing benefits, advancing
new bencficiary protections, and strengthening program integrity, The Medicare program would
most likely not be experiencing the benefits of the Administration’s improvements had the

Medicare board, a3 proposed, been in existence.
(61/(/\_’

: Dornvfa E. Shalala

J
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WABMINGTON

November 9, 1999

MKM(}R&S&{}M ON BREAUX-FRIST MEDICARE REFORM PLAN

T }ohzz Podesta, Steve Ricchetti, Karen Tramontano, Gene Sperling, Bruce -
. Reed, Larry Stein, Chuck Brain, Jack Lew, Joel Johison, Charles Burson,
Melanne Verveer, Dan Mendeison
¥
FROM:! : Chris Jennings and Jeanne Lambrew

Senator Breaux called yesterday 1o let us know that he is introducing his Medicare reform
plan with Senator Frist and possibly Senator Kerrey today. The proposal is notably
improved but stiil has fundamental flaws. The improvements include a drug benefit that
provides ;}:emmm assistance for all beneficiaries and the lack of a proposal to raise the
age eligibility for Medicare. The plan also drops the Breaux-Thomas home health and
nursing home copays and BBA payment reduction extenders. 1t still does not dedicate
any resources to extend trust fund solvency. We will provide a more detailed analysis
once we get the proposal. The major elements apparently include:

. l’remium support: This appears to be the same as the Breaux-Thomas plan, and thus
will have,the same effect of raising the premivins for the traditional Medicare
program by 10 to 30 percent, depending on the other proposals in the plan.

!

s Prescription drugs: Unlike the original plan, this one includes a premium subsidy
for ail beneficiaries. Premiums are free for those with income up to 135 percent of
poverty, subsidized at 50 percent for those with income between 135 and 150 perceant
of poverty, and subsidized at 25 percent for those with income above 150 percent of
poverty, However, this subsidy is too low, according to our actuaries, to attract
enough beneficiaries to make the plan affordable. Moreover, private plans,
apparently, can offer any array of deductibles and copays, so long as the total value of
the package does not exceed $800. Not only is this value low, but allowing this
vanation will further exacerbate the risk selection problem. The Senator said that he
does not yet have CBO estimates — and we tmagine that they will be high,

1

» Moergingthe Part A and B trust fund: Although this is not troubling in theory, in
practice it means that we would be capping the amount of general revenues going to
Medicare. This would increase, not decrease, Medicare’s financial future shortfall,

i
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» Medicare Board: The proposal would create a new board in charge of both the
traditional program and managed care plans. Depending on its details, it could
seriously undermine the Administration’s oversight of Medicare,

+ Medicare modernization proposals: It appears that, in the context of premium
support and the Medicare board, the Senators support the traditional program
modemization proposals. It also seems like this is on the only other source of
savings.

It is worth noting that the drug industry published a full-page ad in the Washington Post

supporting this proposal. This suggests that this plan may be designed to immumze the

Republicans from not having an explicit prescription drug beoefit or reforms in general.

We recommend that we publicly acknowledge the Senators” attemnyst to address the
challenges facing Medicare and support for a Medicare prescription drug benefit with
premium assistance for all beneficiaries. We should also praise them for dropping
controversial policies like raising the age eligibility for Medicarg. However, we should
also reiterate our problems with premium support; our questions about how the drug
benefit would work; and our disappointment that the Senator’s plan does not dedicate
resources to Medicare to address its inevilable financing shortiall,

H
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Oorober 19, 1989

The Honorable William ¥V, Roth, Jv. i
Chalrman '
Committes on Flnanc& :
United States Senate |
washington,! D.C. 20510

P,
Dear Mr. Cnalrman:

It wag a pleasure fo meet with vou and Senator Moynihan earlier
this wonth jto discuss our mutual commitment to strengthening .
and modernizing Medicare. It continues to be my hope that the !

Longress wzll take action this year te, at minimum, make a down-
payment on need&d reforma of the program. I look forward to
working wzth you toward that end.

In 1997, the Medicare trustees projected that Medicare would
become insclvent in 2001. Working together acrose party

lines, the Congress pagsed and I enacted important reforms

fthat contributed towards extending the life of the Medicare

vrust fund to 2015, Asg with #ny major legislation, the Balanced
Budgat Act (BBA) included some policies that are flawad or have
had unintended consequences that are posing immediate problems to
some providers and beneficiaries. In addition, the program faces
the long-term demographic and health care challenges that will
inevitably result as the baby-boom generation ages into Medicare.
A we workegd together in 1897 to address the immediate threat to
Medicare, we muat work together now to address its short-term and
long-term challenges.

Preparing and strengthening Medicare for the next gentury is
and will continue to be a top priority for my Administration:
For this reason, I proposed a plan that makes the program more
competitive and efficient, modernizes its penefits to include
the provision of a long-overdue prescription drug benefig,

and dedicates a portion of the surplus to help secure program
solvency for at least another 10 years. HRowever, I alsc share
your bhelief that we need to take prompt action -« whether in the
context of breader or more limited reforms -~ to moderate the |
excessive provider payment reductions in the BBA of 1%97. I |
believe that legiglative modifications in this regard shcoculd be
paid for and should not undermine the solvency of the Medicare !
tnmtfmﬁ*
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You have reguested a summary of the administrative actionsg

that I plan to take to moderate the impact of the BBA. In the
letter that you sent to me last Thuraday, you alsa asked ab?ut
four specific issues related to payment for hogp%tgl putpatient
departments, managed care, skilled nursing facilities, and
disproportionate share hospitals. »

atrached is & summary of the over 25 administrative actions
that my Administration is currently implementing or will take
ro address Medicare provider payment issues. The Department
of Health and Human Services is taking virtually all the
administrative actions possible under the law that have a
policy justification, which will accrue to the benefit of
nospitals, nursing homes, home health agencies, and othexr
providers.

We are Finishing our review of our administrative authority

to address the $.7 percent reduction in hospital outpatient
department payments. We believe that the Congresaional intent
wag to not impose an additional reduction in aggregate payments
for hospitales and I favor a policy that achieves this goal. The
enactment of c¢larifying language on this subject would be useful
in making clear Congressional intent with regard to this issue.
I have attached a letter from Office ¢f Management and Budget
Director Jack Lew, which was sent at the request ol Congressman
Bill Th&ma@, detailing how such language would be scored by OMB.

With regards to managed care, we sghare your commitment to
expanding choice and achieving stability in the MedicaresChoice
marketplace. The BBA required that payments to managed care
plane be risk adjusted. To eass the transition to this asystem,
we propossed a S-year, gradual phase-in of the risk adiugtment
system. This phase-in forgoes approximately $4.5 billion in
payment reductions that would have ocgurred if risk adjustment
were fully implemented immediately. The Medicare Payment
Advisory Commission and other experts support my Adminis-
tration's risk adjusiment plan. Consistent with thisg position,
most policy experts believe that a further slowdown of ite
implementation is unwarranted. Howevey, we remain committed

to making any and all changes that improve its methodology.
 Moreocver, as you know, any administrative and legislative changes
that increasge payment rates to providers in the fee-for-sexvice
program will also increase paywnents to managed care plans,

¢n the issue of skilled nursing facilities, we agrze that nursing
home payments for the sickest Medicare beneficiaries are not
adeqguare. 1 intend to take all actions possible to address this.
Administratively, we can and will use the results of a study |
that iz about to be completed to adjust payments as soon as
possible. While we believe that these adjustments must be budget
neutral, we are continuing to review whethey we have additional
administrative authority in this area. .

.
¥
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Finally, it appears that there has been confusion about ths
current policy for disproportionate share hospital (DSH)
paymeénts. Hospitals across a considerable number of states

have misconstrued how to calculate DSH paymanta‘ The Department
of Health and Human Services {HHS) has gince concluded that this
resulted from unclear guidance. Thus, as reported last Friday,
HHE will not recoup past overpayments and will issue naw, ¢learer
guidance as soon as possible.

We bhelieve that our adminigtrative actions carn complement
legiglative modifications to refine BBA payment policies.

These lealslatzve modifications should be targeted to address
unintended congequences of the BBA that can expect to adversely
afifect beneficiary access to guality care. .

1 hope andjexpect that our work together will lay the foundation
for much broader and nesded reforms to address the demographic
and healthlcar& challenges confronting the program. #We lock
forward to working with you, as well ag the House Ways and Means
and Commerce Committees, as we jointly strive to moderate the
impact of BERA on the nation’s health care provider community.

Sincerely,
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ADMINISTRATIVE ACTIONS BY THE

C LZZ\}TON ADMINISTRATION TO MODERATE IMPACT OF THE
BALANCED BUDGET ACT OF 1997 ON MEDICARE PROVIDERS

i

Medicare revenues

ISSUE ; STATUS
HOSPITALS: GENERAL — *
| Capping hospital transter policy at 10 DRGs for 2 years, through ‘02 Now being
| inplemented
1« Stop administrative recouptnent of DS payments based on unclear gaidance Now bemng
implemented
HOSMTALS: OUTPATIENT ,
** 1 Eliminate the 5.7 percent payment reduction resulting from drafting problem in Under review
the Balanced Budget Act
¥ | Delay implementation of the volume conirol mechantsi for 2 years, which Planned for regulation
wounld reduce payment reduciions carly next year®
Maoderate payment reductions for rural, cancer and other hospiials experiencing [ Planned for regulation
large changes, in budget-neutral manner, in transition to prospective payment eurly next year*
system (PPS)
¥ | Delay implementation of prospective payment system for cancer bospilals until | Planned for regulation
additional data are collected carly next year*
v | Make technicat refinements to the Ambulatory Payment Classitication (APC) | Flanned for cegulation
system | carly next.year*
v | Allow for temporary cost-based APCs for certain new technologies Planned for regulation
early next year®
v | Create additional APCs for certain high-cost drugs (e.g., chemotherapy drugs) | Plaoned for regulation
carly next year*
v | Create separate APCs to pay for blood and blood products Planned for regulation
early next year*
¥ | Pay, at least temporarily, for corneal tissue at acquisition costs rather than as Planned for regulation
part of the payment for overall corneal transplant surgery carly next year®
v | Eliminate use of diagnostic codes in payments for medical visits and reassess Planned for regulation
in the fulure sarly next year*
SKILLED RURSING FACILITIES S .
Y Tncrease payment for high acuity patieats Will be implemented
v | Exclude certain types of services furnished in haspital outpatient departments Now ety
{rom SNF PPS: CT scans, MRIs, cardiac catheterizations, emergency services, implemented
major ambulatory surgical procedures, and radiation therapy
HOME HEALTH - : .
< 1 Delay trackmg patients and pro-rating payments Now being
implemented
¥ | Provide for extended interim payment sysiem repayment schedules for Naw being
agencies implemented
¥ | Postpone the requirement for surety bonds until October 1, 2000 Now heing
. implemenied
¥ | Change surety bond requirement to 350,000, not 15 percent of annual agency Now being

impiementad

H




i
i
'

ISSUE _ STATUS
v | Eliminate the sequential billing rule Wil be implemented
+ | Phase in reporting of services in | 5-minute increments Will be inplemented
PHYSICIANS .
** | Improve annual updates in payments for physicians’ services to eorrect for Under review
crronepus projections through administrative actions
RURAL PROVIDERS
Change the average wage threshold percentages so more rural hospitals can Will be implemented
reclussify ‘
Use same wage mdex for inpatient and putpationt PPS Prarned for regulition
carly next yeart
¥ | Provide stop-oss protection in the transition to the cutpatient PPS Planned for reguintion
i early next year®
2 1 Madify Health Professional Shorage Aren designations Under review
H .
AMBULATORY SURGICAL CENTERS s ;
X | Posipone rimplementation based on 1999 survey
; : :
MANAGED CARE '
o | Phase-in risk adjustment over a S-year period Now being
: implemented
¥ | Extending EverCare frail eiderly demonstration through 1273181 and exempt Mow being
from risk adjustment during this exiension implemented
X | Phase-n risk adjustient over a 7-year period
7 | improve beneficlary protections and access fo information Now being
implemenied
V1 Ease provider pasticipation rules Now being
implemenied

“X" inclicates that this policy is not advisable, as described in the attachment,

*Federal law requires that the Administration cannot commit To changes In & proposed rule before the final
pubdlication, ’

**Under review.




EXECUTIVE OFFICE OF THE PRESIDENT
QFFICE OF MANAGEMENT AND BULDGET
WASHINGTON, [N C, 20503 )

Qctober 18, 1999

THE OIRECTOR ’ e

Honorable William M. Thomas _
Chatrman, Subcommittee on Health
Committee 0on Ways and Means
United States House of Representatives
Washington, . €. '
. i

Dear Mr. Chairman;

Tam w;riéing to respond w your request regarding how the Admindstration would score %he
aftached language clarifying Congmsswnal intent on the outpatient prospective payment sysiem
{PPS) enacted i m the Balanced Budget Act (BBA).

Asyou kmw, the eutpatlcnt PPS was intended to rationalize outpatient payment polic?
The intent of ézaz Jegislation was 10 carrect & flaw in outpatient payments, and included multi-year
savings of $7.2 i’:zz Hion from lower tates of cost growth under the new system. The law was not
- intended to maposc an additional reduction in aggregate payments to hospital outpatient -
departments. No such reduction was contemplated when the BBA was negotiated, and we
¢ontinue to bcllcve that such a reduction would be unwise, The Medicare program needs 1o
continue to encourage outpanent care, not dzscourage it by failing to pay its full costs,

{szﬁ:mmazely, however, 2 zcchmcal draftmg change has produced some confusion over the
outpatient payment formula. The enactment of clarifying language on the subject would be most
useful in eliminating the confusion caused by the technical drafting of the current law. The attached
draft language would clarify the law and assist in carrying out the intent of Congress.

‘The Administration would not score the draft language, which would not mé&iif}' the
statutory provision, since it would only clarify the intent of Congress. Under the Budget
Enforcement Act, legislative actjon is scored only when it changes current law. Findings or
clarifications by Congress do not change the law and do not resuit in scoring. We are not aware of
any cases since enactment of the Budget Enforcement Act in 1990 where findings or clarifications
by Congress were scored. Therefore, the attached ianguaga, if ena;cted would not be scored by
the Office of "sfianagemem and Bzxigei

s Dlrec'sor
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SEC.___.INTENTION REGARDING BASE AMOUNTS IN APPLYING THE
HOSPITAL OUTPATIENT PROSPECTIVE PAYMENT SYSTEM ~With respect fo
:if_itﬁqrminiﬁg 121; amount of copayments described in paragraph {3}%&&}(&} of subseci;‘x;n
1833(t) of the §acia§ Security ’Ac‘zgxas added by section 4523(a} of Balanced Budget
Act of 1997, Céngress fm’ds that such amount should be determined without regard to

H

. i . '
such subsection and clarifies that the Secretary of Health and Human Services has the
authority to detiermine such amount without regard to such subsection, and that the base
amounts to be fgmiczziated under paragraph (3)(A) pot reflect any reductions in aggregate

payments to hospitals for covered OPD services.
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DESCRIPTION OF ADMINISTRATIVE ACTIONS BY THE
CLINTON ADMINISTRATION TO MODERATE THE IMPACT OF THE
) BALANC{ID BUDGET ACT OF 1997 ON MEDICARE PROVIDERS

HOSPITALS: GENERAL

Capping hospital teansfer poticy at 10 DRGs for 2 years, through 20062, We will postpone for
two vears the extension of the hospital transfer policy to additional diagnoses beyond the curent
set of 10 Diagnosis Related Group (DRG) categories. We also will consider whether further
postponement of extension 16 additional diagnoses is warmranted.

Stop administrative recoupment of BSH papments based on unclear guidance, We have
recently determincd that cortain hospitals received additional disproportionate share hospital
(IDSH) payments because guidance on how (o claim these funds was insufficiontly clear. We will
therefore hold harmless hospitals that have received these additional payments. We also will
soon clanify guidance to hospitals and our claims processing contractors on how to ¢laim these
funds. And we will provide further clanfication to State Medicaid agencies because they are the
primary source of data critical to the DSH calculations. We will apply the clarified policy and
hold hespitals respensible {or being in compliance as of January 1, 2000,

HOSPITAL QUTPATIENT PAYMENTS

We are finishing our review of our administrative authority to address the 8.7 percent reduction
in hospital outpatient department payments, We believe that the Congressional intent was for
this pelicy to be implemented in a way that is budget neutral for hospiials and the Administration
favors a policy that achieves this goal. Linfortunately, a technical deafting change bas produced
some confusion over the outpatient payment formula, The enactment of clarifying language on
the subject would be most useful in eiiminming the confusion caused by the technical drafting of
the current law. In addition, there are’a number of changes that we believe are necessary to
address specific po]:cy concerns and moderate the payment reductions in the Medicare '
prospective paynl“lcnt system (PPS) for outpatient departments. Although we are prohibited by |
law from committing to changes before the final rule is published, we can cutline the approaches
we believe are consistent with Administration policy and expect to take in the outpatient
department rule.) These include:

Delay implementation of the velume control mechanism for 2 years, which wouald reduce
payment reductions. We expect to deloy inplementing the proposed “volume control
meghanism.” ’i‘%ze statute requires the agency o develop a volume control mechanism. Inthe |
proposed rule, wc suggested use of n mechanism that might lead to a downward adjustment in |
the payment rates as carly as 2002 (to reflect volume increases in 2000). Delaying this
mechanism would provide time for providers to adjust to the now system.
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Moderate pa ym}wf reductions for rural, cancer and other hospitals experiencing large ‘
changes, in budget-neutral manner, in iransition to prospective payment system (PPS), We:
expect to include a 3-year transition to the new PPS by making budget-neutral adjustments that
will increase payments to hospitals that wouid otherwise incur large payment reductions. These
hospitals would include certain rural, inner city, cancer, and teaching hospitals, Some hospitals,
like cancer hospitals, are projected to experience a reduction in exeess of 30 percent. This
transition policy would ensure that payments do not drop below g specified threshold to protect
against such reductions. -

Delay implementation of prospective payrent system Jor cancer hospitals until additional data
are colfected. The lack of reliable data from cancer ceniers makes developing a prospective
payment system for them difficult, Conseguently, we now expect o delay [ull implementation
of the PPS system for the cancer hospitals and 1o use an interim payment system for at least 18
months from the initiation date of PP'S {or other hospitals. We would not end this interim system
until we are ready to implement a prospective system for cancer hospitals based on full
information. !

Make technical refinements to the Ambulatory Payment Classification (APC) system. We plan
to make chzmges to address the many technical comments reegived regarding the proposed
Ambulatory ?aymcni Classification (APC) system as part of the final rule, including the detatled
comments from MedPAC. We also plan o address the many other comments, including those
related to the appropriateness of the system for categories of providers, in the final rule. And we
have hired another independent, outside contractor, Kathpal, 1o provide additional private-sector
cxperlise as we address problems with the data we have on the cost of chemotherapeutic agents,
This contractor is examining a random sample of paticnts who need chemotherapy and other
high-cost drug costs to advise us on possible methods and data for assuring adequate payment for
these drugs. We believe that further outside reviews would delay the implementation of the
system and the planned reductions in beneficiary out-of-pocket expenses.

X !
Altow for {em;;z;;a{;} cost-bused APCs for certain new fechnolopies. Concerns have been raised
about the adequacy of payments in APCs for medical technologies that are new {and hence are
nat reflected in the data bases on which we do our cstimates) and where the cost of the item is »
very large re!azivp 1o the payment for the APC. In some instances it may be possible to
accommodale new, high-cost technology items within the APCs. In others, we expect to specify
in advance and use a set of cost-related APCs for some period of time while better data about |
actual costs are collected.

Create additional APCs Jor certain high-cost drugs fe.g., chemotherapy drugs). Packaging
payments for certain covered drugs with the procedure or visit with which they are furnished
enuld underpay hospitals and slow the introduction of new drugs into the system. Thus, we
anticipate creating additional APCs to pay for certain drugs, porticularly bigh-cost drugs. Where
appropriate, we would permit billing for multiple APCs depending on dosages actually used.
With respect to chemotherapy, we expect to substantially increase the number of APCs for
chemotherapy agents to minimize the variability within groups and sssure beneficiary access is

not compromised. We would also ¢reate APCs for supportive and adjunciive therapies. 1

l 7 ' :
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Create separate APCs to pay for blood and blood products, Under the proposed rule, we would
pay for bleod and bloed products as part of the payment for a surgical procedure or blood
transfusion service. As a result of concerns raised in comments, we have reconsidered our
proposal and now expect to implement separate APCﬁ. to pay for blood, other blood products and
anti-hemophilic fazzii}z‘s ‘
Pay, at least temporarily, Jor corneal tissue ot acqiisition costs rather than as part of the
payment for m&.?f}!f corneil transplant surgery. Under the proposed rule, we would pay for
corneal tissue a{.,r;gmszim costs as part of the payment for corneal transplant surgery, Given the
variable rates at whzck hospitals acquire the tissue {rom eye banks, we are likely to accept the
recommendation 10 decouple payment for tissue acquisition from that for the surgical ;}mccdwe
and to pay fori 11 'at least until further experience is gained, based on acquisition cost,

Eliminate use of diagnostic codes in paysnents for medical visiis and reassess use in future.
The proposed rule based payments for medical visiis to clinics and emergency departmoents on
codes for both medical procedures and diagnosis. -Because diagnostic codes are not used in
payment for all other services, we now expect to revise our medical groups by elimiinating the
use of diagnostic cades in computing payment amounts for the present.

SKILLED NURSING FACILITIES (SNF) PAYMENTS

Iucrease payme:i:? for high acnity patients. We will use administrative flexibility to increase '
relative weights for the Resource Utilization Groups for high acuity patients under the Skitled
Nursing Facility Prospective Payment System (SNF PPS). We expect to bave research findings
on advisable refinements completed by the end of this year and to include them in a proposed
rule next Spring, for implementation in October 2000, We belicve these changes should be
budget neutral. However, we are continuing to review whether we have additional administrative
suthority. :

Exclade certain types of services furnished in hospital outpatient depariments from SNF PPS:
CT scans, MRIs, cardiac catheterizations, emergency services, major anthulatory surgical
procedures, and radiation therapy. Using the limited administrative discretion afforded by the
statute, we have excluded these types of servicss performed in hospital outpatient departments
from the SNF PPS bundle. We have done so because such services are exceptionally intensive
and well beyond the scope of SNF care plans. We received a significant number of comments,’
both in response to last year's interim final rule, and at s national Town Hall meeting we held to
solicit commentsion SNF PPS. We arc examining whether any additional hospital outpatient
services {e.g., chemotherapy} could be carved out within the scope of our present admlmstrama
authorities, but believe that legislation is necessary to cxcludc these or other services {(e.g.,
prostheses) caiﬁgz}rzcaliy



HOME HEALTH PAYMENTS

Delay tracking patients and pro-rating paymenis. Although fiscal intermediaries are
responsible for tmckmg and pro-raling payments, we were unable to make the necessary systems
changes to acwmpizsh this due to our efforis related to Year 2000 computer systems %
TeUIremeEnts. ?kcrcforc we are delaying implementation of the requirement until the ;
mmplemeniation cfzhe prospective payment system. We have developed a way to implement this
proposal under the prospective payment systen that will allow fiscal intermedinries and HCF A
to more directly track beneficiaries. We also want 1o clarify that the law does not make home.
health agencices responsi ible for tracking utilization for purposes of pro-rating payments. ;

Provide for extended interim payment system repayment schedules jor agencies, As part of cur
Medicare reform plan, we are allowing agencies an automatic 36 months to repay excess interim
payment system {{PS) overpayments. The first year is interest-free.

Postponing the requirement for surety bonds until October 1, 2000. We are postponing the
requirement for surety bonds until October 1, 2000, when we will implement the new home
health prospective payment system. This witl help ensure that overpayments related to the
interim payment system witl not be an obstacle to agencies obtaining surety bonds.

Change surety bond reguirement to 350,000, not 13 percent of annual agency Medicare
revenues. We are also folloewing the recommendation of the General Accounting Office by
requiring all agencies to ebtain bonds of onty $50,000, not 15 percent of annal agency Medicare
revenues as was proposed carlier.

E
Eliminate the sequentiaf billing rufe. As of Iuly 1, 1999, we ¢limingted the sequential billing
rule. Many home health agencies had expressed concern about the impact of the implementation
of this requircment on their cash flows and this measure should alleviate these problemsoa
large degree. ‘ :

Phase in repartz‘}zg of services in 15-minute incremeryts, We are phasing in our instructions
implementing tim requirement that home health agencies report their services 1n 15-minute
inerements in rcspcmc {o concerns that the demands of YZK compliance were competing thh
agency efforts 1o implement this BBA provision. ‘By allowing this degree of flexibility fora
temporary period, we will prevent any agency cash flow problems or returned claims.

i
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PHYSICIAN PAYMENTS

Inprove anuual updates in payments for physicians’ services to correct for erroncous
projecsions through administrative actions. As we indicated in the Federal Regisier on October
1, 1999, at this time, we do not believe we lave the ability under current law to make
adjustments to revise the Sustainable Growth Rate (8GR} based on later data, We agree that there
is a problem and thus have submitted, as part of the FY 2000 budget, a budget-neutral legislative
proposal 1o require that revisions be made to correct estimation errors in calenlation of the SGR
and to fix other technical aspects of the SGR. However, we are continuing to review whether we
have any abil%ty%&ém%n%s&m‘iveiy to address this issue.

RURAL PROVIDER PAYMENTS'

Change the average wage threshold percentages so more rural hospitais can reclussify. We,
are implementing policies making it easier for rural hospitals, whose payments now are based on
lower, rural area average wages, to be reclassified and receive payments bused on higher average
wages in nearby urban areas and thus get higher reimbursement, Righi now, facilities can get
such reclassifications if the wages they pay their employees are at least 108 percent of average
wages in their rural area, and at Ieast 84 percent of avorage wages in a nearby urban arca. Weare
planning to change those average wage threshold percentages in the FY 2001 hospital regulation
so more hospitals can be reclassified.

Use same wage index for inpaticnt and outpatient PPS. In the proposed rule, we expect to help
rural hospitals b}ir using the same wage index for calculating rates that is used to calculate
inpatient prospccétive payment rates, This index would take into account the effect of hospital
reclagsifications and redesignations.

Modify Health Professional Shortage Area designations, We are also working to address other
concerns of rural providers, where we can, throngh administrative actions. The Health Care
Financing Admiristration has formed a high-level working group on rural health to work with
providers to identify both administrative and legislative issues and resolve those that we have the
authority to address under current law. For example, we are working with the Health Services
and Resources Adsunistration to modify the Health Professional Shortage Arca designations.
We are also considering changes 1o policies related to Critical Access Hospitals, Graduate
Medical Education payments for rural providers, and wage indices for maral providers.

AM BULATOR}’ SURGICAL CENTER (ASC) PAYMENTS

Postpone implementation hased on 1999 survey. We plan to publish the final rule on payment
policy changes ﬁ:ar ASCs next spring and implement the new systen in July 2000, The current
ASC rates have bez:n in place singe 1990 and are based on 1986 survey data. We appreciate the
desire to mcaz*pmaie more current data. However, the process of sending out and having the
ASCs complete the surveys, auditing the surveys, analyzing the data, writing a proposed rule,
commeniing on a proposed rule, and issuing a final rule is lengthy, If we were to delay
implementing payment changes until the 1999 survey data are incorporated, we would have o
delay the payment policy changes planned for July 2000 for an additional three years,

5



MEDICARE +CHOICE PAYMENTS .
Phase in risk adjustment over a S-year peried. In March, we announced a five.year transition 1o
comprehensive risk adjustment for Medicare+Choice plans to minimize the disruption to plans.
We plan 1o begin the transition in 2000 with a 90/10 blend of demographically and risk adjusted
rates. This blend will be gradually increased over five years so that in 2004, rates will be fully
risk adjusted using a comprehensive adjustment system that takes inte account all care settings.

We believe that this five-year transition strikes the appropriate balance between concern for plans
and our obligation to be fiscally responsible and ensure that plans are paid fairly and
appropriately for the care they provide, especially to the sickest beneficiaries. Our actuaries
estimate that thi's transition schedule will cost the Medicare Trust Funds $4.5 hillion more tha?i
full implcmentauon of risk adjustment in 2000. Qur current phase-in schedule prevents ;:}Zz%as
from cxpcnencmg more than a five to ten percent shift in rates in the first few years, For
example, based on our impact analyses using 1997 and 1998 plan data, no plan would face more
than a 1.85 perccm reduction in 2000 and plans on average would face only a 0.7 percent '
reduction in 2000. Significant differences in later years would indicate that a plan’s enrollees are
substantially healthier than average, in which case it is appropeiate to pay more to other plans °
that are caring for less healthy enrollces. A nmumber of experts, including the Medicare Paymﬁ:zzi
Advisory Commission, support this appreach. We would like to work with Congress and other
intgrested parties to further review technical modifications to improve Medicare+Choice risk
adjustment. ‘

Extending EverCare frail elderly demanstration through 12/31/01 and exempt from risk
adjustment during this extension. For EverCare manoaged care plans that provide specialized
services to the fr:aii elderly, we are extending this demonstration project for an additional year
through December 31, 2001, We also will continue the exemption from risk adjusiment during
this extension. This will provide additional time 1o complete our evaluation of this project. It
also will allow EverCare to submit additional data on the special population it serves, which we
can analyze for possible use in refinement of our risk adjustment methodology,

tmprove benefi é‘my protections and access to administration. We also published reﬁnem&n£§ to
Meézcam-«(:hezce regulation that improve beneficiary protections and access to information. ? or
example, we clarified that any beneficiary who is enrolled in a Medicare+Chotce plan that j
withdraws from the program is entitled to immediate enrollment in any other remaining
MeéicareéChz}i::Ee plan serving the enrollee’s area.

Ease provider p;:rzici;za!z'wz rufes. We have taken additional steps to assist plans and encourage
their parifcipation in Medicare+Choice. We worked with Congress to give plans two more
months to file the information used to approve benefit and premium structures so plans are able
to use more current experience when desigming benefit packages and setting cost sharing levels.
We also cased provider participation rules and increased flexibility for plans in coordinating care
for enroliees with serious or complex conditions and in conducting nitial health assessments for
new enrolices.
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THE WHITE HOUSE
WASHINGTON

June 29, 1699

P

MODERNIZING MEDICARE EVENT

DATE: Jung 30, 1999

LOCATION: Grand Army of the Republic Memorial Hall
Chicago Cultural Center
Chicage, 1L

EVENT TIME: 10:45a0m ~ | [:43am

FROM: Bruce Reed, Gene Sperling, Chris tennings

¥

PURPOSE

To ?zigh;igh{ your new plan to strengthen and reform the Medicare program, with a
spectal émphasis on the proposals that modemnize the Medicare benefit package,
including the creation of a new prescription drug benefit for alf beneficiaries and cost
sharing protections for preventive benefits.

3

BACKGROUND

You will address an audience of approxiraately 358 people, including local government
officials, representatives of senior citizen orgamizations, and senior ¢itizens from across
the Chicago area. Many of the seniors in attendance participate (n programs sponsored
by the Chicago Department on Aging, including classes and activities at the Renaissance
Court, a senior center in the Chicago Cultural Center which offers & vanety of
educational, health, and fitness programs for adults age 35 and above,

Today you will discuss the importance of modernizing the Medicare benefit package to
include a long-overdue prescription drug benefit and eliminate all cost shanng barriers for
gsmveniii*e care. As you summarize your plan to strengthen and modernize the Medicare
program, you will emphasize that affordable prescription drug and preventive services
have become essential elements of high-quality medicine. You will also hear firsthand
about the difficult choices and financial burdens seniors face when they do not have
prescription drug coverage.

MEDICARE'S BENEFITS NEED TO BE MODERNIZED. Prescription drugs and
preventive care hive become ceniral to modern medicine.

i
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Millions of beneficiaries have no pre'scripticn drug coverage ind milions more
are at risk of losing coverage. Nearly {5 million Medicare beneficiaries have no
prescription drug coverage. And, niillions more are at risk of losing coverage or have
maéeqm{e expensive coverage. Lack of drug coverage is not just 2 problem for low-
income beneficiaries; ghout 40 percent of beneficiaries without drng coverage have!
meomes above 204 percent of the poverty level {about $16,000 for a single, $22.000
for 2 couple). Nearly one in three of non-ciderly Medicare beneficiaries, almost half
of rural beneficiaries, and about 41 percent of bencficiaries older than the age of 85
do not have coverage for prescription dnigs.

Current prescription drug coverage is unstable and declining. About 37 porcent
of Medicare beneficiaries had private employer-based or Medigap insurance for drug
coverage in 1995, Both sources of coverage have been declining as the cost of
coverage rises. The number of firms offering retiree health insurance coverage .
dropped by 20 percent betweea 1993 and 1997, and Medigap premiums have been s
rising at double-digitinflation.

Meéimre managed care plans have limited coverage and arc not accessible to
millions of the elderly, While Medicare managed care plans usualiy offer some drug
coverage, it is typleally limited {e.g., 31,000 cap). In addition, 11 million
‘beneficianes, who disproportionately reside in rural areas, have no access to managed
care plans.

Opponents® arguments against a prescription drug benefit that is available to all
beneficiaries resembles the opposition te the enactment of Medicare. Although 56
percent of the elderly had insurance before Medicare, this coverage was expensive,
inadequate, and unreliable - much like drug coverage today, Medicare would not
have been created if this “coverage” was considered acceptable. .

Preventive benefits are a necessary part of modern henalth eare, According to
recent studies, Modicare preventive services are underuiilized. For example, studies
indicated that only one in four women in their sixties are tested as recommended for
breast cancer. In the first two years that Medicare covered screening mammographxes
only 14 percent of eligible women without supplemental insurance received a
mammogran,

Y our plan to modernize Medicare’s benefif package addresses these critical issues by:

MODERNIZING MEDICARE’S BENEFITS TO INCLUDE A NEW
PRESCRIPTION DRUG BENEFIT. Your plan includes a new, voluntary Medicare
drug benefit, Called Medicare Part D, it would offer all beneficiaries, for the first time,
access to affordable, high quality prescription drug coverage beginning in 2002, This new
benefit would provide:

' H
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¢ Meaningful coverage that is available to all beneficiaries. Medicare would cover half
of drug costs from the first prescription up to 35,000 in spending per vear {32,500 in p];m
nayments). The spending bt would be phased in from 2002 w0 2008 and, in
subsequent vears, adjusted for inflation. Beneficiaries would have aceess to discounts
negotiated by private managers. For the nearly 15 million beneficiaries who have ;
absolutely no coverage, it would provide significant financial relief. For the several |
million beneficiaries who rely on Medigap or Medicare managed care, this bepefis would
ensure, that thelr coverage will always be there, without excessive rale increases or
reductions in the generosity of the benefit. g

H

. Affordable premiums. Beneficiaries would pay a separate premiumn for Medicare Part D
— an estimated 324 per month in 2002, and $44 per month in 2008, when fully
iinp]cmgmcd. Cost sharing protections for low-income beneficiaries would be ¢xpanded.

» Low income protections, Beneficiaries with incomes up to 135 percent of poverty
{311,000 for singles, $15,000 for couples) would pay no premiums or cost sharing, with
the premum subsidy phased out from 135 to 150 percent of poverty. The Federal
government would pay for all of the costs associated wiih beneficiaries with incomes
above poverty. :

¢ Private management. Benceficianies in managed care would be covered through their
plan, For the rest, Medicars would contract out with numerous private pharmacy benefit
managers (PBMs) or similar entities to manage the benefit. This partnership would
provide beneficiaries with the same high quality benefits they expect from Medicare
while allowing for more flexibility and innovation in program management over time. ‘%0
price t,ontrols would be used,

IMPROVING PREVENTIVE BENEFITS AND ELIMINATING COST SHARING. -

This proposal, which costs $3 billion over 10 vears, would tzke 1 number of steps 10 make |

preventive services more affordable as well as to raise awareness of services. it would:

» Eliminate all existing preventive services cost sharing, Eliminate existing copayments
and the deductible for every preventive service covered by Medicare, including hepatitis
B, ¢olorecta] cancer screening, bone mass measurements, pelvic exams, prostate cancer
screening, diabetes self management benefits, and mammographigs.

s Launch a smoking cessation demonstration project. Initiate a three-year
demonstration project 1o provide cost-effective smoking cessation services to Medicare
beneficiaries.

« Create 2 new health promotion education campaign. This new, nationwide health

promotion education campaign would be targeted 10 all Amencans aver the age of S0, :
i
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. To be provided by speechwriting.

PARTICIPANTS

Siage Participants:

Anne Thomas, Oak Park, [L

Anne is a 68-year-old, single woman with osteaporosis and asthma, Currently, hor ga: of
packet costs on prescription drugs 10 freat her osteoporosis are over 3108 a month
{about 1/6 of her incomej. She is not able to afford the exiremely expensive medicsiion to
treat her asthma, and when she has a severe asthma attack she often rses the medication
prescribed for her children and grandchildren, who alse have asthans,

Leigh Hamiiton, daughter of Anne Thomas

Laura Peterson, daughter of Anne Thomas

Event Participants:

Anna Willis, Commissioner, Chicago Department on Aging -

Linda Esposito, Cicero, lliinois

Linda hug been u geriatric pharmacist in the Chicage area Jor 13 years. She has seen
first-hand the struggles and tough choices faced by senfors without prescription drug
coverage.

Harna Bratman, Chicago, Hlinois

Hanna {3 & 79-vear-old widow whose high out-of-pocket costs for her reguired
prescription medications relative 1o her fixed income have foreed her to make difficult
fifestvle changes. In arder to obtain the appropriate medication to treat her asthma and
heart condition, Hanna spends nearly 33,000 anmnually.

PRESS PLAN

1

Qpen Press.
SEQUENCE OF EVENTS

- ¥OU will greet the stage participants and leaders from senior ¢itizen organizations.

- YOU will be announced, accompanied by Anna Willis, Linda Esposite, and Hanta
Bratman, onto the stage,

«  Anna Willis, Commissioner of the Chicago Department on Aging, will make brlet
remarks angd introduce Linda Esposito.

«  Linds Esposito will make brief remarks and introduce Hanna Bratman.

«  Hanna Bratman will make brief remarks and introduce YOU,

- Y{f}i{? will make remarks, work a ropeline, and depart.

REMARKS

1
!
i
1
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The Hosorable John D, Podesta ’ N
Chief of Staff to the President
The White House

Washington, D.C, 203500
Dear John:

It was good 1o talk with you yesterday, ”i“hzs letter s to follow up on our conversation. I'l]
be dropping the President a note on this next week, as well.
|

As you develop a Medicars preseription drug proposal, I wanted to share my thinking on
some Key concepts:
i
(13 1 hope you'will be able to stay as close to the bill that Jay Rockefeller and I introduced as
possible. All the clderly groups are supporting it.  would be unforbumate if the Administration’s
proposals look very different. We need to speak with ane voice op this issue, and we peed the
elderly to be sz:fidi}* behind us. :

(2) The elderly need a sound benefit package if we are to keep their support. That means we need
basic coverage that will offer something to those with only moderate drug costs, as well as a
catastrophic benefit to guarantee that those who need expensive drugs will be protected. If we don’t
have both components, our plen will be difficult to defend. When Jay aod [ developed our bill, we
fonnd that most of the cost is in the basic benefit. The catastrophic benefit raised the overall cost
by only about 20%, but it means critical protection for those who need help the mosgs.

{33 T know tlsat you have concerns sbout how to finanice the cost. [ see 4 number of pogstble S{zm
of funds: PO

1

A

t

. The biggest potential source is the surplos that §s already allocated to Medicare under the
President’s budger. [ do not see any conflict in using a portion of these funds for financing
a prescription drug benefit.  Medicare cuts were the biggest single source of spending
reductions creating the surphus. The solvéney of Medicare has improved dramatically since
the President made his proposal. The President said that the surplus was to be used 1o
unproveiand strengthen Medicare, There is gothing more important to imprave and
strengthen Medicare than coverage of prescription drugs. If one-half of the portion of the
surplus desigrated for Medicare is used to pay part of the drug benefir, it would raise $172
billion over the next 10 years—and salt make it possible to extend the solvency of the Trust

H
H
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Fund w0 2020, the President’s original ‘té:get.

» We should preserve the option of using tobacco taxes to finance part of the benefit, \j‘s’c
could propose an additional tobacco tax, or reallocate the tax already included in the
Administration’s budget, A tax of 55 cents a pack would raise abowt $70 billion over Ifen
years. ¢

. szzaﬁang chotees on the benefit ;zss:kage the elderly are willing to pay more in premiums
for greater security. Retaining the 25% share in Part B today is important, but ] wouldn’t be
too congetned the difference between a $15 and $25 additional month[y premium, or
something of that magnitude. In Massachusetts, 50% of the senior citizens in the Warvard
Cammumzy Health Plan voluntarily chose to pay more than $70 2 month for drug coverage,
Of course, we would need additional protection for the low income clderly. .

| A
» Any program savings from the President's reform package should be dedicated to
prescription drug coverage.

» The eid#riy organizations were all very comfortable with the relatively high $200 dollar
deductible included in our bill, It largely financed the cost of the catastvophic benefit. -

(2} Suawegically, the most important step is to lauach a benefit that the elderly will rally around. If
we gel this program enacted, in the 2nd it will be part of some overall agreement with the
Republicans, and not neiccssanly tied to any specific fimancing source.

Tn our March 4 meeting with the President, he emphasized that he wanted a plan that Jay and
[ and Jim McDermott and John Dingell agree on. We're all grateful for that, and we look forwa:.i

to working cinsczy with you,
l ., :v“;:x-f;;

Thope these thoughts are belpful. The President’s leadership on this critical health i is3ue has :
been inspiring, zmd there are reasonable prospects for success this year,

With thsr.ias and appreciation,
|
As evet, 7 7
/

e /A

Edward M. Kennedy [
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. THE WHITE HOUSE
WABHINGTON

May 29, 1999

MEMORANDUM TO THE PRESIDENT

FROM: Gene Sperling and Chris Jennings

SUBJECT: Briefing Memorandum for Medicare Meeting
On Tuesday, y{xz will have a Medicare nweting in which we will review key elements and |
several packages of reforms, seeking your guidance as we develop a plan. Our goals for thig pian
inchade: (1} significant dedication of the surpius for Medicare, which will extend the life of the
Medicare Trust Fund as wetl as reduce debt; (2) serious modernization of Medicare, inchuding
making it more competitive; (3) substantial prescription drug benefit; and (4) sufficient savings
to make vur prescription drag benefit fiscally respensible. These goals conform 1o vour
principles for reform articulnted at the AARP in February.

i
Below, we describe the major elements of reform, key parameters of a prescription drug benefit,
and illustrative packages. Ultimately, your primary decisions about the Medicare plan walt hinge
on how the preseription drug benefit is designed and financed. Packages showing eptions for
drug benefits and financing options are shown at the end of the memo.
Key ELEMENTS ’
Madernizing Traditional Medicare. One of the pesitive contributions of the Medicare
Commission was to unanimously support making the traditonal Medicare program more
competitive (e.g.. allow for niore compelitive pricing; greater abifity to contract out for services;
bigh-cost case management).  Your Medicare advisors also unantmously agree that these
policics are worth including in the plan. They save an estimated $14 billion over 10 years,

Competitive Managed Care Payments. A more controversial issoe is whether to allow |
competition 1o determine Medicare promiums and government payment rites, Pranium support,
the centerpiver of the Breaux-Thoemas proposal, would set sll Medicare premiums competitively,
including thatof the truditional program. Because it would result i a lower government -
consribution lor traditional Medicare, the actuary projects that the fraditional prograny promivms
would rise by 10 10 20 percent, effectively driving people into managed care. Your advisors arc
recommending an option that is fundamentally different because it would protect the traditional
Medicare premianm, assuring thal competition is based on choice, not finauckd covrcion,
Although this aption does not produce as much sovings as does the Breaux-Thomas premium
suppart model ($10 versus 330 billion over 10 years), it would be considered structural reform
sinee it gives meontives o encourage boneficianies to chiouge Tow-cost plans, Thure is a nisk,
however, that-base Democrats will view it as a “voucher” or something akin to Breaus-Thormas
and conservative Demoerats and many Republicans mauy think tha it does not go far enough.
Regardless, ajl of your advisors are i favor of including this proposal. '
j

i
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Income-Relafed Premium.  An income-related premiuns is a progressive form of increasing
beneficiary contributions. You have supported this policy in the past {1992, 1993, and 1997) 50
long as it is designed well.  All of your advisors recommend that it begin at $80,000 for singles,
$100,000 for couples, which produces about 325 billion over 10 ymrs and afleets about 2 million
beneficiaries. Some are willing to go lower (o avoid the use of surplus lunding (o help finance ihe
drug package.

Cost Sharing, Chaﬁgzs can both muke Medicare’s cost shuring more rational and help fund the
preseription drug;lzmé il. The following is the list of options under revicw:
;
*  Eliminate prcvemivc cost sharing: Cost gharing can inhibit beneficiaries {rom using their aew
Medicare preventive benefits, iliminate all cost sharing would cost 33 billion over 10 years and
is unanimously recommended by your advisors.

+  Add lab 20% copay: Only lab and home health services do not have any copays, and most |
experts agree that o [ab copay could decrease excess use (the typical 20% copay would be about
$5-10}. Bt would save about $9 billion over 10 years and is supported by your advisors.

o Change nursing home copay {¢ 20% coinsurange: The nursing hame benefit’s current cost
sharing structure is not rational. Beneficiaries pay nothing for the first 20 days, but then pay
ncarly $100 per day (ahout 33%; for days 21-100. This propasal would apply a 20% copay®
{xbout $60 per day) for all covered days. This helps sicker beneficiaries, but applies a new
copay ta short-term nursing home residents. While we aimed to make this cost neutral, it
actually S‘,&VLSI $4 billion over 10 years. It s possible to lower the copayment to make it budget
neutral. i

s Index the Part B deductible o milation: The $100 Purt B deductible has oot been updam‘i SR
the 1980, and 15 Jower than most private foe-for-service insurance plans. This proposal would
simply index the current deductible o general inflatian {by 2610, it would be $135) and save
about 32 bilhon over 10 years, Most advisors recommend this, particularly if it ehiminates the
need for a home health copay. Seme are willing 1o increase the deductible (1o $1503 f it would
avoid the need for surplus spending,

*  Add 35 homne healih copay.  Most experts agree thal a carefully designed home health copay
can reduce excess use without harming beaeficiarics. At the same time, home health users are
among the most vulnerable (older, sicker); increasing this benefit's cost sharing has the
appearance {\i being inconsistent with your long-term care initiative; and the new prospective

_payment waiz;m will reduce use without copays. Although a number of your sdvisors agree that
this is gond ;3{}1;:‘:}' they belipve that i I8 sot necessary in zhe context of the other beneficiary
cost shanng propasals sutlined wbove {saves $7 billion over 10 years).




Provider Payment Reductions. Provider savings arce difficell o find given (a) our FY 2600
budsget used the imited options for the next few years; (b) the BBA of 1997 package relied heavily
on providers savings; and (¢} alt major provider groups have launched a campaign not just against
additional savings but in support of increased spending 1o offset the Balanced Budget Act in the
near term. Even conservative Democrats like Senators Conrad, Moynihan, and Bingaman are
considering “{ixing” or undoing BBA *97 reductions, especially for acadenic health centers, rural
hospitals, nursing homes, and other providers, Qur goal is to have some fixes where clearly well
justified while still gatting some moderate new savings, As such, we are proactively seeking
administrative interventions that could moderate the effects of the BBA. If we conclude thay
administrative actions are inadequate, targeted legisfative fixes could help avoid a negative response
to your proposal. However, because of the limited availability of on budget surplus dollars in 2000,
finding carly-year savings 1o offset these costs would be extremely diffienlt. Your advisors believe
that a credible Medicare reform plan, taking into account provider constraints, could achieve about
346 bithon over 10 years {more or Jess depending on the degree of fixes).

PrESCrirTION DRUG BEngrT, The part of your Medicare plan that will recetve the most attention
is its prescription’drug benefit, The basc Democrats will judge your plan in large part by how
generous this benefitis, Many of them have signed onto the Kennedy-Rockefeller plan, which
provides for 20 percent coinsurance up o a cap, and thon provides 140 pereent coverage after the
beneficiary has spent $4,200 on drugs. This bill costs over $300 billion over 18 vears. On the other
hand, conservative Democrats are interested in the feast costly benefil that can be validated, even
minimally, as meaningful. The following table shows our major options.

i
H

1
PRESCRIPTION DRUG S8ENEFIT OPTIONS {§ 81LLIONS - Praliminary - Excludes State Maintenance of Effort}
; iyl 2002 /L3 2004 2088 D06 ez 2008 2849 G009
$8,000 LIMIT Poep 2000 $2000  $A000 | $4.000 55000  indexed ,
80% Pramium . el £.6 0¥ 145 14,0 173 15,1 pra s 223 $23.8
Fremiums 24 528 31 334 $41 $43 345 $43
§57% Premium . 0 7.4 14,3 8.7 8.9 233 254 275 %7 1541
Premiums $ig 7 21 si4 27 $25 £33 £
$95,008 LNT * 1 Lan $4,000 33000 $8,000 ) B6000 8000 38000 510,000  inderud
£5% Promium % & 7.2 58 155 17.3 184 08 223 5.1 141,58
Promiums 3¢ $33 538 §40 $45 347 $5¢ 55 ¢
8% Premium o 9.6 15 4 208 2% 25.4 g 30.8 338 184.8
Promiums . ¥ 3] $22 525 £27 s30 51 £34 $38 .
ND LIMT: ' Cap: $2000  $2.000  $3000 | $AL0D  $5000  None |
54% Pramium o 5.8 128 33 151 103 AR 241 6.5 1348
Fremiums $24 $30 $51 $39 Sq41 £51 $54 355
JST% Premigin 4] FA 15.9 177 0.2 23t 280 32 3b4 17838
Pramiums . E311 320 21 324 $27 $34 3t 38 .
* Meter The policy vath jfw F18.000 cap is mors oxponsive than He safsstropiit, oplicag Gy Because o offees e :
QERATDUS COverage i ihe early years of 4% dasign (00 to 06); the salaslrohpic 0otion 18 mog expansive i the sulyours !




Al of your advisors support a policy i which we cover 30 percent of the costs of prescription drugs
up to at lcast $5,000. We belicve that this will have a simple, clear message: if you choose to pay a
modest premivm, we will pay half of your prescription drug costs up o $5,000. Another reason that
your advisors supbori this is that every year, every beneficiary will sce a benefit every tme that they
buy o ;}f{:qf;rspuon drug because there is no deductible, The two issues of difference among your
advisors arc how much the prentium {and overall benefit) should be subsidized and whether or not
there should be catastrophic coverage.

On the subsidy issue, the Mcadicare actuary has concluded that 50 percent is the minimutn subsidy
amount that is necessary 1o attract enough healthy beneficianies (o avoid adverse selection. Some of
your advisors think that a 50 pereent premium is the most that we should do because anything
higher will create too large of an entitlement that will be 100 hard (o restrain in the future. Other
advisors feel, however, that unless the prepiium subsidy is closer to 67 percent (and under $20 o
start}, the prenziun;z will be oo high and the overall attractivencess of the plan eculd be lampered.
A second, major issuc is whother the benefit is capped or covers catastrophic costs. Most policy
experts believe that “true insurance™ should not have caps and are concerned about capped options
that leave the sickest beneficiaries unprotecied. The Kennedy-Rockefeller bill, for this reason,
ineludes catastrophic coverage. However, capped drug benefits have the advantage of constraining
costs because the government’s maximum spending growth ts limited while the catastrophic
coverage has the potential for more unconstrained growth in the out years.

H

f
FINANCING Gap. (1 all of the advisors’ recornmendations on key cloments were adopted, there |
would be Medicare savings of about 8100 bitlion over 10 years. This is about $30-90 billion below
the cost of the drug benefits being considerad. Options to fund this shortfal] include one or more of
the following:

»  Making ihe drog beoefit less penerous. The level of the subsidy could be reduced from 67 1o 50
percent, raisin g the premium by roughly 310 per month, One could also reduge the benefits,
but most of }«*i}ur advisors believe that further diminishment of the base drug coverage paaix%it
would be anappwlmb to beneficiaries and thor advorates,

¢ Increasing provider and/or beneficiary savings: Most of vour advisors are loathe to c&nsidc:r':
additional provider and/or beneficiary savings.for fear that it would undermine the politica]
suppont for the package. However, some would argue that it might be advisable, al least as an
jrdtial positioning strategy, 10 ingrease these savings (primarily by maximizing the BBA
extenders and minimizing the BRA fixes) to aveid using the surplus.

+ “Including an additional tobaceo tax: Because the tabaces tax in our budget 1s unlikely to be
used by the Congress, an addiGonat tobaceo tux may not be viewed as o eredible financing
seurce. It is also unpopular with the Mouse Denweratic leadership. However, the Senate
Finance szztz‘}tzwa may be mere supportive of the tobaceo tax than the surplus as a source of
funding. A $15.50 tax {on top of your budget’s $0.55 tax) would gencrate sbout 345 billion in
revenue (rom 2000.069,

1



» Using the surplus: Using a portion of the surplus dedicated 1o Medicare solvency for
preseription drags could be justified given the tremendous drop in the Medicare baseline ($240
bilfion over 10 years from 1958 1o [999).  While there are credible arguments for using the
surplus, it ¢ ear%y kas to be considered in the broader Social Securily / surplus context, Some
fear that wzihout more progress on Social Securiiy solvency, epping any portion of the surplus
for pz‘LS{:éI[iilOn drugs before the solvency of Social Security and Madicare has been addressed
could sirf’:ng,tben the Republicans’ argument for using the surplas o finance a large tax cut.

ILLUSTRATIVE PACKAGES. On the following page, you will find iflustrative options that show
combinations of drug benefits and additionat offsets. Lvery option includes our recommended
“base policy” which reflecis the preliminary recommendations of your advisors. It assumes that
. each drug benefit desiyn has a zero deductible and a 50 percent copayment, The elemients of the
drug benefit options that aflect its cost are: (1) the degree to which it is subsidized (and therefore
what the premium weuld be) and (2) the level to which the benefit is capped or altemaiwely,
whether it pmvzdes for any catastrophic protection. 1t is likely that we will use some version of ¢
these options to help focus our discussion with vou during the Tuesday Medicare reform meeting.
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OPTION 1 OPTION 2: OPTION 3:
No Additional Financing Additional Tolsaces Tax Surplug
I3ase: ‘ Base: Buse:
Competition -10 | Competition -10 | Competition -10
Modernize Medicare -14 | Modernize Medicare -14 | Modernize Medicare -14
Income-Related ' Income-Related Income-Related
Premium (380/100}  -25 Premium ($80/1003 -25 Premium (880/100) w25
Cost Sharing Cost Sharing Cost Sharing
Preventive buy-down  +3 Preventive buy-down +3 Preventive buy-dowsn +3
Lab 20% coinsgrance G Lab 20% colnsurance A Lab 20% coinsurance 9
Nursing home 20% -5 Nursing home 20% 5 Nursing home 20% .5
Indexing Deductibie -1 fudexing Deductible -1 indexing Deductiblc b
Provider $avings} 40 Provider Savings 40 Provider Savings 40
Subtotal: 100 Subtotal: 160 Subietal: 160
Additions: Additions: Additions:
Income-Relnted Tobacsa Tux -45 Surplus -9
Premium ($60/90) <71 income-Related
Muore Provider Culs 7 Premium (366/99) e
Raise Deductibis o -
$ 156 and index 10
Subtotal: 4 | Subfotal: 52
Drug Benefit: Drug Benefit: Prug Benefit: )
23,000 Limit ; +423 1 85,000 Limis +164 | 55,000 Lunit +164
0% Prewium: 524/348% 67% Pramium: $16/832% £7% Preminm: 3167832
50,060 Linait $16.900 Lunit ,
0% Premium: 5314835¢ +42 67% Premiom: $21/536* 182
No Dollar Limit +135 | N Dollar Limit +180
50% Premium; 324/558* 7% Preminm: $167335¢
State MOE | 5 | Stato MOE 5| State MOE 5
TOTALY ! -6 1 TOTAIL ** +7-22 | TOTAL ** -5 31

*Monthly preraims in 2002 and 2009, Part B premium is $37 7 395 in 2002 / 2609,
** Thiz mrnount is 2 necessary “cushion” peading final cost estimales,
Drug estimales assume about $5 bitlion in savings from state maintenance of effort.
ROTE: The policy with the $10.608 cap is more expensive than the catastrophic option only because it

offers more gencrous coverage in the carly years (08 10 06); the catisirophic option is more expensive in the

oul-years.,
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DRAFT: BACKGROUND ON PRESCRIFFION DRUGS

Medicare Cf{}{?; not pay for ouipatient prescription drugs, The number of Medicare beneficiaries
with some azizer source of insurance for drugs is decreasing, primarily because private sonrces
are becoming e’es.s aceessible and more expensive. ﬁe;mr%mpﬁoygrf are gffering retire health
caverage, and: Mad:gap is increasingly scarce and expensive. Even those with coverage are
finding that the extent of their coverage is declining fexpecially in Medicare HMOs). This
oceurs af a time when prescription drugs are becoming u central component uf medical care.

1
PRESCRIPTION DRUGS: A GROWING PART OF MODERN MEDICINE

l
Increasing reliance on drugs. Prescription drugs have become an essential part of health
cure, and are expeeted to play an even greater role in the next contury. They serveas
complements 10 medical procedures {e.g., anti-coagulents with heart valve replagement
surgery); substituies for surgery and other interventions (e, lipid lowering drugs thal lessen
need for bypass surgery) and new treatments where there previously were none {c.g, drugs for
HIV/AIDS). Some of the major advances i public bealth -~ the acar eradication of polio and
measies and the decline in infectious diseases - are Jargely the result of vaccines and
a:ﬁzbie{zcs And, as the understanding of genetics increases, the possibility for
g}%zarmacwncai and biotechnology interventions will multiply.
Elderly a:id people with disabilities rely more on preseription drugs, Over 85 percent of
Mecdicare ti'ycneficiar%es use at least one prescription drug in the course of a year. Although
the elderly.comprise 12 percent of the U.S. population, they account for ever one-third of all
prescription drug spending. The elderly’s per capita spending on drugs is over three imes as
high as that of non-¢elderly adults, and nearly 10 times that of children, This reflects the
greater prevaience of chronic conditions like arthritis and high blood pressure that are bcsz
managed through medication.

; .
Drugs may reduce need for and cost of other scrvices. Some studics have found that |
clderly Medicare beneficiaries whose Medicaid drug coverage is limited are twice as Likely to
enter nursing homes, whose costs are 20 times higher than the savings from the limitation,
Stroke patients treated promptly with drugs to thin clots have lower hiealth care costs. And,
all experts! agree that drug management can reduce complications that fead to costly hospz%ai
carc. At the same time, drug coverage could add potential new costs duc to inereases in ;

utilization and possible extension of lives,
%



BENEFICIARIES WITHOUT DRUG COVERAGE: CHARACTERISTICS AND CONSEQUENCES

» Beneficiarics scross the income spectrum Jack drug coverage. About 16 million
beneficiaries are projected o have no drug coverage in 2000, Lack of drug coverage is not
just a problem for low-inceme beneficiaries; 40 percent of

beneficiaries without drug caverage have income above 200 Mot icare Bonoficiarias Withaut Any Druy

percent of poverty (about $17,000 for s single, $23,000 for a g Doversgs By incom: 2000

caouple in 2000}, Neardy one in three (30 percent) of nonclderly f

Medicare beneficlaries with disabilities does not .hm'e any g,l s a7 28

coverage for proscription drugs. Older beneficiaries are less # % -

likely 1o have drug coverage, as are rural beneficiaries. Nearly ; z MM______ {2 a

half of rural beneficiaries have no insurance coverage for drugs. 0% WOION TR NSMON  Xor
o Az % Povesty

s Many benefi iciaries need drugs but do not use them because they are uninsored. Most
rescarch izzzs found that lack of coverage reduces needed drug uiilization. Ose study found
that elderly and disabled Medicaid bencficiari (es
experienced significant declines in the use of |
essentigl medicines {e.g., insulin, hthium,
fCovarmge N Covn : cardiovascular agents, bronchodialators) when
' their Medicaid drug coverage was limited. And
'ZI 'j h l while some do not receive the drugs they need,
ol []m _ nearly half of all beneficiaries without any
. 1250 Smes o008 wmowee | Insurance coverage for prescription drugs have
S Lk M annual out-of-pocket spending of $500 or more.

%éicarle Benaficlaries’ Drug Spandiﬁgx
® By Drug Soverage

o
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» Ekderly without coverage pay higher prices. Because they do not benefit from drug |
purchasing programs, Medicare beneficiaries without drug coverage pay prices that are at
feaset 15-30 percent higher than large HMOs, employers and the Veterans’ Administration,
One study found that, for the 10 most prescribed drugs, sentors are charged twice as other
pavers. A recent General Accounting Office study found that pharmaceutical benefit
MANEgers in the Federal Employees” Health Benefits Plan reduced costs by 20 10 27 perccm.

¢ Larger financial burden. Elderly with private insurance for drugs havc ghout hail the .
financiat burden {out-of-pocket drug spending as a pereent of income) as those without drug
coverage. The financial burden of drug costs for rural elderly is on average 35 percent higher
than urban elderly since they are less likely to have insurance covering drugs. Women have,
on average, out-of-pocket costs as & percent of income that are 20 percent higher than men,
primarily because many are widowed and have lower income. About 1 miilion beneficiaries
without drug coverage have annual cut-of-pocket expenses that exceed 33,000 - which more
than 20 percent of income for at least half of these beneficiaries.

» Difficult to help only beneficiaries without drug coverage. The diversity of beneficiartes
without drug coverape, along with the instability of coverage for those who have it, makes it
difficult and inequitable to target a new drug option only those who are uninsured, Sucha
policy would either require people paying for expensive Medigap or who joined an HMO
only for drug coverage (o maintain that coverage or result in substitution,



\

DRUG COVERAGE AMONG MEDICARE BENEFICIARIES
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Private su i}plemeniai drug coverage is low and declining: Only 23 percent of Medicare
beneficiaries are expected to have private employer-based or Medigap insurance for drug!'
coverage m 2060 according to the Medicare actuary -~ dows significantly from 1995. Bmzf
SOUrees of coverage have been declining as the cost of coverage rises. Therefore, they cannot
be relied upcm to provide coverage in the {uture,
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Reﬁmeg health insurance: Employer-spousored retirec ingurance, the most gencrous {ype
of drug eoverage for beneliciarics, is an timportant but eroding seurce of coverage. ¢
Between 1993 and 1997, the percent of large firms offering retires health benefits for
Mcdicaﬁre eligibles dropped about 20 percent. The Medicare actuaries project that, by’
2600, qnly 17 percent of beneficiaries will have retirge druy coverage, ‘
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M'edigz;p: Medigap, the standardized private insurssice supplement for Medicare, offers
praseription drugs in some of its plans. [t drug benefit has a $230 deductible, 50 percent
coinsurance, and a cap on benefits spending of $1,250 or $3,000. Medigap premiums are
expensive and virtually always underwritien, meaning that premiums are based on the
person’s health. Beneficiaries can be dented coverage ifthey do not enroll immediately
when they are age 65. The premium for a plan with drug coverage is about 81,100 more
than a plan without drug coverage (82,073 v $%13 in 1998). Medigap premitims have
been rising at double-digit inflation, and coverage has been declining. About 6 pereent of
beneficinries are expected to have Medigap drug coverage in 2000,
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Public coverage exceeds private coverage: More beneficiaries are projected to have public
(30%) than private (23%) drug coverage - suggesting that the potential for “crowding out”
private spending are exaggerated,
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Medicare managed care: The vast majority of beneficiaries in Medicare HMOs have
some type of drug coverage. While they typically have no deductibles and relatively low
copayments, Medicare managed care plans usually Bmit the amount that they pay for
benefits. In 1998, 42 percent of beneficiaries had coverage limited to $1,000 or less.
Trends and industry reports suggest that ben&:ﬁts are likely te be reduced or dropped in
the future,

Medicaid: Only about 4.3 million Medicarc beneficiaries who are fully eligible for
Medicaid {e.g., who receive Supplemental Security Income {881} or are medically needy)
receive prescription drug coverage. This represents less than half of Medicare
beneficiaries below poverty since Medicaid eligibility is typically only up to 75 percent
of poverty. Moreover, even those beneficiaries who are eligible have low pamcxpatha
rates; only about 55 percent of beneficiaries eligible for SSI participate.

%



fy.& d\g(uﬁuj’
|
f Medicare Prescription Drug Benefit

Potential Savings ta the Program, Numerous studics have evaluated the possible savings
realized by the Medicare program with the implementation of a monitored (i.e., including drug
. utilization review and physician education) cuipationt praa{:rzpmn drug benclit. Studies have
reported savings from reductions in inpatient volume, reductions in nursing bome, home healih
and partial hospitalization services, and savings from the avotdance of haspitalizations and
readmissions due to adverse drug reactions.

A report done in 1994 by the Lewin-VHI, Inc. estimated that the use of cost-effective
pharmaceuticals, the more appropriate use of pharmaceutical products and diffusion of advzmzud
pharmacy services would save the Medicare program an estimated $29.2 billion between | 996
and 2000 -
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Reductions in Inpatient Volume. Offering a drug benefit may decrcase the volume of scrvices,
specifically inpatient admissions. One study reports that Medicare policy prohibiting cmfi.mg;,c
of outpatient, self-administered drugs has severely limited access of Medicare patients to
ambulatory intravenous antibiotic therapy, thus forcing them 1o rely on more costly inpatient |
hospital care. This study tested the hypothesis that a new Medicare benefit praviéing coverage
for ambulatory infravenous antibiotic therapy could significantly reduce the program’s
expenditures for the treatment of infectious diseases, The authors rupomd a cumulative S»year
savings of nearly $1.5 billion? associated with the new Medicare benefit?

A study in Health Economics Tound that an increase of 100 prescriptions is associated with 163
fewer hospital days. A $1 increase in pharmaceutical expenditure is associated with a $3.65
reduction in hospital care expenditure (ignoting any indirect cost of hospitalization), but it may
also be associated with a $1.54 increase in expenditure on ambulatory care® Because outpatient
costs are more often borne by the patients than are inpatient costs, this effect may result in costs
for the patient ami savings for the Medicare program.
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‘Lewin-VHI {1994) Savings from o Medicare Pharmacentical Benefit, pg.i

*Model eesults are predicted on the March 1997 (RO estimates of projected Medicare growth.

| B
’3"{'12::, AD., Poretz, D,, Cook, F., Zinrwr, D, Strauge, M1 Medicare Coverage of Outpatient Ambulatory
Irntravenous Amtibiotic Therapy: A Program Thar Pays for itseif,  Clinical Infectious Liseases, 1998, 27(6): 1415~
ZL.

‘Lichwnbcrg, FR.: Do {More and Better) Drugs Keep People Ouf of Hogpitais. Health Economics,
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Case studies of a number of specific drugs have shown that these drugs reduced the demand for
hospital care. According to the Boston Consulting Group, operations for peptic ulcers decreased
from 97,000 in 1977, when H2 andagornists were introduced, to 19,000 in 1987; this is estimated
1o have saved $224 million in annua! mpat;cni medical costs.” The recent Scandinavian .
Sirvastatin Survival Study indicated that giving the drug’ Gimvastatin 1o heart pattonts reduced
their hospital admissions by a third during five years of treatment. It also reduced the number of
days that they had to spend in the hospital when they were admitted, and reduced their need for
bypass gzzrgeryi and angioplasty.® :

Another study Lzscd clinical, ceonomic, and epidemislogic data to compare the costs of
conventional znpatzcnz care of esteomyelitis, or inflamation of the bone, with the cosis of early-
discharge treatment using a once daily parenteral antibiotic at home. Osteomyelitis was the
cause of 16,578 Mcdicare-reimbursed admissions in 1995, with a mean fength of stay of 15.7
days.” Osteomyelitis was selected for study because a new once-daily cephalosporin antibiotic,
cefenicid sodium, has been shown to be effective s ireating osteomyelitis in the owipatient
seiting. The authors found that early-discharge treatment was assoctated with lower medical
direet, non-medical direet, and indirect expenses than conventional inpatient treatiment,
Estimated saviags per paticnt ranged from $510 to 322,232 (the wide differences in estimated
savings are a result of the use of different sources of data on hospital costs).*

in a retrospective study of health care use among Medicare beneficiaries in New Jersey and
caglorn Pcnrzsylvama one siudy examined the impact of New Jersey’s Phatniaceutical Assistance
for the Aged (PAA) program on health care costs. This study found that New Jersey Medicare
recipients used, on average, $238.30 less in inpatient hospital care under the PAA program than
did their counterparts in castern Pennsylvania, which did not have a drug payment assistance
program in place. Although administrative costs may have reduced overall savings, the stady
concludes that the PAA program resulted in no overall health care cost increases.” In other
words, the cost of the drugs and administering the benefit did not exceed the savings from
reductions in inpatient utilization,
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SBoston Consulting Group.: The Coniribution of Pharmacentical Companies: What s af Stake for Americo,
Executive Summary. Unpublished report, Bostors Consulting Group, Ing., 1993,

“*New Ym:k Times.: Cholesterof Pill Linked to Lower Hospitad Bifls. 27 March 19933, p. AL

*From zhc. Medicare Provider Analysis and Review {MEDPAR) file of 1995, which contains hospital
discharge data for all Medicare beneficiaries using inpatient hospital services.

|
gﬁisenberg, M, Kitz, DS Savings from Oulpasient Antibivsic Therapy for Osteomyelitis, Economic
Analvsis of @ Therapeutic Strafegy. JAMA, 1986; 285(12): 1584-1588.

*Lingle, EW., Kirk, KW., Kelly WR.: The fmpact of Ontpatient Drug Benclits on the Use and Cost of
Health Care Services for the Efdorly. [ngairy, 1987; 2403y 203-11 \
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Reductions in Nursing Home, Home Health and Partial Hospitalization Yolume, The Nation}e.l
Institute on Aging estimates that effective treatment for Alzheimer’s victinas, including the drug
Tacrine, could keep 10 percent of pattents out of nursing homes, thus savings billions of
dollars.'® One study examined the effects of limits on Medicaid payments for drug treatment and
found that restrictions on access to anii-psycholic drugs, the meast effective treatment for acule
episodes or exacerbations of schizophrenic iliness, caused a significant increase in visits (o
Community Mental Health Centers {CMHCs) and increases in the use of emergency mendal
health services, and partial hospitalizations."! Another siudy examined the effect of one slate’s
limit of three Medicaid-reimbursed prescriptions per month and found that limiting
reimbursement for effective drugs puts frail, low-income, elderly patients at increased risk of,
institutionalization in nursing homes {relative risk of admission 1o a nursing home 0 2.2 and of
admission 1o a hospital of 1.2 when asccess 1o drags was restricted) and may increase Medicaid
costs. ' _,

Savings From Mere Appropriate Use of Pharmnceuticals, Pharmaceuticals sometimes lead to
drug-induced dl:,easc and drug-related hospiial admisstons, Drug relaied hospitalizations (DRH)
ooour przrnarlly as a result of adverse drug reactions {ADR), an unintended effect of a drug, and
therapeutic failure, a faiture of a drug due 10 non-compliance, dose reduction/discontinuation,
interaction, improper prescribing, inadequate monitoring, ete, A managed Medicare drug benefit
would use drug utihization review, along with other tools, 1o coordinate the benefit and decrease
adverse drug reactions. ;

]
4

{
|
H
t

1

: i

' £

C j

[

'“Rice, Di’.. Fox, B1., Max, W., ¢t. al. Economic Burden of Alvhelmer 't Diseeme Core. Health Afflalrs, |
1993; 12(2): 164-76.
|
¥|Souzm:raz 58., McCLaughlin, 11, Ross-Degnan, D., Casteris, C8., Bollini, P.: Effects of Limited
Maodicaid &zg-ﬁe:m&ursemem Benefits on the Use of Psychotropic Agents and Acute Menial Health Services éy
Patients with Schizophrenia. The New Exnpiand loumal of Medicine, 1994; 331 630,

&Soﬁmc{ai, $8., Ross-Deguan, D, Avorn, 1., McLaughtin, T4, Chooduovskiy, 1., : Efects of Medicaid
Dirug-Payment Limits on Admissions i Hospitals and Nursing Homes. The New England Journa] of Mediciue,
{991,325 {072-1077.
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A number of szué ics have atlempted to nssess the number of DRHs that occur and the percen‘;age
which are avoidable with increased drug management. Qne study which classified the geriairic
admissions to a community hospital found that DRH accounted for 6.4 percent of all admisstons
among the over 05 population, The study estimated that 76 percent of these admissions were
avoidable.” Alsimilar study which examined admissions € six medical wards found that the
prevalence of drug related hospital admissions caused by ADRs was 8.4 percent and 47 percent
were deemed avoidable ™ A third study which reported on Interviews with 315 conscoutive

ciderly patients admitted to acuie care hospiials found that 16.8 percent of elderly admissions
were duge to ;%DI(& A final study, with the objective of determining the excess length of stay,
extra Costs, dmi mottality attributable to ADRs in hospitalized patients, concluded that the
attributable lengths of stay and costs of hospitalization for ADRs are substantial and that an ADR
is associated with a significanly prolonged length of stay, increased cconontic burden, and dl‘z
almaost 2-fold l?‘i{;‘&'{:{%%‘d risk of death."

Haospital reaémfissions are another source of cost to the Medicare program. Approximately zzt
percent to 36 percent of elderly patients are readmitted to the hospital within 6 months of their
initial discharge. In addition, rehospitalizations account for 24 percent of all inpatient Medicare
expenditires.’” The findings of one study suggest that in half of the cases drag-related problems
precipitated the readmigsion of the patient and that prevention of the problem could have
precluded the readmission. Although the prevention of contributory drug-related problems niight
not ¢liminate a hospital readmission, it might decrease the fength of stay and costs of the
readmigsion, or improve the patient’s discharge prognosis.”

Possible Management Tools,

Pharmacy Bczzéfzz Manager (PBMs). PBMs administer the prescription drug part of health
insurance plans on behalf of plan sponsors, such as self-insured employers, insurance companies,

E
13E’mm, LA, Limton, HL. and Bird, JA. Characterizaiion of Geriatric Drug-Reluwd Hospiial
Readmissions, Med Care, 1991; 79 {10): 9891003,
H
"Hattus, J., Gram, LF., Grodum, E., el. 8l.: Drug Related Admissions to Medical Wards: A4 Population
Based Survey, British Joumal of Clindeal Pharmacolopy, 1992 33(1} 61-68,

| . .
“Nananda, Col., Fanale, JE., Kronholm, P.: The Rofe of Medication Noncompiiance and Adverse Drug
Reactions in Hospitafizationy of the Biderly. Arch Internal Medicing, 19%G; 150: 841-843,

lﬁCiass&:zz, 0., Pestoinik, $L., Bvans, RS, Liyed, IF., Burke, I¥.: Adverse Drug Evenis in Hospitalized
Fatients. Excess Lanpth of Stay, Fxtre Costs, wnd Atributable Mortaiity. JAMA, 1997 274y 301-306,

ivid

*Bero, LA., Lipton, HL. and Bird, JA.: Characterizaion of Gericiric Drug-Related Hospital
Readmissions. Med Care, 1991; 28 (10} 989-1003. ,
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and health maintenange organizations. In their interviews, Grabowski and Mulling obtained
estimates from the leading P3Ms of the potential savings to the drug budget to payors, relative 1o
an unmanaged plan, from PBM interventions designed to affect drug product selection. These
activities {generic substitution, formularies, drug utitization review and prior authorizaz:on) can
produce estimated savings between 14 and 31 percent in tHe health plans fotal expenditures”,

The GAQ studied three FEHBP plans that contracted with PI3Ms to control rapidly rising
pharmacy bencfit payments. The plans estimated that PBMs saved them over $600 million in
1995 by obtaining manufaciurer and pharmacy discounts and managing drug utilization. These
savings reduced the pharmacy benefit costs cach plan believes it would have paid without using a
PBM by between 20 and 27 percent.” Note that by using current spending levels in the MBS
data, uzzi;zauon controls used by emplovers and other insurers were assumed s the Iast estimate.
Therefore, these savings estimates may be higher than what Medicare could achieve, i

Medicare would establish a process whereby PBMs in each region competitively bid to provide
Medicare serviges. Once a contraet is awarded, the winning PBM in each region would be Ik
sole-souree bmcfits manager for a beneficiary in that arca, ‘

l
The PBM coul%ﬂ use any or all of the following techniques to manage the benefit plus selective
comeacting and competitive bidding

PGrabowski, 4, and Mulling, D..Pharmacy Benefit Management, Cost-Effactivenesy Analysis and Drug
Formulary Decisfons. Social Seience Medicing, 1997, 45 () $35.543.

1.5, Generat Accounting Gifice : FEHBP Plans Sotisfied With Savings and Services, but Retadl
FPharmacies Heve Concerns. GAOMEHEG7-47.
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1} Drug Utitization Review (DUR). DUR programs analyze patterns of drug use to prevent
contraindications and adverse interactions. PBMs use this information to make preseription
substitulion recommendations (o physicians and inform plans and physiciaas about physiciany
prescribing patterns. DUR can be cansidered a cost control measure. Grabowski and Mullins
cstimate that the use of concurrent DUR can produce estimated savings between 2-4 percent in a
heaith plans 102:&2 expenditures.”’

2} Generie Substiiution, Generic substitution interventions switch medications from brand-
rame drugs to chemically squivalent generic drugs, The Medicare benefit could include
incentives for physicians to utilize generie substitutions. These incentives could also extend to
the beneficiary by requiring additional copayments for the use of brand name drugs. “Generic
substitution can save payors up 10 10 percent of their total drug costs. In this regard, a managed
care plan can achieve generic utifization rates of 35-45 percent, compared 1o rates of 15-20
percent for unmanaged plans™ #

3) Discose management, Discase management programs {ry to improve the care delivered to
specific group of patients, such as those with diabeies, by recommending particular therapies or
patient scif-management techniques. PBMs use physician and patient education materials to
emphasize shared responsibility and cost-effective approaches. The Medicare benefit could
requuire discase management by PBMs. We are still looking for savings estimates for this
activity. . :

|
4) Mail-Order Pharmacy Benefit. PBMs operate mail order pharmacies that allow enrollces to
obtain prescriptions, particularly maintenance prescripiions, by mail which are more cost-
effective than retail pharmacies. Medicare could provide a financial incentive for beneficiaries to
utitize mai!-m&ér benefits, We are still looking for savings estimates {or this sctivity.
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220rab&)w$ki, #. arad Mullins, D. Pharmucy Benafit Managemeni, Cose-Effectivenuss Arslysis and Drag
Farmudory Decisions, Social Science Medicine, 1997, 45 {43, 535-343.
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5} Formularies. A formulary is a list of prescription drugs, groaped by therapeutic class, that-are
preferrod by a health plan sponsor. Drugs are included on a forraulary not only for reasons of.
medical valus but also on the basis of price, PBMs use formularies to help control drug costs by
{1} encouraging the use of formulary drugs through compliance programs that inform physicians
and cneollees about which drugs are on the fermularies; (27 limiting the sumber of drugs a plan
will cover; or (3) developing financial incentives to encourage the use of tormulary products.
Grabowski and Mullins estimate that the use of formularies can prodace estimated savings

between 5-15 percent in a health plans total expenditures.®
Formularies can be open, incentive-based, or closed,
Open formularies are ofien referred o as "voluntary™ because enrollees are not penalized

if their physicians prescribe nonformulary drugs. Thus, under an open formulary, a !
health plan spensor provides coverage for both formulary and nonformulary drugs.

Incentive based formularies provide enrollees financial benefits if thetr physicians
presoribe formulary drupgs, Under this srrangement, the health plan sponsor stil}
reimburses enrollees for nonformulary drugs but requires them to make higher co-
paymenis than for formulary drugs.

H

Closed formularics take financial incentives one step further by limiting coverage 9
formulary drugs only. Therefore, if a enrollec’s physician prescribes a nonformuolary
drug, the enrolice may have to pay full cost of that prescription. However, the health
plans cover nonformulary products when physicians determine that they are madzcdliy
necesaarv for their patients.

H
H

Arabowski, H. and Mulling, D. Pharmacy Bencfit Management, Cost-Effectiveness Anadysis and Drug
Formulary Devisions, Social Science Medicine, 1997, 43 ¢4}, 335-543,
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A Setback to Bipartisan
Medicare Reform

David B, Kendall

The Bipartisan Commission on the Future of Medicare came tantalizingly close—one
vote—to endorsing a breakthrough reform proposal designed largely by its chairman,
Senator John Breaux (D-LA). The commission ended in deadlock this week as President
Clinton announced his opposition to the plan crafted by a key Now Democrat adly.

The commission’s work nonetheless will advance the debate. Senator Breaux and
the commission’s Administrative Chairman Rep. Bill Thomas {(R-CA} will introduce
legislation based on the proposal that garmered a majority of commission members’
support {a super majority was needed to make a formal recommendation). This proposat
would reform Medicare using the Federa] Employees Health Benefits Program (FEHBF)
as a model. (See the Frogressive Policy Institute’s (PF1} report, Medicare Breakthrough:
Senator Breaux’s Reform Propesal, on our Web site at www.dlcppl.org).

Meanwhile, the task of rekindling momentum toward a bipartisan consensus on
how to modernize Medicare now falls on the President, who promised to produce hisown
plan shortly. In announcing his decision, which delighted liberals and disappointed New
Democrats, the President cited four objections to the Breaux-Thomas approach:

1. The Breaux-Thomas proposal “hasg the potential to increase preminms for those
in the traditional Medicare program. " This criticism appears to pit the President
against the concept of using competition to restrain Medicare costs. Yet campetition
between Medicare’s traditional fee-for-service program and private health plans
represents a third way to control costs that does not require punishing tax hikes or
across-the-board benefit cuts. The whole idea of competition is that premiums will
rise for the least efficient health plans and fall for thoge that are most efficlent. The
Breaux-Thomas proposai would keep Medicare’s guaranteed benefits package, but
competition between traditional Medicare sand private health plans wmzid
determme how much Medicare would pay for those benefits.

2. The Bre:mx»’!?wms proposal “would raise the age of eligibility for Meéimre
from 65 to 67, without a policy to guard ngainst increasing numbers of uninsured
Americans.” Raising the eligibility age, even gradually as Breaux and Thomas
propose, would mean that the near-elderly who are already uninsured would
remain so for a longer period. But the President’s objection ignores a simple truth:
Not restraining Medicare’s cost growth will consine the resources we need to
cover all the uninsured, not just those near retirement. Moreover, the Breaux-
Thomas plan would continue to cover people ages 65 to 67 who are too disabled to
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work and would let everyone else who is affected buy into Medicare with theirown
money. To achieve universal coverage, the Progressive Policy Institute (PPI} has
called for refundable tax credits for all Americans who carnot afford healih
insurance, Given increases in life expectancy, raising the retirement age for
Medicare--as we have already done for Soclal Security—is 2 progressive way to
curb the program’s costs and free resources we need to expand coverage.

3. "It'does not provide for an adequate, affordable prescription drug benefit.” In
fact, the Breaux-Thomas proposal does provide a free drug benefit for all Medicare
beneficiaries lving below 135 percent of the poverty level and expand access to
coverage for all others by requiring both traditional and private plans to offer drug
coverage through "high option.” Furthérmore, Senator Breaux has offered to
include subsidies for drug coverage higher up on the income ladder, but the White
House has yet to offer a specific definition of what it considers "adequate and
affordable,” Some limits are essential, if only to ensure that low-wage workers with
no health care coverage at all are not subsidizing free drug benefits for weaithy
retirees.

4 The 8reaax-3’¥mmas proposal “fails to make a solid commitment of 15 percent
of the surplus to the Medicare trust fund” for hospitai care. Here the President has
a point; by itself, the Breaux-Thomas proposal does not close the long-term funding
gap in Medicare. But the same istrue of his call for reserving 15 percent of projected
budget surpluses for the program. Fixing Medicare’s problems requires both steps:
finding additional revenues to meet future commitments and restructuring the
program to prevent it from consuming a rapidly growing share of the nation’s
budget.

As the President crafts his own proposal, he faces a choice just as he did six years ago
during health care reform. He must build political support either from the "center-out” by
using the bipartisan Breaux-Thomas plan as the foundation, or adopt a "left-in" approach
which would preserve Medicare’s current structure. The left-in strategy is no more likely
to succeed now than it did during the great health care debate of 1994, PP uzges the
President not to repeat the mistakes of the past.

David Kendall is the Senior Analyst for Health Policy at PPI.
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For further information about PP publications, please call the publications department at 202-547-0001,
write: Progressive Policy Institute, 600 Pennsyltunia Ave., SE, Suite 4000, Washingion, DC 20003, or
visit PPI's site on the World Wide Web ab: hittp:/fwww.dicppiarg/.
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- Any Medicare proposal should:

Adopt private sector, competitive practices: Historical, statutory, and regulatory =
barriers prevent Medicare from adopting some of the successful payment policies used by
private health plaas to control health costs. Anv proposal should allow and encourage the
Health Care Financing Administration to adopt such practices to better conlain costs,

%M&diean per capita cost growth with the private sector rate: The rate of
gro‘wth of private sector health care costs takes into account both the unique effects of
technology on health costs and the cost contro] achieved through irnovative practices.
Even though Medicare beneficiaries are sicker and more difficult to manage than
privately insured people, private health spending growth should be a goal of any
Medicare reform proposal.

Guarantee a minimum, modernized bencfits package: Today's Medicare benefits are
more similar.to private plans in the 1960s rather than the 1990s.. For example, while most
private plans today offer prescription drug coverage, Medicare dogs not. Additionally,
Medicare has high cost sharing for ceriain benefits and does not offer protection against
catastrophic health care costs. As a result, the majority of beneficiaries rely on other
types of coverage (e.g., Medigap, employer plans, Medicaid), resulting in inefficiency
and high out-of-pocket costs. Any reform proposal should both guaraniee a basic set of
fiealth bepefits and modernize those benefits (o lessen the m:eé for secondary health
coverage,

Assure access to Medicare fee-for-service coverage: While over 80 percent of privately
insured people are enrolled in managed care, only 16 percent of Medicare beneficiaries
are so enrolled. In part, this is because Medicare beneficiaries are alder and more likely
to be sick -- thus less likely o benefit from managed care. 1t may also reflect the fack of
plan choices for beneficiaries; one in four beneficiaries today lives in g place withno
private managed care option, and only about half have more than one plan to choose
from: This year, Medicare is allowing a greater variety of plans to offer coverage, but to
date, it has not resulted in a greater number of beneficiaries with choices. Thus, to ensure
that Medicare beneficiaries have access to needed health care services, strong,
maodernized, more efficient Medzca:& fee—fm«servwc c{}verage is essential to an} refom
proposal- =« cre e e - T

Protect low-income beneficiaries: Nearly two-thirds of elderly households have income
under $20,000. Already, these elderly pay about one-third of their incomes on out-of-
pocket health care costs. Thus, any proposal should assure that such beneficiaries pay no
more -- :and possibly less -- than they do under current law. )

} i
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MEDICARE STATEMENT
DATE: October 8, 1958
LOCATION: Oval Office

BRIEFING TIME: [0:45am- 1115 am
EVENTTIME:  1[;13am-11:45am
FROM: Bruce Reed/Chris Jennings

PURPOSE

! :
To respand to HMOs’ decisions to withdraw from the Medicare program by assisting |
affected beneficiaries and preventing such withdrawals from occurring in the future,

BACKGROUND

H
This is an opporiunity to respond fo decisions by some HMOs to drop out of selected
markets in the Medicare program. HHS estimates that, because of these withdrawals, a
relatively small number of Medicare beneficiaries cureently in HMOs - 36,000 enrotlees,
or less than one percent of the 6.5 million beneficianies in managed care plans —~ will have
no managed care aliernative in their area. You will address these withdrawals by:

s Criticizing health plans for demanding the ability to raise costs and reduce
benfits as a precondition for staying in the Medicare program, You should
underscore that Medicare should not -~ and will not - be held hostage to threats
by HMOs to leave the program unless they can increase and reduce benefits to !
Medicare beneficiaries. E_

’ Announcing 2 new palicy to expedite the approval of health plans applying te
enter markets without HMOs, HHS will expedite its review and approval of
HMOs seeking to enter markets that have been left without a manage:i care
og;izon HHS will give these applications first priority for review and will
expedite their entrance into the market so long as they meet the salvency, quality,
and other standards necessary to protect benefictaries.

. Initiating a new campaign to help Medicare beneficiaries undersiand their
rights and options, To inform Medicare beneficiaries affected by HMO
withdrawals that they are automatically eligible for traditional fee-for-serviee
Mf::izcare and that they have guaranteed access to Medigap policies that kelp fill
co@ erage gaps, HHS will enlist public and private partners representing tens {}f

i
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- YOU will be anncunced into the Oval Office accompanied by the Vice President,
Secretary Shalala, and Nancy Ann Min DePatle.

-
H
i
1

mitlions of older Americans to provide their members with needed information
t}irough newsletters, conferences, and targeted information campaigns. These | .
partnars include the AFL-CIO, American Association of Health Plans, American
Assoczatlon of Retired Persons, Leadership Council of Aging Organizations,
National Council of Senior Citizens, and National Rural Health Association, as'
well &s the Sacial Security Administration, HCFA Regional Offices, and State
Health Insurance Assistance Programs. In addition, HHS will post new
information aboul plan withdrawals on the Medicare Internet site, so that
beneficiaties in every local area have the most up-to-date mfonnatwn on available
coverage options.

Directing Secretary Shalala to develop new legislation to protect Medicare
beneficiaries from HMO withdrawals. You will state your determination to
work with Congress (o ensure an adequate range of health plan options for
‘i:senefimames and reduce the likelihood that beneficiaries will face this kind of
turmioil in the future. To that end, you will ask the Secretary to recommend
spcczﬁc legislation, to be included in vour next budget, to enhance HMO
participation in the Medicare program and protect beneficiaries from prc:czpziaus
plan withdrawals and beneﬁmary profections.

?g:ghlightmg the need for Congress to reauthorize the Older Americans Act.
One of the most important ways for older Americans to get gritical information
and counseling about health-care options is through the programs provided by the
Older Americang Act. You will announce that you have sent a letter to Senator
Lott and Speaker Gingrich urging them to reauthorize the QOlder Amencans Act
hefore Congress adjourns. You should emphasize that failure to do so would call
into question our natien's commitment to the vital services this Act provides to
millions of older Americans.

PARTICIPANTS ;

The Vice President ;
Secretary Shalala ) :
HCFA Administrator Nancy Ann Min DeParle : :
Members of Congress

Representatives of senior citizen advocacy organizations

PRESS PLAN
Open }’ms

SEQUENCE OF EVENTS

-
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- YOU will make remarks.

- YOU will greet Members of Congress and senior citizens present, and then depart.

REMARKS .

Provided by Speechwriting.
|
%
i
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PRESIDENT CLINTON ANNOUNCES NEW INITIATIVE TO HELP MEDICARE
BENEFICIARIES DROPPED BY THEIR HMOs AND TAKES STEPS TO PREVENT IT

FROM HAPPENING AGAIN
Octoher 8, 1998

Today, the President unveiled an initiative to respond to decisions by some Health Maintenance '
Organizations (HMOs) to drop out of selected markets in the Medicare program. The Department of
Health and Human Services™ preliminary analysis indicates that because of these withdrawalsa
relatively small number of Medicare beneficiaries currently in HMOs (less than one percent of the 6.5
million beneficiaries in managed care plans -- 50,000 beneficiaries) will have no managed care
alternative in their area. Inresponse, the President:

. Criticized h|calth plans for demanding the ability to raise costs and reduce benefits as a
precondition for staying in the Medicare program. The President underscored that
Medicare should not -- and will not -- be held hostage to threats by HMOs to leave the program
unless they can increase and reduce benefits to Medicare beneficiaries.

* Announced a new policy to expedite the approval of health plans applying to enter
markets without HMOs. HHS will expedite its review and approval of HMOs seeking to
enter markets that have been left without a managed care option. HHS will give these
applications first priority for review and will expedite their entrance into the market so long as
they meet the solvency, quality, and other standards necessary to protect beneficiaries. ;

| 1

. Initiated 2 new campaign to help Medicare beneficiaries understand their rights and ‘
options, To inform Medicare beneficiaries affected by HMO withdrawals of all of their rights
and options, including the fact that they are automatically eligible for traditional fee-for-service
Medicare and that they have guaranteed access to Medigap policies that help fill coverage gaps,
HHS will enlist public and private partners representing tens of millions of older Americans to
provide their members with needed information through newsletters, conferences, and targeted
information campaigns. These partners include the Leadership Council of Aging Organizations,
American Association of Health Plans, American Association of Retired Persons, National
Council of Senior Citizens, and National Rural Health Association, National Committee to
Preserve Social Security, National Counci! on Aging, National Council of Senior Citizens,
National Hispanic Council on Aging, the National Caucus and Center on Black Aged, Older
Women's League, as well as the Social Security Administration, HCFA Regional Offices, and
State Health Insurance Assistance Programs. In addition, HHS will post new information about
plan withdrawals on the Medicare Internet site (Medicare.gov), so that beneficiarics in every
local area have the most up-to-date information on available coverage options.

. Directed Sceretary Shalala to develop new legislation to protect Medicare beneficiaries
from HMO withdrawals. The President stated his determination to work with Congress,
health plans, and advocates of older Americans to ensure an adequate range of health plan -
options for beneficiaries and reduce the likelihood that beneficiaries will face this kind of
turmoil in the future. To that end, he asked the Secretary to recommend specific legislation, to
be included in his next budget, to enhance HMO participation in the Medicare program and
protect beneficiaries from precipitous plan withdrawals and beneficiary protections.

1
|
1
|
i
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Highlighted the need for Congress to reauthorize the Older Americans Act. One of the
most important ways for older Americans to get critical information and counseling about
health-care options is through the programs provided by the Older Americans Act. Today, the
President sent a letter to Senator Lott and Speaker Gingrich urging them to pass legislation that
has broad-based bipartisan support to reauthorize the Older Americans Act before Congress
adjourns. He emphasized that failure to do so would call into question our nation's
commitment to the vital services this Act provides to millions of older Americans.

. ——
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MEMORANDUM FROM YUE PRESIDENT C Rowd

i’ Re 1
FROM: | SEANMALONEY P55 . Co

H
SUBJECT:! Modicare Coverage of Abortions

The aﬁmé@ici Reed/Ruff meno asks you to decide whether the Hyds Amendment’s abortion-
funding prohibitions should apply to Medicare.

$
i

Background. Medicare covers about 500 abortions/year; about the same as during the 5
Reagan/Bush Administrations. {Some 2 million non-clderly women qualify for Medicare
through SSDLY In 1991, HCFA issued a reimbursemient directive, tracking the Hyde
Amendment, which stated that Medicare would cover abortions only where the mother's kife was
endangered. Congress later expanded the Hyde exception 1o encompass rapef/incest, but the
HCFA directive did not change, leaving it more restrictive than Hyde. Some Medicare carrier
medical directors, however, may be covering abortions in cases of rape, incest, deformed fotuses,
or mentally impaired mothers. This may explain why pro-choice groups have never complained
about the HCFA directive. Recently, the Catholic Health Association (CHA) complained to us
and to Senator Nickles about a HCFA regional-office ruling that a Catholic-run Provider’
Sponsored Organization (PSO) could participate in Medicare only if it agreed (0 cover gualificd
abortions for disabled women. -Senator Nickles then wrote Secretary Shalala agking whether the
Hyde Amendment applies to Medicare, and whether religion-based health plans that do not offer
ahortion gervices can qualify as PSOs under Medicare,
Options/Views. All of your advisers ugree (i) that we should offer the CHA a new '
administrative option that lets Cathofic plans participate in Medicere without covering abortions;
and (i) that we should broaden the 1991 HCFA dircctive 1o track Hyde and permit funding in
cases of rapedincest. HHS disagrees with the rest of your advisers, however, over whether
Medicare might also cover other types of abortions. Two options are presented:

1 .
Option 1: Rule that Hyde applies to Medicare -~ say all Medicare expenditures must ;bidf: by
the Hyde restrictions because some Hyde-covered appropriated funds are deposited inio thie
Medicare Trast Fund; would avoid a showdown with Congress; covers more abortions Hun the
current HCFA directive; helps a possible agreement with Catholic plans. DPC, OMB, Podesia,
Sylvia, Maria, and Audrey Haynes support Opiion I Sylvia expresses some concern about
angering womerz s groups when Nickles may do listle more than reaffirm Hyde 's applicability.

Optien 2:: Rule that Medicare ean cover abortzoas HeCLsSsSary 10 protect a_wcm:m 's hcalti: -
could segregate appropriated {unds {covered by Hyde} from non-appropriated funds {e.g., payroll
faxcs, premunns) in the Medicare Trust Fund; could use snow-appropriated funds to cover health-
related abortions: would permit abortion coverage for valnerable and disabled women; ’wnuid

please won‘zc:; \g<}jfw HIS supports this option

Approve Option 1 7 Approve Optionn 2 Discuss
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June 12, 1998
MEMORANDUM TO THE PRESIDENT -
FROM: ; Bruce Reed
o l Charles ¥.C. Ruff
SUBJECT: Hyde Amendment Application to Medicare and Abortion Ceveragif

| Reguirements for Catholic Provider Sponsored Qrgantzations
i

As you know, some women of child-bearing age qualify for Medicare because they
receive Social Security Disability Insurance (SSDI). Senator Nickles has asked HHS whether the
Hyde Amenzinfcm’s restrictions on government funding of abortion apply fo the Medicare
program. He 2lso has asked whether health plans that refuse, on religious grounds, to provide
abortion scmczs can still become Provider Sponsored Organizations (PSOs) eligible for :
Medicare pavmcms‘ ¢

'

We balilcve that we pust respond quickly to Senator Nickles te have any chance of
avoiding anotber legislative confrontation over abortion pelicy. This memo provides .
background information and policy options for your consideration, :

Background

barlier thts vear, zhe Catholic Health Association (THA) contacted HHS and the Whttc
House about a tul ing by a HCFA regional office that a Catholic-run PSO could participate in
Medicare only if it agreed to cover qualified abortions for women with disabilities. The CHA
veheniently ohjected to this ruling and asked if we could intervene administratively, At the,
same time, the CHA contacted Senator Nickles® office. The CHA discussed with Nickles both
whether the Hyde Amendment applies to Medicare amdd whether Catholic PSOs can decline to
provide all abortions (even those permitted under Hyde) beeausce of their religions objections,
The Senator, clearly sensing another abortion wedge issue, wrote to Donna Shalala to obtain
the Bepartmcaz’s formal position on both of {hese issues. :

Medicare and Abortion coverage. Five million non- clderly disabled Americans -
including two million women - receive Medicare coverage by virtue of their SSDI aixgzbihty.
The Medicare program currently covers about 300 abortions each year, while denying claims
i another 100-200 cases. These fipures are consistent with those from fhie Reagan and Bush
Administrations.

in 1921, HCFA issued a reimbursement directive stating that Medicare would cover
abortion services only in cases where the {ife of the mother was endangered. (Prior to this
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time, there was/no clear guidance on the subject.) This directive, which comported with the
then-existing Hyde Amendment, is actually more restrictive than the current Hyde amendment,
because il fails to cover abortions arising from rape and incest. The directive, however, has

not been modifi Qed and remains the only policy guidance on abortion coverage under zhrs
Medicare program. -

Although we believe that most Medicare carrier medical directors have largely
eomplizd with this directive, some may have covered other kinds of abortions - g.g.,
abortions arising from rape or incest, abortions involving deformed fetuses, or other medically
necessary abortions, In particular, carriers may have decided & cover some very difficult
cases involving the one-third of women on Medicare disability who have some serious mentat
impatrmoent (about 700,000 women). Such individual coverage decisions friay help explain
why no one on the prochoice side of the abortion debate has ever complained about our
coverage policy.

Legislative and Political Environment. The Nickles™ letter has started yot another
coniroversial abortion debate. The CHA is working with Senator Nickles and others on
drafting legislation to make clear that Hyde applies to Medicare, as well as to exempt
organizations with ethical or religious objections from any abortion coverage requirements.
(CHA and Nickles have gotien the impression from HHS that Hyde does ot apply to
Medicare and that the religious convictions of Catholic PSOs cannot be fully accommodated.)
Absent admtinistrative action, there is no doubt that we will see this issue raised on some ‘
appropriations biil. At the same time, the womens' groups have become aware of this issug’
and are urging the Administration to adopt a generous Medicare abortion coverage policy.

In the next few months, the Administration will have to deal with several other
controversial abortion issues. Most notably, the Regutzhcans will bring up the partial-birth
abortion iegzslatlon sometime prior to the November elections. In addition, Republicans in ’.
both the House and Senate will attempt to pass a bill, which most in the Administration :
strongly oppose, to prohibit transfering a minor across state lines to bypass parental consent,
requirements. Fmaily, we can expect the usual abortion riders to appear on appropriations '
bills. ; o
| ) :
Options ' '

All of your advisors (HHS, OMB, and DPC) agree that we should offer the CHA a
aew administrative option that allows Catholic health plans to participate in Medicare without
covering any abortions, so long s they accept a slightly reduced capitated payment, We do
not know whether CHA will aceept this offer, but we think #t may do so, partzczzizrzy if the
offer is combined with CHA's preferred outcome on the Hyde issue.

| .

The outstanding guestion is whether Hyde applics to Medicare. We all agree that we

should inform Nickles that current Medicare policy, as set out in the 1991 directive, is to

|
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cover only abortions necessary to protect the life of the mother. We also all agree that
because this “life of the mother” standard is more restrictive than the current Hyde
amendment, we should modify the directive to cover at least abortions arising from rape and
incesl. We have not reached consensus, however, on whether we also should cover any gther
abortions (i.c., abortions that Hyde generally prevents the federal .government from funding).
We see two v1able options: -

|

Option 1: Rule that the current Hyde Amendment (allowing funding where the life of the
woman is if®danger or in cases of rape and incest) applies to Medicare. Under this \
option, we would take the position that since some Hyde-covered appropriated funds are |
deposited into the Medicare Trust Fund, all Medicare expenditures must abide by the Hyde '
restrictions. We then would update our Medicare coverage policy to reflect the current,
comparatively expansive Hyde Amendment. DPC and OMB support this option. ,

Pros: i
. This option is most likely to avoid a legislative showdown on abortion funding that we
are unlikely to win,
1
. This optlon is consistent with our current position on Medicaid funding, and w1ll cover
more abortions than the current policy allows.
|
. This option will enhance our ability to reach an agreement with the CHA on the PSO

abortion coverage issue. ¥
|

Cons: l i
o

. This option may expose us to criticism about non-coverage of extremely sympathetic:

cases involving vulnerable and disabled women. -

. This opt\ion will anger womens’ groups, which would prefer us to provide Medicare |

coverage of the widest possible range of abortions, even if doing so would provoke the
Republicans to enact contrary legislation. :
| 1
Option 2: Rule that Medicare can cover abortions necessary to protect the health of the
woman (in addition to abortions allowed by Hyde). Under this option, we would segregate
appropriated funds from non-appropriated funds (payroll taxes, premiums, etc.) in the
Medicare Trust Fund and use the non-appropriated (and hence unrestricted) funds to pay for
the health- relatcd abortions. HHS supports this option. . .
Pros: | |

. This option will ensure that all abortions necessary to protect a woman’s health are

I
i
I
|
|
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covered, and will allow us (0 avoid eriticism ariging from non-coverage of highly
syznpaiizctic cases involving vulnerable and disabled women.

i

3

* This option will assuagc the womens® groups by providing for foi;z:arc cov&rage of a
larger class of aboriions.
: I
Cons: i
* This %;ﬁtion will virtually guarantee a legislative battle with Nickies and hig allies on
the appropriatencss of using public funds 1o pay for abortions. We should expect to
lose this battle and to have o veto a bill over government funding of abortion,
. This option diverges from this Administration’s past practice on government funding of
abortions,
. This option might well undermine our ability to reach agrecment with the CHA on ziza
PSG aizz}mon COverage issue, i
i
Recemmendations

As noiﬁ:{i IJPC (Bruce, Chris, and Elena} aud OMB support Option 1, because (1) it s
maost consistent with this Administration’s prior practice on government fundmg of abortions
and (2} it stands the best chance of avoiding a high-profile legisiative battle - on both the
Hyde arxt PSQ issues - that we are unlikely to win, HHS supports Option (2) because of the
special vulnerability of the population seeking abortion services under the Medicare program.
Counsel’s Office takes no position as between the two options.

PRI S—-—
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MR. PRESIDENT:

The attached Sperfing/Reed memao asks you to endorse, wi{gq

some changes, the Conts-Harkin Individual Development ¢
Accounts (IDAs) legisiation, which would cstablish a 4-year, \

$100M demonstration program under which State, local and % ‘
nonprofit entitics would operate IDA programs. ,
Under the demonstration, low-income households would L A d
qualify 10 open IDAs with a match from the administering gmmd
agency of at least 101 and o more than 8:1. Individuals could %{w«{,‘mg

make withdrawals from their accounts for (i) a first-home ool
purchase; (ii) post-secondary education expenses; or (iii} Cerss

siarfing a new buainess, The bill gives a preference to l
adsinistering entities that attract substaniial private or non-
Foderal matching funds. The bill enjoys bi-partisan support. _,

Gene/Bruce present three Options, but no one supports Option

2, which would have you put {orward an IDA proposal witha

higher price tag, or Option 3, which would have you propase a
narrower IDA demonstration limited to home buying. All of :
your advisers (NEC, DFPC, OMB, Podesta, Stein, VP, Treasury, i
RUD, CEA, SBA, HHS) supporl Option 1, which 18 to endorse '
Coats-Harkin with.some modifications. There 18 some risk the .
GO will attompt 1o expand the IDA3 (o include K-12 private I
schaol (a type of Coverdell Amendment], but Harkin has

vowed to oppose any suchrefforts. Your advisers are seeking a

similar pledge from Coats.

QOption 1 (recommended) ¥ Option 2 Option 3 __ Discuss

Sean Majoney %—

L T
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March 4, 1998 ;

DROP-BY MEETING WITH ADMINISTRATION APPOINTEES TO THE

MEDICARE COMMISSION
DATE: March 3, 1998
LOCATION: Map Room

BRIEFING TIME: 15:00am-10:10am
; EVENT TIME: 16:15 am - 13:30 am
FROM: Bruce Reed/Gene Sperling

‘PURPOSE :

[ ]
To meet privately with your appointees to the Medicare Commission, before your
meeting with the full Commission later in the day. (See separate briefing memo.)
BACKGROUND :
This will be the first opporwmnity for you to meet with your appointees to the Medicare
Commission as a group and to offer them the full support and assistance of the
Administration. You can take this time 1o introduce them 1o the members of your staff
and agsure them they will have access to the Administration. This is also an opportumity
to thank them for their willingness to take on this important responstbility and for the
thoughtful comments they have already been making publicly, ‘

PARTICIPANTS
Briefing Partici ,
Gene Sperling

Bruce Reed

Chris Jennings

Event Participants: :'
Secretary Shalala '
Secretary Herman ' ;
Bruce Reed i
Chris Jennings ;
CGene Sperling

Frank Raines

Janet Yellen
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l
If:gsidelntia] Appointees to the Medicare Commission: |
Dr. Stuart Altman. Professor of Health Policy at Brandeis University, Waltham, MA
Dr. Laléra D’Andrea Tyson. Former Economic Advisor now serving at the University of

California-Berkeley !
Dr. Bruce Vladeck, Former Head of the Health Care Financing Administration l

Mr. An:thony L. Watson, President and CEQ of HIP Health Care Corporation

|
PRESS PLAN

Open Press.

SEQUENCE OF EVENTS

- YOU will enter the Map Room, greet the guests. and take your seat.
- YOU will briefly make informal remarks and then depart.

REMARKS

Remarks Provided by Jordan Tamagni in Speechwriting.
| |
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f THE WHITE HOUSE
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‘ March 4, 1998

MEDICARE COMMISSION MEETING

DATE: March 5, 1998
LOCATION: Cabinet Room
BRIEFING TIME: {{:50.12:13 pm

EVENT TIME. 12215 pm - 115 pma
FROM: Bruce Reed/Gene Spetling

PURPOSE ,
To demounstrate your commitment 1o the work of the Medicare Commission,
BACKGROUND

You will be meeting with the 17 members of the National Bipartisan Commission on the
Future of Medicare Commisston, the Staff Director Bobby Jindal. and members of the’
Administration. The Commission is having their first meeting on Friday, and you have
invited them to the White House to call attention {0 their important work and offer the
support and assistance of the Administration 1o help them succeed in their efforts,

I the Balanced Budget Act, you preserved Medicare in the shont term by providing for
the extension of the Medicare Trust Fund for at least a decade with new structural
reforms. You also made a commitment (o secure the financial integrity of Medicare well
mnto lhe 21th century by the formation of this bipartisan commission.

{
In the izzst 30 years, Medicare has provided essential high-quality health care 1o millions
of Americans. Since its introduction the rate of uninsured elderly has dropped from 46%
to 1%. Without Medicare, half of the elderly -- 15 million people -~ could lack heaiah ‘
msuram:e

§

But as ;ifou know, Medicare faces grest challenges. As the baby boom generation retires,
the number of elderly will increase by 45% in the next 20 years, and by 2030 one in five
Americans will be elderly. In addition, sendors wili be living longer lives, and the higher
costs of this larger Medicare population will be bome by a smaller workforce.
The g@é} of the Medicare Commission must be 1o meet the new challenges facing |
Medicare while preserving the basic tenets of the program: providing basic health care
protections for older and disabled Americans.
1

!
{
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PARTICIPANTS
Brieﬂngf Participants:
The Vice President
(Gene Sperling
Bruce Reed
Chris Jennings
Larry Stein

Event Partici pants;
The Vice President
Secretary Shalala
Secretary Herman
Bruce Reed

Chris Jennings
(iene Sperling
Larry Stein

Frank Raines

Medicare Commission Members and Staff:
Dr. Stuart Altman

D, Laura D" Andres Tyson

Dr. Bruce Viadeck

Mr. Anthony L. Watson

Senator John Breaux

Congressman Bill Thomas

Congressman Michael Bilirakis
Congressman John Dingell

Congressman Greg Ganske
Congressman Tames MclXermatt

Senator Bill Frist

Ms. liene Gordon, Assistant 1o Trent Lott
Senator Phil Gramm

e e st etne =

Sarmuel Howard, President and CEO of Phoenix Health Care Corporation, Tenness&e :

Senator Robert Kerrey

Senator John Rockefelier

Ms. Deborah Steellman, Esq., Washington Lawyer who is a health policy specialist.
Bobby Jindal, Stail Director for the Commission

PRESS PLAN
(i)pm féfCSS.
SEQUENCE OF EVENTS

l
~ You and the Vice President will enter the Cabinet Room, greet guests, and take your
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senis.

- The Press Pool will enter.

- YOU will make opening remarks.

- The Vice President will make brief remarks.

- Senator Breaux will make brief eemarks,

- Congressman Thomas will make brief remarks,

- The Press Pool will depart.

- The mesting will praceed at your direction. You could begin by calling on Senator
Hreaux, and then select members,

REMARKS

R{:mark;‘f Provided by Jordan Tamagni in Specchwriting.

- e — = =
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- DRAFT Q&AS FOR MEDICARE COMMISSION EVENT

iIF YOU THINK MEIMMCARE IS SUCH A PRIORITY, WHY DIDN'T f
YOUR BUDGET DEDICATE REVENUES FROM THE ASSUMED '
TOBACCO LEGISLATION TO STRENGTHEN THE TRUST FUND -+
Li}xE SENATOR DOMENICT IS PROPOSING? :

First, I welcome Senater Domenici’s comments becanse they, of course,
assume a shared goal — the passage of national, bipartisan {obaceo
legislation, There is no doubt that the Congress, the siates and mapy others will
have a spirited debate over how exactly to use any revenue associated with
tobacco legislation. Many thoughtful ideas, such as Senator Domenici’s Medicare
?pllon will no doubt emerge and we look forward (o that discussion. ;
t

Our investment priovities for the tobacce legistation are aimed af helping -
children and the victims or potential victims of smoking. The budget
deézcates almost all of any tobaceo revenues towards initiatives designed to
reduce smioking, help find treatments and cures for diseases associated with
zebacco and invest in our children through health care coverage, needed child |
care and education. We believe that these investments have a namral link to |
!obacca revenue and will make a major contribution toward preparing the nation
for the 21st century. .
i
I certainly share the Senator’s concern about the Medicare program. Two of
the provisions of last year’s Balanced Budget Act that | am most proud of relate to
the Medicare program. The first was the package of reforms and savings that
extended the life of the Medicare Trust Fund for over a decade. The second was
the establishment of the Medicare Commission to begin addressing the long-terin
financing challenges facing the program. .

! ;
But before we get in 2 big debate about how we invest dollars from a tobacco
bill, we should work to do the heavy lifting of developing legislation that will
help stop our nation’s children from taking up smoKking in the frst place,
After it is clear that we will succeed in accomplishing this long overdue goal,
we can and we should have a thorough debate about the best way fo invest
tobaceo revenues. i
¢ I



II$N”’f‘ IT DISAPPOINTING THAT YOUR OWN CHAIRMAN OF THE

JMEDICARE COMMISSION HAS DECLARED THAT YOUR %iEB!CARE
'‘BUY-IN PROPOSAL I8 DEAD FOR THIS YEAR?

I do not believe that is what Senator Breaux has said, but I am not going to
speak for him. [ will say that Senator Breaux has accurately stated that the
Medicare Commission will look into this issue as well as a wide range of other
issues.

I do not believe he or most other Members of Congress would needlessly, f
delav providing a targeted expansion of health coverage forav uinarable
poepalation if we are successful at achieving a conseasus to move forward |
this year. It is my job to work with the Congress to achieve that consensus a'n‘d
I intend to just that. With Senator Moynihan's help, [ think we will succeed.

As CBO confirmed yesterday, the Medicare buy-in propaesal is a financially
responsible and targeted policy that addresses a vulnerable pt}pulatmn that
the prwate %ﬁﬁuraﬁ ¢e market has failed to serve

f I
fémericans ages 55 o 65 are one of the most difficult to insure populations:

they have less access to and a greater risk of losing employer-based health
insurance; and they are twice as likely to have health problems. We cannot
continue to come up with excuses to not address this problem.

H
{While the work of the Medicare Commission is extremely important, I do not
believe that the American public would sanction holding up a targeted,
important propesal that would help hundreds of thousands of Americans
with access to health insurance. | am confident that as Congress examines the
needs of this population and the proposal to address it, the necessary consensus 1o
move this legislation forward will be achieved.

i .
ISN*T THIS EXACTLY THE WRONG TIME TO PROPOSE EXPANDING
MEDICARE -- JUST WHEN THE COMMISSION IS GOING TO MAKE
RECOMMEND&TIONS ABOUT THE OVERALL FINANCING OF THE
PROGRAM? .

Once again, this is a targeted proposal that is paid for within the Medicare
program and therefore does not add any new burdens to the program. As such, it
does not conflict with the Commission’s work in this area. i

3
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YOU HAVE INDICATED YOUR SUPPORT FOR MEANS-TESTING BY
INCOME, SHOULDN'T THERE BE AN INCOME-RELATED PREM]UM
%FQR MEDICARE?

\Ever since [ took office, I have supported the concept of an income-related *
premium for Medicare as long it was done in a thoughtful workable manner and
that it was done it the context of broader reforms that make the progeam stronger.
I included in my first health care reform proposal in 1993 and | indicated my
support for it last year during the Balance Budget discussions. [ am certain the
Commission will review options in this arca and [ look forward to its
recommendations.

WHAT DO YOU THINK OF GINGRICH’S “NO TAX PLEDGE” THAT
HE HAS ASKED ALL HIS APPOINTEES TO THE COMMISSION TO
TAKE?

1 don’t know that any additional revenues will be necessary, That is the
Commission’s job to tell us. Having said this, I of course do not believe that any
preconditions should be placed on anyone 1o participate on any Commission. i
hope this Commission will look at a range of options before making any final
dewrmmatmns It is certainty worth noting that Senator Domenici has proposed
usmg tobacco taxes to fund the Medicare program. But again, I do not think we
ishmzid preclude anything at this point, §



PRESIDENT WELCOMES MEDICARE COMMISSION AND MAKES STRONG

SLCOMMITMENT TO PREPARE MEDICARE FOR THE RETIREMENT

OF THE BABY BOOMERS
! March 4, 1998 T

Today, meeting with the newly appointed Medicare Commission, the President stated his strong *
commitment to work with Chairman Breaux, Congressman Thomas, and the rest of the Commission to
develop a bipartisan consensus for future reforms o the Medicare program that prepare it for the
retirement of the baby boom population. In so doing, he highlighted the great achievements of
Medicare and the important contributions that the Balanced Budget Act (BBA) made to strengthening
and improving the program. The President indicated that he is confident the Comimission can build on
the successes of last year’s Medicare reforms and take the next steps to prepare the prograum for the
unprecedented demographic challenges it faces. He also urged the Commission to never forget that
Medicare i3 more than just a program of policies and pumbers: 1113 a3 national commitment that serves
almost 40 million of our most vuinergblc Americans,

MEDICARE HAS BEEN ONE OF THIS CENTURY'S GREATEST ACHIEVEMENTS -~
IMPROVING THE HEALTH OF MILLIONS OF AMERICANS. In the last 30 years, the
Medicare program has provided high-quality health care to millions of older Americans and people
with disabilities, Since the program was signed into law:

»  The raie of uninsured clderly has dropped from 46 percent to | percent. Today, about 1§
million Amcricans could go uninsured without Medicare’s guaraniee of coverage, '

o Older Amecricans are living 20 percent Innger. A 63 year old today can expect to live anti! the
age of 82; whereas in 1960, 2 65 vear old lived on average until the age of 79, This is partly
attributable to Medicare’s expansion of needed health care coverage (o older American.

* The poverty rate has dropped by over half, Medicare has contributed to decreasing poverty
among older Americans, Today, about 11% of people ages 65 and older are poor, compured (o
29% in 19066, ‘

THE BIPARTISAN BALANCED BUDGET ACT INCLUDED UNPRECEBENTED

MEIMCARE REFORMS. One of the most important achicvements of the Balanced Budgot Actthe

President signed into law last summer was its unprecedented reforms to the Medicare program. This

bipartisan effort strengthened the life of the Medicare Trust Fund for at lcast a decade from now,

included new hcallhI plan choices, and added coverage of preventive benefits. 1t |

+  Extended the life of the Medicare Trust Fund for at least a decade. Through a series of
payment and structural reforms, the BBA extended the life of the Moedicare Trust Fund for at least
a decade from today. This achievement built on the President’s 1993 budget which exiended the
Trust Fund for three vears.

» Contained important new preventive benefits. The Balanced Budget Act included new
preventive benefits ineluding annual mammoegrams for all Medicare henefiotarics over forty;
regular pap smears and pelvic exams; diabetes management benefits, and regular colorectal cancer
screening, ‘ )

1



Enacted important new structural reforms. The BBA also included now market-otiented
reforms, such as adding new plan choices including Provider Sponsored Organizations, Preferted
Provider Organizations, prospective payment system reforms, and a number of prudent purchasing
provisions that allow Medicare to buy services in the same way private health plans do.

; . . ,
Growth in line with private spending. Because of the important BBA reforms, Medicare growth
per beneficinry will actually be slightly less than projected private insurance spending growth:

4 percent versus S percent between 1997 and 2002,
;

STRENGTHENING MEDICARE FOR THE RETIREMENT OF THE BABY BOOMERS,
While the Balanced Budget Act strengthened Medicare in the short term, the program will face new
challenges as the baby boomers retire. The President highlighied some of these challenges and made a
strong commitment to work with the Commission to develop consensus for long-term Medicare
reforms. The challenges include: '

An unprecedented nomber of Amerieans will enter Medieare as the haby boom gencration
retires. The number of elderly will increase by 43 percent in the next 20 years. By 2030, onc in
five Americans will be elderly. ‘

The ratio of workers to Medicare beneficiaries will drop significantly by 2030, The nunber of
workers per Medicare beneficiaries will decline from 3.9 to 2.3 during this period, straining the
financing of the Medicare program, which is partly financed through a payroll ax.

The President reiterated his confidence that the Commissien, working with Congress and the
Administration, will successfully meet the new challenges facing the Medicare program. He
pointed out that the American people have always been able to reach consensus 1o address this
extremely important program, which provides needed services to tens of millions of Americans. |

|
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MEMORANDUM FOR THE PRESIDENT
I
As the time appmaz;hes for the Medicare Commission {0 begin its deliberations, we must ;
considetr how to  help frame the questions that the Commission will address. Although we will
not set the Commission’s agenda, we can help shape it through our public statements and
through our work with the people and organizations who speak out about Medicare’s future. 17
have cutlined below the principles I belizve should guide our thinking on Medicire reform and
some of the quesizims I believe the Commission needs to consider actively. i

:
1
i
:
?
:
‘

-

% I
Although the Balanced Budget Act sets forth areas for the Commission to study, the Act's ;
directives do not provide a clear or rigorous focus for deliberations. 1 am concerned that unless
we work actively to broaden the agenda for the debate, the public will focus only on financial
estimates and years of potential solvency, We must help focus the debate on the fact that
Medicare's future is as much about heaith care and retireiment security as about financing, I we
solve the sysiem s finangial prebiems yet the program ceases to deliver meaningful, high-guality

benefits or to protect benefi zzaﬁes against excesstve health costs, we will have failed,

tE

L]

Key Principles
I believe that the following principles shouid guide our thinking about Medicare reform:

1. Medicare is inextricably linked with other retirement programs, the rest of the
health care system, and the overall cconomy; planning about changes to the
program should not oceur in a vacuum, 1

Medicare cannot be considered separately from other public policies. In the lives of workers and

beneficiaries, income and health care are the key considerations as people plan for retirement.

Thus, Social Security, private pensions, savings, and supplemental sources of insurance —

employers, individual plans, and Medicaid -- are all inked to the future of Medicare,

In addition, trends in the health care market will affect Medicare. For example, increases in
health care costs — driven by infiation, changing technelogy, and changing practice patterns -
have contributed to rising Medicare costs. Conversely, because Medicare pays for a guarter of
all lospital expenditures and a fifth of all physician cxpenditures, changes in Medicare also affect
the health care market, These interaclions create both opportunities and hazards for Medicare
reform,

P i \ ' . N - .

Yhe same dynamic extsts m the larger cconomy, For example, savings, 1abor supply, and

N N T F o > . . 3

immigration policies affect the resources avatlable o pay for Medicars, Part of the solution to
t

l

% i
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“the Medicare problem” may lie in policy changes in these and other areas. Future changes that
we make within Medicare may create problems in other programs.

2. Any long-term solution should be flexible enough to respond to substantial
uncertainty about the program’s futare actuarial status, Long-term reform shonld
he thought of as a series of measured changes with regular reassessment of the
program’s quality and finaneial status. i

When the Meéicz}m trustees provide forecasts of the financial status of the Medicare program, .
they present a range of alternative estimates to accommodate this uncertainty. They show that |
the future status of the program is highly sensitive to small changes in financial assum;mons ,
The uncertainty af our predictions grows as they reach farther into the future.  ~ :

Because of this uncertainty, the “long-term” problems that we try to solve in 1999 may not exist
by 2030, and other problems will have arisen. In 1955, we would not have imagined that more |
than 80 percent of workers with insurance would get it through some form of managed care. !
Thirty years from now, new diseases will emerge, and new treatments and technologies will I
evolve, A cure for a major disease such as Alzheimer’s could transform the needs of the elderly.
In addition, m;farcseen changes to the cconomy - in global markets, new forms of .
communication and transportation, changes in the work force, and immigration « further limit | .
our ability to forecast with precision future health care needs and our ability to pay for them. |

We must coramit to making lasting changes in the Medicare program. In this dynamic system,
this can best be achieved through a series of measured changes made according to a consistent
plan. This phased strategy will build over time into larger structural reform, while allowing for
corrections along the way fo respond 1o unforseen changes in the system. This Commissionis &
critical first step in reform - but we should not see it as the final step. We should institutionalize
a process for onpoing assessment and reform, . f
3. The discussion must b as much about retirement security and the foture health
care needs of the elderly and disabled as it is about the budget.

The upcoming process should not be a typical budget reconciliation debate, driven solely by |
financial issues. The Comemission should move away from simply taking the actuaries”
assumptions as g,z%zz and focusing only on how to limit expenditures. Such a nammow approach
would give the edge to those who are using Medicare’s {iscal problems as a justification for |
radically chzmgiing the progrant’s design and the government's role. -
Despite the progress that we made this summer toward slowing growth in per capita costs wnh
the provisions included in the Balanced Budget Act, per capita costs will continue to be an issue.
However, the demog,mphu, trends that will drive program careliment are independent of per
capita costs - airzé are muoch more significant. To shift the discussion, it could be helpful to

1
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highlight this dwtmcttan between the level of cost increases that is due to rising per capita costs |
and the level of cost increases that is due to rising enrollment. The public is likely to be more E
willing to s&;:;'}oz;c higher revenues to cover more people than to cover higher costs per person. |
The needs of this grawing elderly and disabled population should be the real focus of the debate,
As retirement systems change, Medicare must retain its ability to provide beneficiaries with | -
financial security against health care costs. And Medicare will remain the primary way that our;
society will meet the changing health care nieeds of future elderly and disabled individuals, l
particularly those without substantial resources. Determining how Medicare can best meet those
needs should be 1}1:: primary task of the Commission.

» * - i
mmw

The next section of this memorandum develops some issues that the Commission and the
Administration must consider.

Who should participate in Medicare?
Hlstoncaiiy, Medicare has been enormously successful in providing insurance protection to all
persons over 65, lwlzlwai splintering the healthy from the sick or the low-income from the better

off. Proposals to change eligibility rules could fundamentaily change the universal nature of the
program., ' .
! E
One proposal has been to raise the eligibility age to correspond with the mcrease in the eizgibzlzty
age for Social Securﬁy Thzs could have two €ffects: leaving a pool of sider, sicker beneficiaries
enrolled in Medicare, and leaving mote retirees, especially those with lower incomes, without ;
coverage. The Commission should examine trends in the availability of health care for workers
who retire before they are eligible for Medicare; the needs of the youngest Medicare eligibles,
and the potential ¢ffects of raising the eligibility age. The Commission should also examine the

" possibility of allowing individuals to buy into the Medicare program before they reach the
eligibility age. .

Means-testing benefits - excluding wealthy beneficiaries from the program or giving them f ewer
benefits - would be a more significant change to Medicare's historical role. Medicare’s '
universality and status as “the” health care program for the elderly have been the comnerstenes of
its suceess. While we can and should build additional progressivity into Medicare’s financing,
we aust ensure that Medicare is available and atiractive to clders of all incomes. -

;

%
What is the guarantee that Medieare represents to beneficiaries?

Medicare guarantecs aceess to g particular set of benefits, regardless of changes in health care
costs. Critics have argued that Medicare™s guarantee should shift toward a defined financial

i . i
H N
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confribution, whmh coukd limit Medicare’s i;ahzimcs and increase beneficiaries’ ilabnixtles if
health care costs increased.

An examination af the options along the continuwin between a defined benefit package and 2
defined contribution is unavpidable, However, this exercise should acknowledge that changing
Medicare’s basic guarantee and reducing Medicare’s contribution has the potential to shift
billions of dollars of costs 1o employers, states, and beneficiaries. Perhaps more importantly, a |
defined canmhutlon approach has a substantial potential to undercut the integrity of Medicare as

one program and lead to a tiered structure in which the quality of care depends on a beneficiary’s
financial status. |

! i
What benefits will Medicare offer? ) - f
The Commission should examine both the level and the mix of benefits that Medicare offers,
Compared with many private plans, the fee-for-service Medicare benefit package is not generous.
Cost sharing is relatively high, and certain benefits widely available to the under-63 insured
population (such as prescription drugs) are not provided. In some parts of the country,
beneficiaries snrolled in HMOs receive benefits more comparable to what the working insured |
receive. Other beneficiaries obtain these benefits through supplemental coverage. The
relationship between Medicare and these other sources of coverage -- managed care, employers,!
individual plans,ianci Medicaid -- should be addressed.
; )
Medicare's benefit package should also be reexamined in the context of changes in health care !
delivery. When Medicare started, our entire health care system was organized primarily around;
providing care in hospitals. Over the last decade, delivery has shifted out of the hospitals and
into other settmgs, like doctors’ offices and patients” homes. As the population ages and retirees
change, the mix of services that Medicare beneficiaries need may change even more. Medicare's
role in financing long-term care may also become a more pressing issue.

1

-k
[ N o

Béyomi the benefits enjoyed by individual beneficiaries, Medicare aiso finances public goods -
like medical education, research, and care for the uninsured through disproportionate share
facilities. Other financing structures may be necessary to sustain these programs and to more
nroperly account for them as health care system costs rather than Medicare benefit expenses.
How will Meé’iénrc’s costs be financed? a
i
]
Current sources of financing for Medzczzw include pavrol taxes, beneficiary premiums and out E}f
pocket payments federal budget suppert for Part B, and Medicaid for fow income bencficiaries.
The Commi 1332{3;‘; should address what share of Medicare costs cach of these sources should beat,
| :
One factor to consider in exanining the appropriate {inancing mix is the possibility of merging’
Part A and Part B. The extent to which Medicare relies on each funding source is in part driven
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by separate funding sources for Hospital Insurance and Supplementary Medical Insurance. As

patterns of care change, this split is becoming less and less relevant to the way that care (s
delivered.

A second issue in the distribution of responsibility for Medicare’s costs will be the resources
available from each source over time. For example, trends in beneficiary income and tax
revenues may show shifting abilities to pay. The cumrent period of sustained economic growth: |
and stock market growth will affect financing options, public perceptions, and future approaches
-- but the Commission should also consider what will happes if this growth slows or reverses,
We also need to remember that not all seniors are the same. The Commission should pay :
particular attention to velnerable subgroups enrolied in Medicare. 1t should look 4t how changes
affect different age groups, ethnicities, genders, and income levels. For example, in considering
how Medicare’s costs will be financed, we must also determine how to continue to protect '
beneficiaries with the lowest incomes. Conversely, if we build additional progressivity into the,
program’s financing by income-relating the premium, we must be careful to ensure that Medlcam

remains the nghi choice tor elders of all incomes. i
§

What are the trends in employer-based insurance and financial planning?

Employment shifis to a service economy and to home-based work have changed the working
population’s access t insurance. Furthermore, employers have been reducing coverage of retivee
health benefits. As the health benefits and retiree health benefits that workers receive change, the
needs of Medicare beneficiaries and of workers who retire before they are eligible for Medicare,
may also change.

Changes are also taking place in Americans’ retivement planning. The balance is changing
among company pensions, the evelving 401{k) self-directed pensions/savings, traditional

savings, housing, and Social Security. Medicare will have 1o be evaluated a5 part of this i
changing system of financial protection. The Conmmission should be doubly cautious about .|

!
providing less protection to beneficiaries if their retirement income is also becoming less SeCUIE.

I3 ¥

How will different policy options inferact and shift responsibilities from somie to others? |
. f . .

} |
It is essential thit the Commission not consider options individually but also in the context of
other options, because of the possible interactions that may anise. For example, if the ,
Commission changed the copayment and deductible structare of the program, this could interact
with proposals to change the supplemental insarance system or with proposals to income-relate
premiums. Consideration should be given not only to the mernit of individual options but what a
combined package would be.
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Any set of solutions must mnawledge the full burden of health care spending for the elderly and
disabled and what resources there are to meet these needs across society as a whole. Lzmztmg
Medicare's role will shift costs to other parts of the budget or to beneficiaries and employers.
For example, if the Commisston raised the age of eligibility, the health care needs of the :

ineligible population would not disappear. They would be paid for by emplovers, be:ncﬁciazies,i
and public safety, net programs.

Other changes may redistribute the impacts among fiuture vs. current beneficiaries, within the
beneficiary population, or among public programs. Postponing reforms may faver current
beneficiarics while forcing future beneficiaries to experience more significant changes, for

example. Increasing premiums or cost-sharing will shift some of Medicare's burdcrz to Medicaid

and the states, in addition to beneficiaries, o

f

&

I
How will Medic‘[arc’s management responsibilities change?

We should contir!me 1o seek out ways to strengthen the integrity of the Medicare program so that
cach benefit dollar is being spent for needed care and services. Stopping fraud and abuse creates
budget savings, but again, it is not only e budget issue. Vigorous oversight is also necessary to
sustain public confidence in the program. We should continue to strengthen HCFA's authority
and resources to deteot fraud, and to prevent it before it oceurs.

As we work to address payment issues for the program, we should leamn from the successes of
the private sector. We also have the opportunity, howeves, to use our resources to design |
systems that will also help the private sector. For example, when Medicare was successful in
controlling hospital costs with its system of prospective payments for diagnostic related groups,

. . i .
privaic insurers were able to use the system to control thetr costs as well. ‘
i '

¥

However, Medicare is no longer just a payer. It now has oversipht over g complex and changing
health care delivery system. This new emphasis on delivery expands the government’s

responsibility to ensuring high quality care and consumer pmtez:iiezzs in addition to traditional
financial oversight.

As we think about how the program will be organized to purchase benefits in the future, we
should continue to ask what new responsibilities come with that organization. We should chm{y
the respective rﬁias and responsibilities of government and the private sector in managing o

system of plan chmcc And we should ensure that Medicare’s administrative resources are
sufficicnt to fulfill these rosponsibilities.

;
t

]

1 - H

How shall the Commission edueate the public? i

The debates over Medicare and Secial Sccurity will require a broad segment of the population --
pre-retirees, baby-boomers, and generation X-ers - 10 engage in a broad public debate on the



Page7 - The President

options outlined by the Commission. Public education and dissemination of information should:
be ane explicit task of the Commission. They should view regular interaction with Congress and
other key policy-influencing groups, including the media, 85 1 high priority. These interactions
can be the means to shape the way the press, Congress and the public consider these issues.

- : H

Donnz E. Shalala
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MEMORANDUM FOR THE PRESIDENT

As the time approaches for the Medicare Commission to begin its deliberations, we must -
consider how to help frame the questions that the Commission will address.  Although we will
not set the Commigsion’s agenda, we can help shape it through our public statements and
through cur work with the people and organizations who speak out about Medicare’s future. |
have outlined below the principles 1 believe should guide our thinking on Medicare reform and
some of the questions I believe the Commission needs to consider actively.

Although the Balanced Budget Act sets forth areas for the Commission to study, the Act’s
directives do not provide a clear or rigorous focus for deliberations. | any'concerned that unless
we work actively to broaden the agenda for the debate, the public will focus only on financial
estimates and years of potential solvency., We must help focus the debate on the fact that
Medicare’s future is as much aboul health care and retirement security as about financing. If we
solve the syxiem s financial problems, yet the program ceases to deliver meaningful, high-quality
benefits or to profect beneficiaries against excessive health costs, we will have failed. I
§ .
Key Principles , l
t

H
[ believe that the following principles should guide our thinking about Medicare reform:
:

. Medicare is inexiricably linked with other retirement programs, the rest of the
health care system, and the overall economy; planning about changes to the .
program should not oceur in a vacuum,

Medicare cannot be considered separately from other public policies. In the lives of workers and

beneficiaries, income and health care are the key considerations as people plan lor retirement.

Thus, Social Security, private pensions, savings, and supplemental sources of insurance -~ !

employers, indjvidual plans, and Medicaid -- are all linked to the future of Medicare. !

;

In addition, trends in the health care market will affect Medicare, For example, increases in

health care cosis -- driven by inflation, changing technology, and changing practice patiemns -

have contributed to rising Medicare costs, Conversely, because Medicare pays for a quarter of
all hospital exp’e:nditures and a fifth of al} physician expenditures, changes in Medicare also affecy
the health care market. These interactions create both opportunities and hazards for Medicare

reform, ! :

i

The same dynamic exists in the larger cconomy. For example, savings, labor supply, and
immigration policies affect the resources available 1o pay for Medicare, Part of the solufion to
t : R

r
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“the Medicarc problem” may lic in policy changes in these and other areas. Future changes that
we make within Medicare may create problems in other programs.

2. Any 3o£zg-zerm solution should be flexible enough fo respond te substantial i
uncertaiuty about the program’s future actuarial status. Long-term reform should
be timzzgizt of as a series of measured changes with regular reassessment of the
pmgmm ’s quality and financial status. l :

' !

When the Medicare trustees provide forecasts of the financial status of the Medicare program,

they present a range of alternative estimates o accommedaie this uncertainty. They show that

the future status of the program is highly sensitive to small changes in financial assumptions. i

The unccrlamty of our predictions grows as they reach farther into the future, .

i

Because of this uncertainty, the “long-term™ problems that we try to solve in 1999 misy not exist

by 2030, and other problems will have arisen. in 1965, we would not have magined that more

than 80 percent of workers with insurance would get it through some form of managed care, |

Thirty years from now, new discases will emerge, and new treatments and technologies will

evolve. A cure for a major discase such as Alzheimer’s could transform the needs of the elderly,

In addition, unforeseen changes 10 the economy - in global markeis, new forms of

communicaiion and ransportation, changes in the work force, and imunigration - further limat

our ability to forecast with precision future health care needs and our ability to pay for them.

We must commit to making lasting changes in the Medicare program. In this dynamic system,
this can best be achieved through a series of measured changes made according 1o a consistent
plan. This phased strategy will build over time into larger structural reform, while alfowing for
corrections along the way to respond to unforseen changes in the systern. This Commission isa
critical first step in reform -- but we should not see it ag the final step. We should instifutionalize
a process for ongoing assessment and reform. ;
3. The discussion must be as much about retirement sceurity and the futurc health
care needs of the clderly and disabled as it is about the budget. |
The upcoming process should not be a typical budget reconciliation debate, driven solely by
financial issues. The Commission should move away from simply taking the actuaries’ !
assuraplions as given and focusing only on how to limit expenditures. Such a narrow approach
would give the edge to those who are using Medicare's fiscal problems as a justification for 1
radically changing the program’s design and the government’s role.
Despite the progress that wo made this summer toward slowing growth in per capita costs with
the provisions included i the Balanced Budget Act, per capita costs will continue to be an issue.
However, the demographic trends that will drive program enrollment are independent of per
capita costs - and are much more significant. To shifi the discussion, 1t could be helpful to
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highlight this distinction between the level of cost increases that is due to rising per capita costs
and the level of cost increases that is due to rising enrollment. The public is likely to be more
willing to support higher revenues to cover more people than to cover higher costs per person.

The needs of this growing elderly and disabled population should be the real focus of the debate.
As retircment systems change, Medicare must retain its ability to provide beneficiaries with
financial securily against health care costs. And Medicare will remain the primary way that our
socicty will meet the changing health care needs of future elderly and disabled individuals,
particularly those without substantial resources. Determining how Medicare can best meet those
needs should be the primary task of the Commission.

Keyv Policy Questions

|
E . )

The next section of this memorandum develops some issues that the Commission and the |
]

I

Adminisiration must consider.
Who should participate in Medicare? g
! . t

i
Historically, Medicare has been enormously successful in providing insurance protection to all
persons over 65 without splintering the healthy from the sick or the low-income from the better
off. Proposals lo change eligibility rules could fundamentally change the universal nature of the
program.

One proposal has been to raise the eligibility age to correspond with the increase in the eligibility
age for Social Security. This could have two effects: leaving a pool of older, sicker beneficiaries
enrolled in Medicarc, and leaving more retirees, especially those with lower incomes, without
coverage. The Commission should examine trends in the availability of health care for workers
who retire before they are eligible for Medicare, the needs of the youngest Medicare eligibles,
and the potential effects of raising the eligibility age. The Commission should also examine the
possibility of allowing individuals to buy into the Medicare program before they reach the
eligibility age.

b

3

I e
Means-testing Benefits -- excluding wealthy beneficiaries from the program or giving them fewer
benefits -- would be a more significant change to Mecdicare’s historical role. Medicare’s
universality and status as “the™ health care program for the elderly have been the cornerstones of
its success. Whllc we can and should build additional progressivity into Medicare’s financing, .

Wwe must cnsurc[that Medicare is available and attractive to elders of all incomes. i

! .
What is the guarantee that Medicare represents to beneficiaries? : ;
1 [
! I
Medicare guaraniees access 1o a particular set of benefits, regardless of changes in health care.

costs. Critics have argued that Medicare’s guarantee should shift toward a defined financial
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! {
contribution, which could limit Medicare’s {tabilities and increase beneficiaries’ liabilities zf
health care costs increased.

i
H
H

An examination of the options along the continunin between a defined benefit package and o ’
defined contribution is unavotdable. However, this exercise should acknowledge that changing
Medicare’s basic guarantee and reducing Medicare’s contribution has the potentiaf to shift
billions of dollars of costs to employers, states, and beneficiaries. Perhaps more importantly, a
defined contribution approach has a substantial potential to undercut the integrity of Medicare as
one program and lead to a tiered structure in which the quality of care depends on a beneficiary’s
financial status, ‘

What henefits will Medicare offer?

The Commission should examine both the level and the mix of benefits that Medicare offers,
Compared withymany private plans, the fee-for-service Medicare benefit package is not generous.
Cost sharing is relatively high, and certain benefits widely available to the under-65 insured
population (such as preseription drugs) are not provided. In some parts of the country, ;
beneficiaries enrolled in HMOs receive benefits more comparable to what the working insurcd
receive, Other beneficiaries obtain these benefits through supplemental coverage, The i
relationship between Medicare and these other sources of coverage -- managed care, cmployers,
individual plans, and Medicaid -+ should be addressed. i
Medicare’s benefit package should also be reexamined in the context of changes in health care
delivery. When Medicare started, nur entire health carc systern was organized primarily around
providing care in hospitals. Over the last decade, delivery has shifled out of the hospitals and
into other settings, like doctors’ offices and patients’ homes. As the population ages and retivees
change, the mix of services that Medicare benefteiaries need may change cven more, Medicare’s

rolg 1n financing long-term care may also become a more pressing issue.

Bevond the benefits enjoyed by individual beneficiaries, Medicare also finances public goods
like medical education, research, and care for the uninsured through disproportionate share
facilitics. Other financing structures may be necessary to sustain these programs and to more
properly account for them as health care system costs rather than Medicare benefit expenses.

How will Medicare’s costs be financed? |

i i

¥ .
Current sources of financing for Medicare include payroll taxes, beneficiary premiums and out of
pocket payments, federal budpet support for Part B, and Medicaid for low income heneficiaries.
The Comm%ssiz}? should address what share of Medicare costs each of these sources should bear,
One factor (o consider in examining the appropriate financing mix is the possibility of merging
Part A and Part B. The extent io which Medicare relies on each funding source is in part driven

H
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by separate fnding sources for Hospital Insurance and Supplementary Medica Insurance. As
patterns of care change, this split is becomning less and less relevant to the way that care is
delivered.
A second issue in the distribution of responsibility for Medicare’s costs will be the resources .
available from each source over time. For example, tronds in bepeficiary income and tax
revenues may show shifting abilities 1o pay. The current period of sustained cconomic growth
and stock market growth will affect financing options, public perceptions, and future approaches
-~ but the Commission should also consider what will happen if this growth slows or reverses.

We also need to remember that not all senfors are the same, The Commission should pay |
particular attention to vulnerable subgroups enrolled in Medicare. It should look at how changes
affect different age groups, ethnicities, genders, and income levels. For example, in considering
how Medicare’s costs will be financed, we must also determine how to continue to protect
beneficiaries with the lowest incomes. Conversely, if we build additional progressivity into the
program’s financing by income-relating the premium, we must be careful to ensure that Medicare
remains the right choice {or elders of all incomes.

What are the treads in emplover-based insurance and financial planning?

LEmployment shifts to a service economy and to home-based work have changed the working
population’s access to insurance. Furthermore, employers have been reducing coverage of retiree
health benefits. As the health benefits and retiree bealth benefits that workers recetve change, the
needs of Medicare beneficiaries and of workers who retire before they are eligible for Medicare
nidy ais¢ change.

Changes are also taking place in Americans’ retirement planning. The balance is changing
ameng company pensions, the evolving 401(k) self-dirccied pensions/savings, traditional |
savings, housing, and Social Security, Medicare will have to be evaluated as part of this |
changing system of financial protection. The Commission should be doubly cautious about {
providing less protection to beneficiaries if their retirement income is also becoming less sccgue.

How will diffei'cnt policy options interact and shift responsibilities from some to eihers?j

' :
H is essential that the Commission not consider options individually but alse in the context sz
other options, because of the possible interactions that may arise. For example, if the
Commission changcd the copayment and deductible structure of the program, this could interact
with proposals | to change the suppiememai insurance sysiem or with proposals to income-relate
premiums. Consideration should be given not only to the merit of individual options but what a
combined packa;__,e would be, :

i
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Any set of solutions must acknowledge the full burden of bealth care spending for the elderly and
disabled and what resources there are o meet these needs across society as a whole. Limiting
Medicare’s role will shift costs to other parts of the budget or to beneficiarics and erployers.

For example, if the Commission raised the age of eligibility, the health care needs of the
incligible population would not disappear, They would be paid for by employers, beneficiaries,
and public safety net programs,

Other changes may redistribuie the impacts among future vs. current beneficiaries, within the,
beneficiary population, or among public programs. Postponing reforms may favor current
beneficiaries w}zzle forcing future bencficiaries to experience more signtficant changes, for i
example. incrcasmg prentiums or cost-sharing will shift some of Medicare’s burden to Medicaid
and the states, in addition to beneficianies, :
How will Medicare’s management responsibilitics change? ‘

i
We should continue to seck out ways to strengthen the integrity of the Medicare program so that
cach benefit dollar is being spent for needed care and services, Stopping {raud and abusc creates
budget savings, but again, it is not only a budget issue. Vigorous oversight is also necessary to
sustain public confidence in the program. We should conttaue to strengthen HCFA’s authority
and resources to detect fraud, and to prevent it before it occurs.

H

As we work to address payment issues for the program, we should learn from the successes of
the privale sector. We also have the opportumity, however, 10 use our resources to design
systems that will also help the private sector. For example, when Medicare was successful in
controlling i}i}spmﬁ costs with Its system of prospeciive payments for diagnostic related groups,
private insurers’ wcre able 10 use the system 1o control their costs as well. |

’ f
However, Medicare is no Jonger just a payer. It now has oversight over » complex and changing
health care delivery sysiem. This new emphasis on delivery expands the government’s :
responsibility 1o ensuring high quality care and consumer protections, in addition to traditional
financial oversight, y

As we think about how the program will be organized to purchase benefits in the future, we
should continue to ask what new responsibilities come with that organization, We should clarify
the respective roles and responsibilities of government and the private scctor in managing a
system of plan choice. And we should ensure that Medicare’s administrative resources are
sufficient to fulfill these responsibilities,

How shall the Comumission educate the pablic?
The debates over Medicare 2nd Social Security will require z broad segment of the population’ --

pre-retirees, baby-boomers, and generation X-ers - 1o engage in a broad public debate on the
i
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options outlined by the Commission. Public educition and dissemination of information should
be one explicit {ask of the Commission. They should view regular interaction with Congress and
other key poitcy-mﬂucmmg groups, including the media, as a high priotity. These interactions

can be the mLEiZ:]S to shape the way the press, Congress and {he public consider these issues, '/
i

Donng E. Shalala

R ——
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- THE WHITE HQUSE
WASHINGTON

October 8, 1997

MEMORANDUM TO THE PRESIDENT
g é“r’iae President, Erskine Bowles, Bruce Reed, Gene Sperling

FROM: !Chris Jennings , |
| . '
RE: NEW YORK AND THE PROVIDER TAX ISSUE

Tomorrow, DHHS will announce the results of its policy review of Medicaid provider taxes and
its policy changes regarding New York. In brief, they will announce (1) policy clarifications that
include clarify that certain provider taxes previously in question, including New York’s regional
tax, are permissible; and (2) support for legisiation that expedites identifying impenmissible taxes
and ending their use., This is the culmination of an intensive process that involved HHS, OMB,
DPC/NEC, Legislative and Intergovernmental Affairs, the Office of the Vice President and other
senior staff. This memo provides you with detailed information on the poixcy review, subseqzze:z%
actions, and ﬁ}e roll out plass. _ .
i

BACKGROUND |
Financing scheme and the law limiting it. {}aﬁﬁg the late 1980s, many States established
finanicing schemes that had-the effect of increasing their Federal Medicaid funds without using
additional State resources. Typically, States would raise funds from health care providers

{through provider taxes or “donations”), then pay back those providers through increased
" Medicaid payments. Since the Federal government pays at least half of Medicaid payments, the
provider taxes or donations would be repaid in iarge part by Fedéral matching payments. Using
this m@chamsm, the State was left with & net gain because it only had to.tepay part of the |
provider tax ar ‘donation it eriginally received. f
Because provndar taxes and donations were effectively siphoning off potentially billions of |
dollars from the Federal Treasury, the Congress limited states’ use of these schemes in a bill
enacted by President Bush in 1991. The subsequent regulatory interpretation of these fimits was,
a3 you know, negoziawd with the states and the National Governors' Association in 1993,

States’ ccntmmé reliance on impermissible provider taxes and our ¢uforeement reco rd
Despite the new law and the regulations, many states continucd te use provider taxes that at least
appeared to be out of compliance. To date, these possibly impermissible taxes total an estimated
$2 to 4 billion and, in the future, could cost billions mere. In response, HCFA issucd letters and
discussed its concerns about certain taxes with states, but -- for a variety of reasons -- never ok
any final action. Unfortunately, this has meant that a number of states continue using these taxes,
belicving that HCFA might never enforce the law, or that if they did, they could seek FECOUrse

through the White House or the Congress.
i

¥

H
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The New York provision ia the balanced budget. To ensure that New York would never be
vulnerable to Medicaid provider tax enforcement actions, Senator Moynihan and Senator
D' Amato successfully added a provision to the Balanced Budget Act w exempt all of its provider
taxes (it has dozens), both retrospectively and ;;mspcctivciy, from disallowances. Both in writing
and orally we repeatedly objected to this provision. Moreover, we provided alternative statutory
language that would have forgiven about $1 billion. As you know, however, the Senators
(through their staff) rejected our offer and insisted on their original provisions. ‘
Line-item veto and New York’s reaction. In announcing the line-time veto on August 11,
we raised concerns about the cost and ramifications of smglmg out as permissible one state’s
provider taxes. &ith{}ugh our actions were generally viewed as responsible and defensible by
those who know the program and/or who are budget expests, the same clearly cannot be said of
New York’s political astablishment. The Governor’s office, the New York Congressional
delegation, the Mayor, providers and unions reacted strongly and negatively to the voto. Among
a host of complaints, they charged that they were singled out and were never made awdare that thig
provision could be subject to the line-tem veto, Most recently they have critivized us for our.
delay in getting back to them and our willingness to support fixes for the other two vetoed i
provisions without addressing their problem, ;

! ‘ ]
Tomorrew’s actions. The line-item veto of New York’s special provider tax waiver provision
accelersted a review process of these tax policies that was already underway at DHHS. This|
process has yielded two results, First, tomorrow HCFA is issuing a set of policy clarifications in
a fetter to State Medicaid Directors., This letter clarifies how DHHS will implement the law and
regulations on states” use of health care-related taxes for their share of Medicaid; this letter will
be viewed as pood news for at least nine states. There will alse be a notice in the Federal
Register containing a correcting amendment to the regulation o make it consistent with
Congressional intent; this will make New York’s regional tax permissible.

: b .
The Staie Medicaid Director’s letier also includes an announcement of our suppori for legislation
that (a) lays out in statute how to identify impermissible taxes; and (b) would provide enhanced
authority o the Secretary to forgive up 1o the entire amount of individual states’ current liabilities
if they come into full compliance with the law resolve current liabilities if the states comes into
full compliance prospectively, If, however, by & date certain - August 1998 - nio legislation is
. passed, HCFA will aggressively enforce ifs current policies.

t

Need for legislation. The Administration’s goal in these actions is to work with the states to end
the impermissible use of provider taxes, Given the staggering size of the liabilities for some
states, we agree that this is best accomplished through negotistion. Specifically, we are \
interested in wrading reductions in some or all of states” retrospective liabilities for discontinued .
use of such taxes in the future. However, the administrative process that HCFA has atits
disposal offers many opportunities for states to continue to stall {as they have done in the past).
More importantly, final settlements must be approved by the Department of Justice which may
take a hard line in terms of recouping retrogpective liabilities. This could force states to look for
a legislative “rifle shots™ to fix their particular problem, or to go W court.



Congequently, we think that the best way to bring states to the negotiations is through reliance on
a legislative strategy. By strengthening the Secretary’s ability to negotiate, we avoid the
uncertainty inherent i in an ordinary administrative process. By stating what type of legislation we
would support; we get ahead of the rifle shots and possibly prevent them, as well as to get the
Congress invested in developing a mutual solution to the provider tax mess. And by offering to
clarify our ways of identifying impermissible taxes, we may engage states that have concems
about our interpretation, thus possibly preventing suits. Thess incentives are reinforced by Lhreat
of a deadline for passage of such legislation (August 1998} that tnggers an aggressive N
enforcement acmn by HCFA. !

|
Reaction frmi New York. DHHS’s review produces good news for New York. One of New
York's major concerns have been that Medicaid regulations have not grandfathered the State’s
“regional” tax. Given evidence of Congressional intent for this tax treatment, the Administration
has published a clarifying amendment to the regulation in today’s Federal Register. This action
relieves New York of over $1 billion of provider tax lability.

However, there will be no fisal resolution on New York’s other provider taxes. The New York
delegation has already put us on notice that nothing less than a “hold harmiess” solution is
accepiable. They define this as meaning that they want us to waive all current taxes both
retrospectively ‘and prospectively; in other words, they want the provisions we line-item vetocd
Thus, even though there is good news for the state, it will almost certainly be viewed as
insutficient.

Reaction from other states. Although nine other states benefit from the new policy
clarifications, it is news of our suppont for legislation that will catch states” attention. The dozen
or 50 states that have widely used provider taxes may view this positively. it is these states that
we want 1o engage in discussion and eventually negotiations. However, the remaining states that
gither ended their provider tax use or who never used them to begin with ray view our action as
00 conciliatory. We will make sure that we communicate to states that we have not -- and will
not - change our opposition to the use of provider taxes. We are simply lmkmg for the most
effective way to end states’ reliance on impermissible taxes,

" Rotl-out stmtégy, The timing of briefings on this tax issue is crucial given the political
sensilivity in New York. Since the Vice President is in New York until 4pm that day, we arc
scheduling this briefing for 3:30 (tentatively). Donna called the Governor last night to tell him
that we would meet with his staff oo Thursday afiernoon. Gene sent a similar message to Charlie
Rangel last night with a consistent message and we have also notified other key members of the
New York delegation. HHS has also planned briefings for committees of jurisdiction, the N{}A
and other mtcrested parties {ater in the afternoon. . ,
Because of Ncw York’s media market, there is no question that tomorrow’s announcement wﬁl
attract Szgnificant coverage. We do believe, however, that the approach we are taking raprcscnts
the best way 1o start a long-overdue process of eliminating Impermissible provider taxes from the
Medicaid program. We will keep you apprised of dev clopments. 1
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THE SECRETARY OF HEALTH AND HUMAN SERVICES
WALIHINGTON, D.C, 20201

JUL b LoeeT
MEMORANDUM FOR THE PRESIDENT

As you know, the Senate has proposed a number of changes that would affect Medicare
beneficianies, including the introduction of an income-related Part B premium starting at $50,000
for single beneficiaries and 375,000 for couples. In our letter to the Conferees, the !
Aémzstram}n made clear that while we do not oppose income-relating the Medicare premium in
;mncz;ﬁa we have a number of concerns about the proposal as carrenﬁy structured. 1 wanted to
raise 1o your attention the two aspects of the proposal that I think raise the most significant
problems, (] have discussed my concerns with Secreta:y Rubin).

First, if the aémmstratmn agress to an income-related premium, [ belzcve we should stmngiy
oppose the Senate provision for HHS to administer the collections process. The Administration
has consistently taken the position that any such premium should be collected by the Treasury
Department, where it could be managed simply and efficiently as part of the filing of 2
beneficiary's tax return. (As you may recall, this is hbow we proposed to collect the income-related
premium in the Health Secunity Act; we adhered t0 this position in the balanced budget
negotiations). Part I of this memerandum sets forth in more detail the reasons why administration
of an mwm&mlated premium by HHS would be tmpractzcai expensive, and more burdensome {0
beneficiaries, Admlmstratmn by HHS runs serious risks of afienating several million senior
citizens, '

Second, 1 am ‘concerned that the Senate proposal has the potential to canse a substantial
percentage of the highest income beneficiaries to opt out of Medicare Part B altogether, because
it phases out the premium subsidy entirely at the top end of the income scale. Part H of the
memorandum explains why it is very important that we not agree to an income-related premium
that includes this feature. ‘ '

1. Concerns about Adninistrability of Income-Related Premium by HHS

Administration of an income-related premium by HHS would be a formidable undertaking. FHS
does not now have access 1o information on beneficiary income. In addition to serious concerns
about the privacy of income information, requiring HHS to collect an income-related premium

~ would mean establishment of 2 large and expensive bureaucracy at HHS, a task for which the
Department has no expertise or comparative advantage. We estimate that such a bureaucracy,

which would duplicate functions performed by Treasury, would require more than 300 new '
i



e

Federal cmployees and cost more than $30 million per year (not counting start-up costs), and run
counter to Administration and Congressional goals of downsizing the Federal government.

Furthermore, the inefficiencies inherent in the Senate proposal for HHS to collect the income-
related premium have led both CBO and HCFA actuaries to estimate that less than half of the
revenue theoretically obtainable would be achieved. We believe that CBO would estimate that the
income-related premium in the Senate bill would raise about $8-39 billion over five years if the
collections were handled by Treasury, compared to only the $4 billion that CBO has estxmated if
the premium were administered by HHS. -

A, What HHS Would Have to Do to Administer Income-Related Premium

The Senate bill would require HHS to undertake a complicated series of steps.
b
(1)  The Senate bill requires Treasury to provide HHS with income information on Medicare
beneficiaries since HHS does not have such information. Collecting and reconciling
information about beneficiary incomes would be an entirely new function for HHS, one
that some beneficiaries may not find appropniate, given the sensitivity of such information.

(2)  The income information provided by Treasury would be three years old. Treasury would
send HHS 1995 tax return information, the latest available information, in order to glve
HHS suﬁicnent time to develop and send to beneficiaries an initial determination (i.e., a
prellmmary estimate which would need to be reconciled after the actual tax filing for the
year) of their 1998 income and an initial determination of their 1998 income-related
premium liability, and give the beneficiary an opportunity refute the HHS estimate, -

Use of income data thrée years old is problematic. It would be inherently confusing. Past
income is not a good indicator of a Medicare beneficiary's future income. For example,
income for beneficiaries who were working in 1995 but later retired would result in an’
overstatement of estimated 1998 income for the beneficiary. Similarly, if a beneﬁcmry had
a capltal gain in 1995, that gain would be included in the beneficiary's 1995 income used
to project 1998 income. !

In contrast, if Treasury were administering the income-related premium, they would not
have to use three year-old data. Rather, because the income-related premium would

be collected as part of the filing of the beneficiary’s tax return, it would be based on actual
income information for the relevant year. !
HHS would have to respond to the many letters from beneficiaries or Congressional
Offices who might be concerned with the general notion of a governmental agency
estimating their income for a year and why they had to supply income data to two dlﬁ‘erent
governmental agencies.



(3)

)
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(6)

NG,

The Senate bill requires that HIS send the beneficiary an estimate of their income by .
September | of the year before the year for which the income-related premium applied and
that the beneficiary be given thirty days (o refute the estimate. If the beneficiary refutes
the HHS estimate, the Senate bill provides that the beneficiary's estimate would hold. If
the beneficiary does not challenge the HHS estimate, the Senate bill specifies that the HHS
ggtimate would hold, .
While the Senate bill does not specify how the income-related premiums would actually be
collected, they could be collected either by HHS direct billing, or SSA deductions from
the Social Secunity check {for the bulk of beneficiaries). !
in the case of exclusive HHS direct billing, HHS would have to send quarterly bills to
about 3 million beneficiaries in 1998. For those beneficiaries who did not make tlmcly
payment, additional efforts at c{}iie&m would need to be undertaken.

Alternatively, the bamﬁci&ry-sg&iﬁc income-related premium liability could be sent tc}
SSA before the beginning of 2 year and SSA could deduct the amount from the f
beneficiary’s Social Security check. This method could be used for 83 percent of i
beneﬁc;anes the remainder would need to be dzzecz-bziieé by HHS. :

If hzgﬁ«-mcgmc beneficiaries did not make premium payments, they would be ;ermmate
from Medicare Part B coverage. Challenges to terminations could consume additional
HHS resources. Termination may also involve correspondence with beneficiaries ami
Ccmgress::mal offices.

Stnce the imttal pmmmm payments for a year would be based on the “initial
determination® of inconie and since “actual” income and the actual income-related
premium ligbility for the vear may be different from the estimated amounts, the Senate bill
requires that there be a reconciliation afler the year. The Senate bill requires Treasury to
send HHS income information after the beneficiary filed their tax returns for the year,
Using actual income, HHS would determine the actual premium Hability for the year.

For income-related premium liabilities for 1998, the reconciliation would cccur in 2001.
This could be confusing to beneficiaries since the reconcifiation would involve resurrecting
their actual information from a tax return three years earfier and generate aéiiiiwnai
correspondence,

After HHS reconciled estimated and actual income and income-related premium habilities,
undr:rpaymcnts would have to be collected from beneficiaries and overpayments would,
have to be refimded If a beneficiary had died, collections would have t¢ be made from

; : s surviving spouse or estate. Special efforts may be needeé t£>

“mcoup undcrpayments from heirs where estates had already disbursed assets.



] ) l
(8) The péperwork burden for HHS administration of an income-related premium is |
staggering. New forms would have to be developed to send income estimates to
beneficiaries, receive their responses and reconcile estimated and actual income. Twelve
million bills would need to be sent if HHS did exclusive billing for income-related
premiums. Additional correspondence would be involved for delinquent collections. Up
to 3 million letters might be sent to handle overpayments and underpayments for a year.
Spemal paperwork might be needed to recoup underpayments from surviving spouses or
estates, .

| !

B, Companson with Administration by Treasury

In contrast, an‘income-related premium could be calculated through the income tax return, ina
manner similar, to the way that the tax on Social Security benefits is currently determined, One
line would be added to the 1040 tax form representing the amount owed for income-related
premium. Determination of the income-related premium owed would be calculated on a |
worksheet in the 1040 instructions in the same manner that individuals calculate the amount of
their Social Security benefit subject to income taxation. If the individual pays estimated taxes,-the
income-related premium liability could be included as part of the individual's periodic filing. -
There would be some increase in Treasury's administrative costs to run this program, but we
believe those costs are relatively small. l

I

C. Potential Costs of Administration by HHS o '

In an era of ever more constrained funding for program administration, requiring HHS (and SSA)
to take on these administrative functions would be impossible without a more than $30 million
annual increase in admintstrative funding (and $20 million in start-up costs) and more than 300
new Federal employees. These estimates of administrative costs do not take into account the need
to deal with inquiries or complaints from Congressional offices, or the IRS itself (which will
continue to be identified as the source of final income data). In the absence of additional .
resources, processing those inquiries would detract from the capacity of those organizations to
provide other services. Nor do those estimates reflect the additional costs to beneficiaries who

~ believe -- rightly or wrongly -- that there are errors in the information on which their filings are
based. Just as other taxpayers incur considerable expenses for accountants, lawyers, and so forth,
so for the first time would thousands of Medicare beneficiaries.

II. Concerns ab_but the Maximum Beneficiary Contribution in Senate Proposal !
. b

The Administration’s Health Security Act proposed that beneficiaries pay a maximum

contribution of 75 percent at or above the top income level. In other words there would be a 25

percent subsidy for the highest income beneficiaries.

b

There is an important rationale for this policy. If the entire subsidy is removed, the younger and

I
I
1
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Part B coverage On average, Medicare spending for high-income bezzeficxafzés i aimaz }5 {
percent lower than for all beneficiaries. Since their average expenses would be considerably less
than their Part B premium contributions, they could probably purchase 2 Part B benefit package
privately, at less cost than a Medicare premium equal to 100 percent of the average cost for all
aged beneficiaries. If a significant number of high-income beneficiaries dropped out, it would
raise costs for those who remain. HCFA actuaries assume that about 30 percent of high-income
beneficiaries would drop out if the income-related premium were set equal to 100 pereent of
average program costs. This would increase the Pari B premium for every other beneficiary.’

The Administration believes that ihe maximum beneficiary contribution at the highest | zz;comes
should be 75 perocm

Conclusion
For all of these reasons, | strongly believe we should support an income-related premiun only if it

is administered through Treasury. [ also believe that if this provision remains in the bill, the
maximum beneficiary contribution should be 75 percent.

i U

Donna E. Shalala

f
e Robert Rubin
Secretary, Department of Treasury

John Callahan |
Acting Commissioner, Social Security Administration |

| . | ;
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THE WHITE HOUSE
WASHINGTON

i

(v e (L;_.E\F']Q MEMORANDUM
TO: DISTRIBUTION

FROM: Chris Jennings

RE: ;MEDICARE HIGH-INCOME PREMIUM
DATE: i?uly 11, 1997

Attached are se'veral pages describing:

. A side-by-side comparison of the approaches;

A list of major concerns with the Senate proposal;

How the Senate-passed income-related premium works; and

r

. How suéh a policy would work if administered by Treasury.

+
Please call with questions.



COMPARISON OF THE ADMINISTRATION OF g

THE HIGH-INCOME PREMIUM

80% of savings in the first 5 years)

PROVISION SENATE BILL ADMINISTERED | SENATE BILL ADMINISTERED
BY HHS* < BY TREASURY*
Who Administers | 'Health & Human Services (HHS), | Treasury _
| Socizl Sscurity Administration f
: {S8A}, & Treasury g
Savings | $3.9 billion (assumes loss of over | $8 10 ¢ biltion (assumes ;

traditional compliance rates) |

Administrative

$30 to 50 million per year

$5 to 10 million per year

1
i

is 2-3 years old (e.g., 1995 for
1498) '

{2} Sending nofices to at least 3
million beneficiaries to ask if this
past income is what they will
receive in the next year and
require them to respond in writing
in 30 days Mote: Sharing
income data across agencies
raises significant privacy
concarns .

Caosts

How Eligible HHS identifies beneficiaries by: Beneficiaries report their income,
Beneficiaries Are {1} Getting income from the iatest | reference a scheduls, and add
Kientified reviewed Treasury tax data, which | the exira premiuin to the hotiom

line of their tax return

How Premiums
Are Collected

:
E

Assumes that extra premium is
subtracted from monthly Social
Security check afler HMS sends to
SSA their estimate of who gels
how mtich taken out of their
checks

See above

Reconciting -
Income

To ensure that the right amount ¢f
premium was assesssed, Treasury
would send the aclual income
from reviewed tax data to HHS.
However, because this would be
done retrospectively this would
take 2-3 years {e.g., 2001
correction for 1998 mistake)

Since income is not projected but
is the actual reported income, no
recongiliation is required.

* This policy assumes the Senate policy which phases in 100% of the premium for beneficiaries with
incomes between $50,000 and 310,000 for singles, $75,000 and $125,000 for couples. The ;
Administration opposed the Senate's 100% phase out, administration through HHS/SSA, and lack of

indexing of the income thresholds.




The Senate’s Medicare High Income Premium Policy
Concerns

i .
Ba'piiczates bureaucracy. Today, the Treasury Department is the only Federal
agenc“y that has the income information needed to collect a high-income |
premium. HHS or SSA would either have to collect their own income '
information, like a second tax retum, or borrow the Treasury income information.
In either case, a large, new bureaucracy, with hundrads of new workers, would
be needed to duplicate the Treasury structure. This could cost $30 fo $50 million
per year — many times more than it would cost if administered through Treasury,

Errors likely. HMHS cannot easily identify who should be paving the extra
premium. It would base its identification of these people on 3-year old income
information received from the Treasury. One in four seniors who are above the
income thresholds fall below them three years later, mosily because they have
been working but have since retired. Others may have died or have spouses
that have died, changing the amount that they owe. Beneficiaries have a 30-day
window fo mail in any corrections, but this may be too short of a time period and
could be difficult fo understand or process for some seniors.

Caiiectmns difficult.  Collecting this extra premium is not as simple as redz.zc;ng
benefic iciaries’ Social Security checks. Three agencies — HHS, 85A and
Traasury — would have to coordinate information to ensure that the right
pre:muurn is collected. This not only raises major privacy concerns, but is
mefﬁcaent The right amount of the premium won't be known for years, since it
takes time for Treasury {o review tax returns, HHS to match the actual income
with that used to determine the premium, and S8A {o collect any over- or under-
estimate. Recouping the extra premium years later ¢reales bureaucratic
challenges — HHS would need practices fike a collections agency - as well,as
harzﬁsé@zp for beneficiaries. Since most beneficiaries’ incomes will decline as thay
age, beneficiaries will be paying no extra premium when they can afford it and
more w%zen they can afford it Ems ;

Major Ioss of revenue. A consequence of this administrative complexity is the
loss of the premium revenue from the policy. Cost estimators at CBO and OMB
assume that more than half of the potential revenue will be lost due to problems
in administration. In contrast, only a small percent will be logt if administerad by
the Treasury, which already has most of the administrative structures in place.
} }
Loss of healthier, wealthier beneficiaries. Totally phasing out the premium
could cause long-run problems for Medicare. Faced with a large, exira premium,
the healthiest beneficiaries have a strong incentive to leave Medicare. [tis likely
that an insurance market will deveiop that can offer Part B services at a lower
price — especially since Medicare spends, on average, 15 percent less for high-
income beneficiaries than for all beneficiaries. HHS Actuaries assume that about
haif a million healthy, wealthier beneficiaries would leave Medicare if the
pr&msum rose to 100 percent. The loss of these beneficiaries not only means
less premlum revenue but could raise the cost of Medicare for those who mmam

%

%



¢

The Senate’s Medicare High Income Premium Policy.
: How It Would Work

i

Senate Poi:cy‘ The Senate bill increases the Medicare Part B premium for hzgh-
income henef’ iciaties from 25 to 100 percent of Part B costs. -

angfe beneficiaries: Begins at $50,000 with full payment at $100,600
Coup!e: Begins at $75,000 with full payment at $125,000

Smg!e beneficiares: About $2{30 ;ser mwth $2 400 ;}ez’yeaz ‘ ‘
Coup!e About 3400 per month, 34,800 per year .

This premrum increase would be administered by Health and Human Services {HHS} or
Sacial Security (88A}.

How it Would Work. . , ,
i r
» Befaré the beginning of each year, the Treasury Department will send the latest
available, reviewed tax information to HHS. For 1898, this would be 1995
income, for example. . | |
* HHS will then send notices to beneficiaries who appear to be eligible to ask if this
income from the older tax returns is accurate for the coming year, Beneficiaries
will have 30 days to respond.

* After ma:orperatmg any mailed-in changes, HHS will send this income mfonnatzzzn
to 88A, which will deduct any exira premium from Social Security checks (ar
HHS sets up its own collections and billing process)

. At the end of the year, HHS will use the Treasury tax information to check actual
income against income used to assess the premium. For 1998, this actual
income information will be available in the summer of 2000.

. HHS will increase or decrease the next year's premiums based on the previofus
year's error - plus interest. If the beneficiary had died, the surviving spouse or
estate will have to pay the premium owed. For a beneficiaries whose incoma
was understated in 1898, an extra amount will be taken out of their 2001 Social
Becurity check,

[T ————



Treasury Department-Administered Medicare High Income Premium
How It Would Work

Policy. i,zke the Senate bill, this policy would increases the Medicare Part B ;}mmiam ,
for hzgh-mmme beneficiaries. | differs from the Senate approach since bensficiaries

pay at most ?6 percent of the premium and the income thresholds are indexed to i
infigtion.

| |
Single buneficiaries: Begins at $50,000 with full payment at $100,000
Couple: Begins at $75,000 with full paymient at $125,000
Indexed to inflation for years after 1998

Single beneficipries! About $13{3 per manth $1 600 per year
Couple: About $260 per month, $3,200 per year

. i
This premium increase would be administered by the Treasury Department. '
H :

H

4
i

How it Wnutgi Work.

. The extra premium will be collected through the tax system. Most eligible
beneficiaries will fill out an extra line on their annual tax returns. This will be
done by comparing income {modified adjusted gross income)} with a premium
schedule that will be included in the tax instructions.

3

é
» Beneficiaries who pay quarterly taxes will take the premium into account when
caleulating their withholding and / or quarterly estimated tax payments. ¢
; ‘ i
* The income information will be checked through the usual Treasury review -
process. ;
. The revenue from the extra premium will be transferred pernicdically to the

Medicare trust fund.
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| € Madicere

Differences between the Republicans’ $270 Billion Medicare Plan
and the Balanced Budget Agreement’s Medicare Plan
E
The total Medicare savings are still billions less than the 3278 billion package that the
President vetoed, There are many other important differences as well:

H Vetoed Budget had premiums that were about $18 move per month than in the
1997 Balanced Budget Agreement. The monthly premium under the Budpet
Agreement will be about $69 in 2002, I the policy were 2 31.5% premium instead
of 25%, this premium would be about $87. On an annual basis, this difference is
about 3215 for a single beneficiary, $430 for a couple.

23 Vetoed Badget would have raised the percent of the program funded by
beneficlaries by gver one fourth. The 1997 Balanced Budget Agreement keeps the
Medicare Part B premium at its current level of 25% of program costs — far below
31.53% the 1995 Republican Budget that the President vetoed.

i

3 Vetoed Budget’s investments are only 1% of the 1997 Balanced Budget
Agreement’s investments. The Budget Agreement includes critical investments:

- Preventive services: $3 to 4 billion, including services to detect breast and
v colon cancer, provide for diabetes self-management, and increase payments
. for preventive vaccinations.

- Protection against excessive hospital sutpatient coinsurance: 34 hillion

- Preminm assistance for low-income beneficiaries: $1.5 billion

1

In coptrast, the vetoed Budget included extremely modest investments, $100 million
for coverage of oral breast cancer drugs.

4) Vetoed Budget had larger provider reductions. The vetoed Budget had policies
that put much tighter constraints on provider payment growth. For example, under
the vetoed plan, hospital payment update reductions would be twice as big as is
needed in the 1997 Budget Agreement. This translates into savings of' $22 billion -
over five years under the vetoed plan versus $11 billion under the Agreement.

5) Yetoed Budget included flawed structural reforms. The 1997 Balanced Budget
Agreement does not sanction the use of balance billing, associalion plans, and other
ideas that put beneficiaries at risk.

1

Rovised: lune 3, 1997
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THE PRESIDENT’S MEDICARE STRUCTURAL REFORMS

The President’s budget contains important structural changes necessary to modernize Medicare
for the 21st century.. It adopts the best innovations in the private sector, which has developed

new techniques to control health care costs and improve quality. It also restructures Medicare,
offering more choices for managed care, shifting to competitive pricing, enhancing preventive

coverage, and offering consumers more information. The following are just some of the more
significant reforms in the President’s plan.

Restructures the Payment System for Medicare’s Fastest-Growing Services

Problem: Medicare costs are skyrocketing for home health care, skilled nursing
facilities, and hospital out-patient services. These services account for most of the
excessive growth in Medicare spending. They are rising so quickly because Medicare
pays after the fact, creating incentives for overutilization.

The President’s budget builds on the success Medicare has had in controlling hospital
costs, restructuring the entire payment system so that rates are set in advance. This!
prospective payment system will prevent health care providers from charging 100 much
in thesc areas.

Offers Consumers More Choices for Managed Care

Problem: Current law only enables Medicare to contract with a narrow range of
managed care plans. Also, under today’s rules, many older Americans are reluctant to
try managed care for fear that, if they don’t like 1t, they will be unable (o return fee-
for-service with their previous Medigap plan.

The President’s budget: By allowing Medicare to work with Preferred Provider
Organizations (PPOs) and Provider Sponsored Organizations (PSOs), the President’s
budget opens up new options that have proved popular and cost-effective in the private
sector. By providing annual Medigap enrollment without fear of higher premiums or
penalties for pre-existing conditions, it also provides older Americans with a
meaningful choice.

Broadens Avaiiability of Managed Care and Ensures that Medicare Trust Fund Shares in
the Savings

1

Problem: Today, the Medicare Trust Fund actually loses money on the average
beneficiary that enrolls in a managed care plan because Medicare pays too much money
1o insure the relatively healthier Medicare beneficiaries in managed care plans.

The President’s budget takes steps to remedy this well-documented overpayment
through a one-time reduction of about 5 percent in HMO payments in the year 2000. 1t
also addresses the flawed payment methodology that has led to great geographical
disparity, which has limited most of rural America’s access 10 managed care.



Introduces Successful Competitive-Bidding Strategies to Lower Costs

¥
. Problem: Although the Health Care Financing Administration ig the largest purchaser
of health care services in the United Stutes, Medicare often pays more for serviees and
gquipment because i lacks the legal authority to negotiate lower prices. Too often,
Medicare pays far more for medical supplies and durable medical equipment than other
purchasers, :

’ The President’s budget institutes competitive pricing to introduce market pressures
and keeps Medicare costs down by teveraging the government’s suormous buying
power in the health care sector. It also builds on innovative cost-cutting pilot prograns
like “Centers of Excellence,” which use new payment incentives for hospitals or bealth
centars that provide cuitstanding scrvice while keeping cosis down, Ina Medicare
demonsiration, these incentives have achieved real savings of 12 percent on coronary
bypass graft procedures with a higher quality of service,

Encourages More Prevention and Prepares for the Retirement of the *Baby Boomers™ '

. Problem: Medicare does not cover many of the preventive services that can cut costs
and help people lead healitier lives.

. The President’s budget expands coverage for mammeoegrams and colorectal screening,
impn:w::sl self-management of diseases like diabetes, and extends respite benefits that
are increasingly important to our older Americans. These benefits will be good for
heneficiaries and, over time, will save Medicare dollars.

Gives Consuruers the Information They Need

. Problem: Many sentors today lack the basic information they need to make informed
choices about which Medicare plan to choose.

. The President’s budget empowers America’s seniors (o make educated choices about
their health care by providing beneficiaries with comparative information on all
managed care and Medigap plans in the area where they live, To help make those
comparisons meaningful, the budget would create siandardized packages for additional
henefis,



| HOUFA’s Competitive Pricing Demonstration in Denver
. , May 17, 1997

On Friday, a Fedoral judge issued o temporary restraining order allowing managed care plans to
defer submitting bids for a new competitive pricing demonstration in Deuver, As a result, these
plans will be permitted to watt until the judge makes a {inal ruling on whether to make this a
permanent restraining order! The final ruling is expected to be on June 12, This restraining
arder reprosents at least a temporary setback for the Administration’s attempis to estublish a
market-aoriented bidding process within the Medicare program, ,
Linder current law, we are, on average, actually losing money for each enroliee who signs up for
Medicare managed care. Despite the fact that we pay 95% of our average fee-for-serviee costs
on payents fo managed care plans, these payments are excessive because plans {whother
purposefuily or not) are attracting disproportionately healthy beneficiaries.

b ' E
For the last two years we have been trying to set up a competitive bidding demonstration within
Medicare to test the theory that the program would save money if it purchased health care more
like the private scetor. Not surprisingly, despite its rhetorie that Medicare should be more like
the private sector, the managed carg industry is quite satisfied with the current reimbursement
structure and {ights us every lime we either try to injeei competition into the program or in any
other way try 1o address the current overpayment problem.

The industry usually wins the battle of public relations in these demonsiration debates because
they argue that competitive pricing will foree them o reduce the extra benefits that they curvently
provide to beneficiarics. (Interestingly, before the ruling, a few plans secretly submitted bids for
a benefit plan that mirror the benefits that most HMOs are currently offering in Denver, each of
the bids came in below the rates we are now paying plans.) :

At a time when we are being inaccurately critivized for our reluctance o advocate long overdue
structural reforms to Medicare. this somewhai public feud with the industry may help us win
peints with the elite validators who herctofore have been criticizing us. Retired Senator Dave
Durenberger has already offered (o0 do whatever he ean 1o help us highlight the inconsisiencies of
the industry’s position. As a Republican who has consistently advocnted a market-oriented
approoch 1o manuged care purchasing, he could help us make our case, We are thinking abowt
raising this issue with other validators as well and will keep vou informed as further
dovelipments arse,
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Medicare Beneficiary Provisions in the Balanced Budget Agreement

The Balance Budget Agreement includes $18 hillion in savings from promiuvms

= About 39 billion comes from extending the current law policy that beneficiaries
contribute to 25% of Part B costs. Without this extension, premiums would
decline to 20% of program costs by 2002 .
i .

o Another $9 billion comes from gradually including home health in the 25%
premiuni. .

Of the $18 billion in savings, fully half will be reinvested in new benefits i
| ;
9 Preventive services: 83 fo 4 billion
Al 38 million beneficiaries will benefit from this Investment that includes
services 1o detect breast and colon cancer, provide for dishetes self-management,
and increase payments for preventive vaccinalions. :
: i
G Proteetion against excessive hospital outpatient coinsurance: $4 billion
Under current law, the coinsurance for the 18 million Medicare beneficiartes who
use hospital outpaticnt departiments is 46%. Without g change in this policy, the
coinsurance will continue 1o increase.

The Balanced Budget Agreement stops this upward colpsirance liahility and
makes a down payment on cventually bringing it back 1o the traditional 20%.

¢ Premium assistance for low-income beneficiaries: $1.5 billion
About 2.3 million Medicare beneficiaries have incomes between 125 and 150
percent of poverty, Over one-third of them are widows age 73 and older. Elderly
between 100 and 150 percent of poverty already spend about 30 percent of their
family income on out-of-pocket health costs including Medicare Part B premiums,
The Balanced Budget Agreement extends premium assistance io beneficiaries
above today’s Medicaid protections (120% of poverty, about $9,500 for a single).

The other 89 billion is dedicated directly to extending the life of the Medicare Trust

Fund ; :

o ‘The realiocation of portion home health expenditures o Part B of Medicare |
helps extend the life of the Trust Fund for at least a decade,

o Because this reatlocation i3 gradually added to the Part B premiuns, beneficiaries’
premiums contribute dircetly 1o those extra years of Medicare solvency.
Total Promium Contcibutions: Absout $106 bitlion over 10 years ]

MNow Benefis: About $31 billion over 10 years {30% of premium contribution)
Amout directly dedicated to extending the Jife of the Trust Fund: About $40 billion aver 10 years



THE REPUBLICANS ARE PROVIDING NUMBERS THAT SHOW THAT THE

MEDICARE CUTS YOU SAID WOULD DEVASTATE THE PROGRAM IN THE
LAST DEBATE ARE ESSENTIALLY THE SAME YOU NOW ENDORSE.
DBOESN'T THIS PROYE YOUR WERE DEMAGOGING THE I1SSUE?

It is truc that the Medicare savings in the Balance Budget Agreement meet the

Hepublicans half-way. The seven-year savings in the Budget Agreement are about $70
biflion beiow the Republican’s 1995 budget.

However, there are fundamental differences between the 1997 Balanced Budget
Agreement and the Medicare propoesal the President vetoed,

1)

2}

3)‘

4)

3}

Vetoed Budget had premiums that were about $18 more per month than in the
1997 Balanced Budget Agreement. The monthly premiom under the Budget
Agreement will be about 369 in 2002, If the policy were 2 31.5% premium instead
of 25%, this premium would be about $87. On an annual bagis, this difference is
about $213 for a single beveficiary, $430 for a couple,

Vetoed Budget would have raised the percent of the program funded by
beneficiaries by over gne fourth. The 1997 Balanced Budget Agreement keeps the
Medicare Part B prcmmm at zi;s current level of 25% of program costs — far below
31.5% the 1995 Republican Budget that the President vetoed.

Vetoed Bﬁdgct’s investments are only 1% of the 1997 Balanced Budget
Agreement’s investments. The Budget Agreement includes critical investments:

- Preventive services: §3 to 4 billion, including services to detect breast and
colon cancer, provide for diabetes self-management, and increase payments
for preventive vaccinations.

- Protection against excessive hospital outpatient coinsurance: $4 billion
- Premium assistance for low-income heneficiaries: 31.5 bidlion

In contrast, the vetoed Budget included exiremely modest investinesnts, $100 million
for coverage ol oral breast cancer drugs,

Vetoed Budget had larger provider reductions. The vewed Budget had policies
thut put much tighter constratnts on provider payment growth. Forexample, the
reduction in the rate of increase in Medicare’s hospital payments was twice as big as
that needed to hit the budget agreement’s target.

VYetoed Budget included flawed stractural reforms. The 1997 Balanced Budget
Agreement does not sanction the use of balance billing, association plans, and other
ideas that put beneficiaries at risk,

Hovised: May 1R, 1957 !



DRAFT PRELIMINARY: FOR INTERNAL USE ONLY
| Medicare Monthly Premiums

{CBO January 1997 Baseline, Calendar Yoars) I
1

1998 1999 2000 2001 2002 1998.2002

Curront Law Which o
Declines to about 20% hy 2002* 545,80 $47.10 $48.50 $50.00 £51.80
Budget Agroomeant ' }
25% Premium * $4580  $4050  $5250  $5580  $61.20

25% Premium w/ Homuo Masith by 2004

Based on CBO Séaﬁng as of 871197 ** $46.80 35170 8590 36070  $67.60 }
HH Componant Relalive fp 25% £1.00 3220 $3.40 $4.80 $6.40 \
Ravised Based on Now CBO Scoring ** $47.00 $52.10 L5660 $61.80 69340 '

HH Componanl Relative to 25% §1.20 3260 $4.10 §5.50 33 10
31.5% Pramium wi Home Health by 2004 35620 38560 $71.3¢ $77.88 $87.30 }

Monthly Differonce In 2002 between
25% Pramium w Home Health and:

Current Law {about 20% by 2002 $1.20 £5.00 $8.10 $11.80 $17.80
25% Premium 51,20 £2.60 $4.10 $5.90 $8.10
31.5% Promium 1220 513480 31470 31610 51800
31.5% Pramium Annusi Difference -$146 “$162 ~$176 -$183 3216 ~$854
31.5% Pramium An{wa! Difgrence/Couple -$293 -$324 ~$353 -§386 ~§432 ~34,788
* CHO scoring

** Administration staff estimaies hased an CBO seodng
NOTE: Theore am soversl ways 1 eaitulaie how home beallh is included: CBO hag alresdy pradused 3 sels of numbers
The Medisaro Actuanes woukd suggest ihst none of tha 3 CBO methods woult be whit they wotld uss.

The mothod rscammantdad by the Acurios 8 used in the bolded bank of numbers d
The 25% pramium iz based on L80Ys March soordng of the Presideni’s budgel.

% i Moy ihal & will dowsase with sdditional Part B savings In the $115 b package

E18557
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HIGHLIGHTS OF THE PRESIDENT'S MEDICARE REFORM PACKAGE:

j X |

! i

) - ]

Medicare savings Approximately $100 biltion over § years; $138 billion over 6
years,

Medicare Trust Fund ~ Extends the solvency of the Trust Fund fo at least 2006
' through a combination of scorable savings and the reallocation of
home health care expenditures.

Beneficiary impact Extends current law that sets Part B premium at 25% of
program costs. This policy achieves $10 billion in savings over
5 years (318 billion over 6 years). The Part B premium would
' g0 below this percentage without this change after 1998; the
expenditures associated with the home health transfer are
i excluded from this calculation. X

Invests in preventive health care to improve seniors” health
status and reduce the incidence and costs of disease. The plan
covers colorectal screening, diabetics management, and annual
mammograms without copayments, and it increases
reimbursement rates for certain immunizations to ensure that
seniors are protected from pneumonia, influenza, and hepatitis,

Establishes a new Alzheimer's respite benefit starting in 1998
1o asgist familics of Medicare beneficiaries with Alzheimer’s

Buys down excessive outpatient copayments to the traditional
20 percent level. Because of a flaw in reimbursement
methodology, beneficiaries now in effect contribute a 50 percent
copayment. Cur policy will prevent further increases in
copayments and reduce the copayment to 20 percent over the next
decade. : :

Adds Medigap protections {such as new open enroliment
reguirements arxd prohibitions against the use of pre-existing
condition exclusions) to increase the security of Medicare
beneficiaries who wish to opt for managed care but fear they will
’ be unable to access Medigap protections if they decide 16 rewrn

#
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Hospitals

Managed care

to the fee-for-service plan, (This provision is consistent Wlﬂl
bipartisan legislation pending before Congress.)

Provides new private plan choices (through new PPO aml
Provider Service Network choices) for beneficiaries.

Through a series of traditional savings (reductions in hogpital
updates, capital payments, eic.), achieves about $33 billion in
savings over 5 years (about $45 billion aver 6 years).

Establishes new provider service networks (PSNs), which'will
allow hospitals {(and other providers) to establish their own health
care plans to compete with current Medicare HMOs.

Establishes a new pool of funding, about §11 billion over 5
vears (about $14 billion over 6 years) for direct payment to
academic health centers by carrying out medical education and
disproporticnate share (DSH) payments from the current
Medicare HMO reimbursement formulz 1o ensure that academic
health centers are compensated for {eaching costs.

Through a series of policy changes, the plan will address the
flaws in Medicare’s current payment methodology for managed
care. Medicare will reduce reimbursemnent (o managed care plans
by approximately $34 billion over 5 years (346 billion over &
years). Savings will come from three sources:

{1} The elimination of the medical education and I}SH paymenis
from the HMO reimbursement formuta {these funds will be paid
directly to academic health centers).

(2) A phased-in reduction in HMO payment rates from the
current 953% of fee~for-service payments to 90%. A number of
recent studics have validated earlier evidence that Medicare
significantly overcompensated HMOs. The reduction does not
start until 2000 and it accounts for a relatively modest $6 billion
in savings over § years {about $8 billion over & years); and

(3) Indirect savings attributable 0 cuts in the traditional fee-for-
service side of the program {to the extent that HMO payments are
based on a percentage of fee-for-service payments, HMO
payments are reduced as the traditional side of the program is.
cut).
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Home care Saves about $15 billion over 5 years (320 billion over 6 years)
through the transition to and establishment of a new
prospective payment system and a ﬁamber of pmgram integrity
(anti-fraud and abuse) initiatives.

Home health care has become one of the fastest growing
components of the Medicare program, growing at double digit

! rates. Originally designed as an acute care service for
beneficiarics who had been hospitalized, home health care has
increasingly become a chronic care benefit not lnked o
hospitalization, The President’s proposal restores the original

’ split of home health care payments between Parts A and B of

' Medicare. The first 100 home health visits following a 3-day
hospitalization would be reimbursed by Part A, All other visits
-~ including those not following hospitalization — would be
reimbursed by Part B.

! Beneficiaries will not be affected by this restoration of the

| original policy; nor will it count woward the $100 billion in
savings in the President’s plan.  The policy avoids the need for
excess in reductions io payments o hospitals, physicians, and
other health care providers while helping 1o extend the solvency
of the Part A Trust Fund,

Physicians Saves about $7 billion over S years (about $18 billion over 6
years) through a modification of physician updates. This
reduction is relatively small because Médicare has been relatively
effective in constraining growth in reimbursement {o physicians.

Skilled Narsing Saves about $7 billien over 5 years (89 billion over 6 years)
Facilities through the estahlishmont of a prospectfive payment system.

Fraud and Abuse  Saves about 89 billion over § years through a series of
provisions to combat fraud and abuse in areas such as home
health care, and by repealing the provisions Congress enacted lasi

? vear that weaken fraud and sbuse enforcenent,
1
Structural Reform  Brings rhe Medicare program indo the ZIst ceniury by:

{1) Establishing new private health plan options (such as PPOS
and Provider Service Networks) for the program;

' - {2) Establishing annual open enrollment for all Medicare plans



Rural Health Care

within independent third partly consumer consulting,

H

(3) Establishing market-oriented purchasing for Medicare

" including the new prospective payment systems for home health

care, nursing home care, and outpatient hospital services, as well
as competitive bidding authority and the nse of centers of
excellence to improve quality and cut back on costs;

(4) Adding new Medigap protections to make it possible for
heneficiaries to swifch back from a managed care plan to
traditional Medicare without being underwritten by insurers
for private supplemental insurance coverage. This should
encourage more beneficiaries to opt for managed care because it
addresses the fear that such a choice would lock them in forever.

The plan will have a very strong package of rural health care
initiatives, including continuation and improvement of sole
community and Medicare dependent hospital proiections, the
expansion of the so-called RPCH facilities that allow for
designation of and reimbursement to facilities that are not full-
service hospitals, and the modification of managed care paymenis
to ensure they are adequate for rural settings, The rural hospital
investment alone is $1 billion over § years ($1 billion over 6
years),
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MEMORANDUM

April 24, 1997

TG Distribution List

FR:  Chris Jennings
i .
RE:  Updated Medicare Trust Fund Talking Points

#

I

Attached are the updated Medicare Trust Fund talking points that were revised after the report |
was released. T have also attached a letter from HCFA's Chief Actuary confirming that the life of
the Trust Fund we;}zﬁ{i be extended until “2008 under the [President’s] Budget proposals.™

We hope you find this information useful. Please call me st x6-3560 if you have any questions.

L

3
H
H



“.~ ~MEDICARE TRUST FUND TALKING POINTS
" Aprit 24, 1997

1
' 1]
| .

THE MEDICARE TRUSTEES REPORT CONFIRMS WHAT THE PRESIDENT HAS
CONSISTENTLY STATED -- THAT REPUBLICANS AND DEMOCRATS SHOULD
COME TOGETHER AND ENACT MEDICARE REFORM THIS YEAR. '

-- The 1997 Trustees Report estimates that the Medicare Trust Fund will remain solvent
until 2001.

WE WELCOME CONCERNS ABOUT THE TRUST FUND. PRESIDENT CLINTON
HAS BEEN ACTING TO ADDRESS THE PROBLEM SINCE HE TOOK OFFICE.

- The President’s 1993 Economic Plan extended the life of the Trust Fund by three years.

- In 1994, tl'}e reforms included in the Health Security Act would have strengthened the
Trust Fund by five years.”

-- In 1995 and 1996, the President proposed Medicare reforms in the context of his balanced
budget that would have extended the life of the Trust Fund for at least a decade. .

THIS YEAR THE PRESIDENT'S BALANCED BUDGET GUARANTELES THE LIFE .’

OF THE TRUST.FUND AT LEAST A DECADE. _

' |

- An April 24, 1997 fetter from HCFA’s Chief Actuary confirms that the life of the Trust >
Fund would be extended until “2008 under the [President’s] Budget proposals.”

ACTION IS NEEDED -- REPUBLICANS AND BEMOCRATS SHOULD USE THIS
OPPORTUNITY ITO COME TOGETHER IN A BIPARTISAN MANNER TO ADDRESS
THE NEED FOR REAL MEDICARE REFORM.

-- The need f(;r responsible intervention to improve the Trust Fund is real. The
PPresident has a proposal that addresses this need in a responsible way, without imposing -
devastating provider cuts, increasing beneficiary costs. or enacting structural changes that [
devastate the program and the people it serves.

-- This report'should not be used irresponsibly. The upcoming Trust Fund report should
not be used to recklessly frighten the 38 million Medicare beneficiaries and their families |
into thinking that their benefits are in imminent danger. They simply are not. !

-- We have time to aet this year. Over $120 billion remains in the Trust Fund (as of
March 1997). While incoming revenues are somewhat less than outgoing payments, the
current balance in the Trust Fund means that there is no danger that claims will not be '
paid. E |

!
IT IS TIME TO PUT PARTISAN DIFFERENCES ASIDE AND AGREE ON MEDICARE
REFORMS THAT WILL EXTEND THE LIFE OF THE TRUST FUND AND |
STRENGTHEN THE MEDICARE PROGRAM.
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Memorandum
Date  Aprl 24, 1997

Fom  Chief Actusty, HCFA

R

Sulyece Estimated Year of Exhaustion for the HI Trust Fund under the Medicare Legistative
Proposais in the President’s 1998 Budget, Based on 1997 Trustees Report Assumptions

To  Administrator, HCFA 3

This memorandum responds to your request for the estimated year of exhaustion for the
Hosgpital Insyrance trust fund under the Medicare legislative proposels developed for the
Pregident’s 1998 Rudger. Based on the intermediste set of sssumnptions in the 1997 Trustees
Report, we estimate that the asscts of the HI trust fund wouid be depleted in calendar year
2008 under the Budget proposals. ;
In the sbsence of corrective legislation, trust fund depletion would occur in calendar year 2001
based on the intesmediate assumptions, Thus, the Budget proposals would postpone the year
of exhaustion by about 7 years. |
The financial operations of the HI trust fund will depend heavily on future economdc and j
demographic trends. For this reason, the estiaated year of depletion under the Budget
proposals is very sensitive to the underlying assuniptions. In particular, under adverse
conditions suck as those assumed by the Trustess in their “high cost” assumptions, asset ;
depletion coold oceur significantly carlier than the intermediate estimate. Conversely.
favorable trends would delay the year of exhaustion. The intermediate assumptions represent &
reasonable basis for planaing.

The estimated year of exhaustion is only one of # number of measures and testy used 10 "
evaluate the Gnancial status of the HI trust fund. If you would hke additional mformation on
the extimated impact of the Medicare proposals in the President’s 1998 Budget, we would be
happy to provide it.

: QMS‘.“C&‘;K *:

Richard §. Foster, F 8.A.

H
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; MEMORANDUM "

April 3, 1997

H

y i

TO:  Bruce
FR: Chris | i

RE:  Medicare Options

L]

As I mentioned, Erskine asked for a list of additional Medicare savings so that our policy
would score at $100 billion and $115 billion over five years according to the Congressional

Budpet Office numbers. Attached is the paper that we worked off of vesterday to get 1o those
numbers, ! :

I short, we betieve that we can get $100 billion in Medicare savings without any further
beneliciary cuts. These savings would fall particularly hard on hospitals, but they are defensible
policy-wise (if not politically).

1

If we want the additional 315 billion in savings, however, new beneficiary cuts would be
required. These cuts could include the high-income premium, calculating the home health
reallocation in the premium, and/or dropping beneficiary investments that are now included in
the President’s budgel. You should also keep in mind that if the CP is put back on the table,

these beneficiary cuts would be much more difficult to swallow for the aging advocacy :
community.

I you would like a briefing on this issue, please call me at 6-3360.
%

. P
!
!
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.: MEDICARE OPTIONS S

1. MOVE T(j $100 BILLION IN CBO-SCORED SAVINGS

. cored the Administration’ a. chievin ] 2
savings over S vears. Because of differences in baselines and assumptions, CBO said that

our savings policies would save less than the HCFA actuaries project, and our new
benefits and program improvements would cost more.

|
. se the gap with CBO, we woul ed nsj i dditi

t
a
policies, and modifying some new benefits. We could achieve most of the additional

savings through policy changes that would not be particularly controversial.

.i
i
. Convincing CBO to modify its scoring--$1 billion. 'We believe we should be

able to recapture as much as $1 billion in savings that CBO failed to credit

because of misunderstandings about the Administration’s proposals. _
| t

For example, we could raise our CBO-scored savings by:

. Dropping premium surcharge policy—-$3 billion. Our budget included a polilcy
' to replace the premium surcharge assessed against Part B beneficiaries who enroll
in the program after the deadline with a surcharge that reflects the actual cost to
the Medicare program of late enrollment at a cost of $1 billion. CBO scored this
new policy as costing 33 billion; HHS agrees that if we need more savings, thls
' pollcy should be dropped..

. Adopting PROPAC’s recommendation for no hospital increase in 199854 ‘
billion. PROPAC’s recommendation, which was based on data showing high
hospital profits from Medicare payments, would give PPS hospitals no increase in
1998. Qur policy, which was determined before PROPAC made its ].
recommendation, gives hospitals a 1.8% increase in 1998. If we were to adopt the
PROPAC recommendation for 1998 and then return to our policy for 1999- 2002
we could save about $3 billion more, including an additlonal $1 billion from its '
indirect effect on managed care. -

. Additional hospital reductions --$4 to 5 billion. This could include policies
such as freezing the non-PPS hospital update ($0.8 billion); reducing the PPS
capital payments by 5% ($2.0 billion); value of capital when ownership changcs
($0 3 billion); and reducing IME to 5.5% in FY 1999 ($2.0 billion),

» Other provisions -- §5.5 billion. Savings could be increased by speeding up the
implementation of the incentives for high volume physicians ($400 million);
further reductions in skilled nursing facility payments ($2 billion); and putting
regulations reducing oxygen payments ($1.3 billion) and therapy guidelines ($1.8
billion) into legislation.



] rove ) 3 package, such as éroppm g, o
some of the new bcneﬁts azzcraasmg savmgs f’mm hesngais by further reductions in
hospital reimbursements; and adopting other beneficiary savings proposals.

2. MOVE TO PLAN X~ $113 BILLION IN CBO-SCORED SAVINGS
!
. Plan X achieves $113 billion in savings over 5 years. Savings from managed care are
lower than our plan ($20 billion rather than 330 billion); hospital savings are higher ($33
billion rather than 525 billion}; savings from other providers are comparable, and Plan X
includes the home health transfer from Part A to Part B to extend the solvency of the -

Trust Fund.
v Relative to the Administration’s plan, the major issues with Plan X are that it :

5 does not include any new preventive benefits, the Alzhelmer’s respite benefit,
or the reduction in beneficiary coinsurance for hospital outpatient services;

» has a higher Part B premium because it includes the home health spending
transferred from Part A in the caleulation of the premium; .

. proposes to incoma-relate the Part B premium; ‘

. includes o Medicare MBSA; and

. cuts medical education funding more deeply than the Administration and does

not include the IME/GME/DSH carve-out policy. i

} {
* If the Administration attempts to achieve around $113 billion in savings, possible opiz ons .
to achlew this number are:

v iwme health reallocation in the Part B premium--36 billion {with low-income
beneficiary protections). Approximately $11 per month increase in 2002 but only
for individuals over $30,000 (less than one-third of beneficiartes) - same proposal
as Blue Dogs -- or other approaches to assure that low-income beneficiaries are .
not disproportionately affected.

* income-relate the Part B premium 83 to 6 billion. This phases in paymeni {}f
75 percent of the Part B costs {(triple the current premium) for high-income
beneficiaries. This means that high-income beneficiaries will pay about $184 1
month over $2,000 more a year. The low-range estimate reflects the policy f
included in the Health Security Act ($90,000 for singles, $110,000 for couples) |
while the high-range cstimate reflects a palicy that begins the phase out at
$50,000 for singles, $75.000 for couples.

* other provisions-—-$3.2 billion. Includes policies like lower SNF updates (Mf:i«
1) (ﬁ@ 7 billion}; and redefine PPS discharges for home health ($2.3 billion).

Note: One could substitute elimination of the coinsurance protections -~ which ensure that
beneficiaries are paying the 20 percent coinsurance that current law intended-- (87 billion over |
five years} for one, of the two bencficiary provisions outlined sbove. i
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Relative 1o Plan X, we achieve the $113 billion in savings in this option without dropping the
preventive beneﬁis and the Alzheimer’s respite provision, and without including MSAs, |

:
; I

3. MOVE ?‘GiPZ;AE\E Y--8143 BILLION IN CBO-SCORED POLICIES OVER § YEARS

. Plan Y achieves $143 billion in savings over S years. Savings from managed care are
fower than in the Administration’s plan (318 billion as oppesed to $30 billion); savings
from hospitals are substantially higher {$54 billion as opposed to 323 billion); savings
from other providers are comparable; and Plan Y does include the transfer of home health

H

spending from Part A to Part B to extend the solvency of the Trust Fund. i

. Relative to the Administration’s plan, the major issues with Plan Y are that it
. does not inclode any new preventive benefits, the Alzheimer’s respite benefit,
or the reduction in beneficiary coinsurance for hospital outpatient services;
. has a higher Part B premium because it includes the home health spending

transferred (o Part B i the calculation of the premium,
- tacreases the Part B deductible from 3100 to $150 are indexes it to inflation;

. includes a Medicare MSA and private fee-for-service options that appear to'be
stmilar to those in the vetoed balanced budget bill; §

. includes much higher hospital cafs; and .

- cuts mediecal education funding more deeply than the Administration and doés

not include the IME/GMEISH carve-out policy. i

. If the Administration attempts to achieve $143 billion in savings, we would be forced to
adopt some of the policies in Plan Y. For example, we would probably have to drop all
new benefits, include significantly higher hospital reductions, and possibly adopt
additional beneficiary reductions. Achieving $143 billion in savings is sabstantially
more difficult than achicving $100 billion or $113 billion in savings. This would be
the equivalent of having more than $270 billion in savings over 7 years — the same’
number that we eriticized so strongly in the last Congress.
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’ MEDICARE SAVINGS OPTIONS
CBQ Basecline
{Fiscal years, Dollars in billiong)

$100 BILLION

Lty T i

H 1998.2002
BASE PACKAGE SAVINGS -81.6
ADDITIONAL SAVINGS 48.7
CBO SCORING FIXES ~1.0
HOSPITALS
freeze PES Ugdate in FY 1488 (MB - 1) 4.1
Freeze non-PPS Update in FY 1808 (ME - 1.5) 0.8
Reduce PPS capial pavments by 5% 2.0
Vatug of capital when ownership changes 0.3
Reduce IME: 8.8% in FY 1688, 8.5% in FY 1948 249
SR — e S UIE TOTAL 82
H : T
e _ PHYSICIANS o )
T “TTBeégin incentives for high-volume in CY 1899 L4
SKILLED NURSING FACILITIES
Require Secretary o elimingte case mix ¢reep 3.8
Efiminate new provider exemptions 3.4
Remove néw providers from FY 1895 hase rates «1.1
SUBYOTAL 2.0
OTHER
Legislation for 40% cut In axygen (het of premium) -1.3
Therapy guidelines ~1.8
SuBTOTAL 3.1
BENEFICIARIES
e Eliminate premium surcharge -3.0
i o T
TOTAL &EDICARE SAVINGS -160.3
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MEDICARE SAVINGS OPTIONS

$415 BILLION
CBO Baseline )
{Fiseat years, Dollars in billions}
1998-2002
BASE PACKAGE SAVINGS £1.6
, ADDITIONAL SAVINGS -33.9
: GBO SCORING FIXES 1.0
HOSPITALS
: Freeze PPS Update in FY 1998 (B3 - 1) 4.1
Fraeze non-PRS Update in FY 1828 (MB - 1.5} 4.8
l Reduce PPS capital payments by 5% 20
Yalue of capital when ownership changes -0.3
Reduce IME: 8.6% inFY 1998, 85% in FY 1988 2.0
o PPS redefined discharges: extend to HH 2.8
: “SUBTOTAL — - A1
I PHYSICIANSG T -
Begin incentives for high-volume in CY 1685 0.4
! SKILLED NURSING FACILITIES
Require Secretary to eliminate case mix creep 4.5
) Eliminate new provider exgmplions 0.4
: Ramove new providers from FY 1985 base rates -1.1
Update SNF PFS by MB - 1 for FY 1888.2002 0.7
SUBTOTAL 2.7
© OTHER
Legislation for 40% cut in oxygen {net of premium;} -1.3
Therapy guidslings -1.8
SUBTOTAL 3.1

R ea—, -

T TTTBENEFICIARIES
Eliminate premium surcharge
Ingome-refated premium, HSA level **
. Income-related premium, $60/75
_ Home heaith premium (Blue Dog approach}
Eliminate QPO ™
SUBTCTAL
T Note included in subtotal

TOTAL MEDICARE SAVINGS

H

4 L
1 ]

e i -

3.0
-3.0
5.0
£.0
7.0
-18.0

~115.8



