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Can Private Health Plans Achieve 
the Cost, Containment Targets of. 
Market Reform? 

A Review of Risk Issues 

Based on discus.sion by a work group including: 

George Barry, FSA 
John Cookson, FSA 
Guy King, FSA, MAAA 
Alice Rosenblatt, FSA 
Barbara Schiel, FSA. 
Gordon Trapnell, FSA· 

and Lynn Etheredge, Consultant 

Prepared by Stanley B. Jones, during development of a new George . 
. . Washington·University project on health reform, with funding from 
the Robert Wood Johnson Foundation. . 
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. : INTRODUCTION 

, A key objective of "market reform" ap­
proachesto health care reform is a health 
insurance market which encourages aggres­
sive pricing among competing health plans" 
to the end of containing future increases in , 
health insurance premiums. , 

Another key objective of health care 
reform is to extend health insurance cover- , 
age to the entire population, including' 
individuals and employers who will need 
subsidies. The costs of such subsidies come' 
largely from the "savings" achieved by 
health plans' containing future premium 
increases. 

The proposals raise the question, "How 
much 'savings' or cost containment can 
health plans achjeve, and how fast?" The 
Clinton proposal sets caps on annual pre:­
mium increases that are intended to achieve, 
needed savings over five years. Other 
proposals set targets without caps (Cooper) 
or set targets but phase in universal cover­
age only if savings are achieved (Chaffee, 
[)ole). ' 

A question behind the question of "How 
much how fast?" is "What is the capacity of 

, the health insurance/health plan industry to 
adapt to the new market and containinsur­
ance premium increases?" A key determi­
nant will be whether health plans can ' 
estimate future costs in the reformed market 
with enough certainty to allow aggressive 
(low) premium setting. A related determi­

nant is how plans can establish reserves 
needed for aggressive pricing, given greater 
uncertainty and risk. 

To review these risk-related questions, a 
work group of actuaries met on January 5 
and 6, 1994, to assess how the Cljnton 
market reform proposal-as a proxy for all 
the market reform proposals, because it de­
mands the most of the health plans-affects 

, uncertainty and risk and how it might be . 
constructively modified or implemented to 
give plans a better Chance of meeting its 
targets. Specifically, the meeting's goals 
were: 

• To describe the key provisions of the 
Clinton proposal that influence levels of 
uncertainty in estimating future costs (see 
page 3 and Appendix A). 

• To sketch out changes in market reform 
proposals that would reduce uncertainty 
'and risk or strengthen insurers' capacity to' 
bid aggressively in spite of higher uncer­
tainty and risk (see page 9). 

, • To describe shorHerm research that 
would further clarify these , issues (see'page 
11). 

The meeting was funded by the Robert 
Wood Johnson Foundation, under the 
direction' of Stanley B. Jones. The following 
observations and suggestions do not reflect 
a formal consensus of the participants.' 
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KEY PROVISIONS OF THE CLINTON PROPOSAL MOST LIKELY· . . . 

TO,INFLUENCE THE ESTIMATION OF FUTURE CLAIMS COSTS 

AND INCREASE PREMIUMS 


The primary source of "risk" in insurance 
is uncertainty in estimating the claims costs 
for enrollees some 6 months before the 
contract period begins and some 18 months 
before the contract period ends. In market 
reform proposals, the health plan in fact 
sets its premium before the open season 
when its enrollment pool is determined. 
Claims costs are by far the largest part of 
the health plans' premiums. If health plans' 
uncertainty about future claims costs in­
crease, they must either increase their 
premium estimates to cover the possibility 
of costs higher than they estimate, or they 
must set aside a portion of their financial 
reserves to cover these costs should they 
occur; Financial reserves are a measure of . 
health plans' capacity to bid aggressively 
(i.e., low) for business in the face of uncer­
tainty. As uncertainty increases, the plan 
must set higher premlums or have access to 
higher reserves. . 

. In addition to these risk reserves, a plan 
must maintain reserves to cover its incurred 
but not received claims. Because of adminis­
trative lags and other factors, claims come 
into fee-for-service plans many months after 
the end of the year for which premiums are 
paid. These· liabilities of the plan are the 
primary reason state insurance commis­
sioners require plans to maintain reserves 
large enough to cover one or more months 
of claims for all of their insured business. 

Market reform proposals increase uncer;' 
. tainty. This leads to increases in prerriiums 

or to use of reserves in the near term--and 
increases in premium to make them up in 
the longer term. While this is of course 

. contrary to the cost containment goals of 
market reform, it is a transitional problem. 

The first two to three years of the new 

market created by the Clinton market re­

form proposal are the time of greatest 

uncertainty for health plans. As the effects 


. of the changes in the insurance and health 
care market settle in, estimation of future . 
claims costs with higher degrees of certainty . 
should become easier. It comes doWn to 
how to develop the data and gain the expe­
rience needed to estimate future claims 
costs based on experience in the new envi­
ronment. 

Many provisions were cited as contribut­
ing to uncertainty. Those cited as creating 
the mostuncertainty include (not in priority 
order): 

NEW INSURED POPULATIONS 

• Health plans at risk for costs of everyone 
. who enrolls with them 

Many insurers today, especially those 
who sell coverage to large employers, carry 
the risk for only a small portion of their 
enrollees. Large employers' usually self­
insure. Employers of as few as 100 often 
self-insure to some degree. 

The new system puts the insurer at risk 
for all enrollees. This increases the total 
financial risk the insurer must be prepared 
to take for all of the uncertainties listed 
below. 

• One health plan rate for everyone who' 
enrolls from the alliance area 

Health plans at present are basing esti­
mates of future claims costs on data from 
only the employer groups and individuals 
they currently insure in an area. . 



, ' 

This rating pool is not necessarily satisfac­
tory as a basis for estimating the claims of ' 
the group of employees/individuals who 
will enroll with their plan when it is offered 
to everyone in the area during an open 
season. Plans will vary greatly as to how ' 
large ~d how representative their CUrrent 
"rating pools" are relative to the populations 
of the:areas they serve. 

• Requirement for health plans to include, 
MediCaid, CHAMPUS, VA, American 
Indian~ previously uninsured populations, 
and some Medicare eligibles 

Health plans do not have data in their 
rating ,pools on these 60 million people who 
are now uninsured in the private sector. Nor 
are other actuariallyuseful data (e.g., their 
prior utilization, age and sex characteristics, 
and areas of residence) readily available. 

• Elimination of preexisting condition 

clauses and other medical underwriting 

practices 


Health plans' current rating pools will 

reflect: the effects of these practices in the ' 

present market. How the elimination of ' 

these practices will influence future Claims 

costs is uncertain. ' 


NEW BENEFITS 

The greatest uncertainty regarding bene­
fits in the proposal is With regard to mental 

'health benefits. The uncertainty is increased 
by the eligibility under the proposal of 
residents of gove~ent mental hospitals~ 
institutions for the retarded, and residential 
substance abuse centers. ' 

'NEW'PROVIDER RELATIONS 
, ' , 

' .. Required payment by all-payer fee 
schedule ' 

Many health plans pay by fee sChedules 
that differ in amounts and types of fees 

, . . , .. ' , . 

from what will be negotiated by the alli­

ance. Shifting to the alliance's fee schedule 

is likely to produce different claims, costs. 


• Changes in provider practice patterns in 
,~he newmarket ' 

Many health plan rating factors are likely , 
to prove unreliable in the new market. For' 
example, factors for anticipating provider 
service volume increases to offset price cuts 
and provider willingness to shift the cost of ' 
discounts to other plans are likely to 
change, given revenue pressure ,onprovid .. 
ers from "direct billing" and no ''balance 
billing" requirements, reduced opportunities 
for cost shifting to private payers, further 
cuts in Medicare payments, rising pressure 
from HMOs and managed care systems for 
competitive prices, and the proposal's re­
quirement that providers absorb the losses 
from lower cost sharing for AFDC eligibles . 

, Health plans will be at risk for the esti­
mates of this type of increase they include 
in their rates. As government sets fee sched­
ules and orders reduced fees by health 
plans that exceed the premium cap, plans 
will also, be at risk for the government's 
estimate of this volume increase. 

• Changes to provider networks, e.g., 

required use of centers of excellence and 

essential community providers 


Health plans whose rating pools do not 
include use of these providers in the ways 
specified and use of the payment arrange­
ments laid out in the proposal will not be , 
confident of volumes of service and ulti:­

, mate'claims costs in these institutions. 

GOVERNMENT -SPECIFIED PRICING 

, LIMITS ,AND ASSUMPTIONS 


,. Overly tight government limits on 
premiums 
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Premium caps or targets are notnecessa~­
ily inconsistent with aggressive competitive' 

. bidding in this market environment. The 
question is whether the caps or,targets (a) 
are high enough to give plans room to' 
,quote premiums that will cover their uncer­

,tainty and (b) pennit year-to-year premium 
increases high enough to allow plans to bid 
aggressively. ' 

, 	 ,. 
The work group could not resolve the 


question of whether the'caps are high, 

, enough. However, the year-to-year pre:­

miuin increases pennitted bythe Clinton 

plan seem too rigid and rapid. 


If insurers are to bid aggressively in the 
face ofuncertainty, they must be able to 
adjust futUre premiums, within the con;. 

, straints of the competitive market,to re­
cover reserves lost if their bids prove too 
low. Rigid linlits increase the risk-of aggres­
sive bidding in the early years. , ' 

The relatively rapid movement to impose 
tighter:annual premium caps and phase in 
populations and benefits also, increases risk, 
because of the "data-lag" problem. Plans 
,	must bid for the second year's business 
under market reform proposals with less 
than six months experience and less than 
three months claims data on their first 
year's bids. By ,the ,time health plans have 
the complete data from their first year ' 
under the new system and can make a final 
evaluation of their rating assumptions, they 
will alIeady have had to commit to the 
third-year premium, which 'is capped more 
tightly than the first, year's. This data lag , 
makes ,for a slow learning curve that in­
'creases risk associated with rapid change. 

."Ble~ded rate" approach to p~ying for 
the Medicaid population 

The adequacy of the ~'blended rate" to 
" cover ~e claims costs of combined Medic­

aid and private enrollees hinges on new 
fees to: providers negotiated to reflect their 

previously differing fees from these two 
sources . 

Fee-for-Service health pians are dependent 
, on the alliance to negotiate fee schedules for 

providers in the area that accomplish this 
sensitive blend. Health plans that pay by 
other than fee schedules must negotiate a 

, similar blend. Health plans are at risk for , 
, higher costs of claims if either the alliance, 

or they do this difficult task poorly .. 

• Factors under control of the alliance, or 
, 	 A " 

the government for which a health plan is 
at risk 

Under the proposal, a health plan is 
obliged either to use a number of govern­
ment-generated data or rating factors or to 
live under caps based' on these factors. It is 
also dependent on government or the alli­
ance for the timeliness of these factors and 
data. In most of these cases, the health plan, 
not the government or the alliance, is at risk 
for losses if the data or assumptions are 
wrong. This increases uncertainty. These 
items include: 

- Alliance revenue shortfall$. 

,'- Data provided by an alliance on demo-. 

graphics of its area. , 


- Alliance-negotiated fee schedules that 
produce higher claims costs' for plans than 
a blended Medicaid/plan premium can 
cover. 

- Alliance factor for convertirig per-capita 
premium bids into single,'couple, single 
parent and children, or two parents and 
children bids. 

- Government wrongly estimates the costs 
.of new benefits as they are added and, 
raises alliance premium targets inade­
quately to cover them. ' 

, - Government or alliance failure to issue 
data and regulations in place before, 
health plan bids must be developed., 



- Legal challenges to govenunent law / 
regulations or alliance actions that force 
payment of claims considered non-covered. 

- Govelnment sets unrealisti~ally low caps 
on alliance or plans based on poor data or 
analytics. 

NEW INSURANCE MARKET 
VOLATILITY 

• High annual open enrollment shifts 
during open season resulting from changes 
in available plans, early plans' failures, 
movement of VA and CHAMPUS eligibles 
to private plans, and inclusion of early re­
tirees ' , 

Health plans can count on relatively 
limited 'changes in year-ta-year enrollment 
in the orrrent multiple-choice systems. In 
the new system, especially in the early 
years, many individuals will be, changing 
plans during open season, potentially 
changing the plans' risk pools substantially 
through'risk selection. This high volume 
results from the different mix of plans that 
are certified to offer choices in the first few 
years of implementation; the wider choice 
of plans available to individuals; the col­
lapse of mismanaged or unlucky plans in 
the early years; the large number of individ­
uals previously uninsured in the private 
sector who will be picking a private plan; 
and individuals who have choice or private 
insurance for the first time switching often 
until they learn what suits them. 

This "churning" of enrollees in early years 
greatly increases the uncertainty attendant 
to risk selection, which is only partially 
ameliorated by the proposal . 

• Irresponsible pricing and gaming by 

competitors 


Health plans jockeying for competitive 
advantage in the first and subsequent years 
of the new system may well set prices that 
are not reasonable based on risk. For exam­
ple, they may push their premium above 
the premium target for the area In the first 
year in the hope that enough individuals 
will enroll in cheaper plans to produce an 
average weighted premium under the tar­
get. Or they may quote premiums that are 
unrealistically low or bite off more enrollees 
than they can responsibly insure because of 
the attraction of market share in these early 
years. Some may gamble that the govern­
ment will relent on its caps and in some 
way prevent plans, especially large ones, 
from going under. 

These practices are likely to produce a 
large number of insolvencies in the early 
years of the plan, especially when combined 
with bad luck and bad rating. The financial 
results of these activities seem to come back 
on the other plans in the area through , 
assessments for the guarantee fund or lower 
caps in future years. Health plans can not 
foresee the amount of these costs. These 
provisions put all insurers at risk together 
for each others' behavior. 

• Changes or savings in insurer/plan 

administrative costs 


Insurers should realize administrative 
savings in the areas of premium collection, 
underwriting, fee schedule negotiation, and 
perhaps marketing. They should see in­
creases in costs in some aspects of managed 
care administration and computer systems 
updates and changes to meet new require­
ments. How these will offset each other for 

, rating purposes is uncertain. 



. . . 

KEY,PROVn,IONSOF THE CLINTON PROPOSAL INTENDED TO 
SIMPLIFY THE ESTIMATION OF FUTURE CLAIMS COSTS 

• All-payer fee,schedules negotiated by 

the alliance . . 


After th~ initial years, knowing the rate of 
increase:in future-year provider fees set by 
the alliance will somewhat decrease the un­
certainty of fee-for-service health plans. 

· • Passing on mandatory premium reduc-. 
tions to ,providers . 

'. . 

By requiring plans who exceed their' pre­
mium c~ps to pass premium cuts back to 

providers in the form of reductions in fees 

or other :payments, the Clinton proposal 

passes cost cuts in this situation to the 


· provider. It does not reduce the insurer's 
risk, however, since the original insurer 
premium bid, which included risk, is re­
duced proportionate to the reduction in. 

· fees. Essentially, the risk that claims costs 
will exceed premium income after the cut 
. remains 'the same as before. The insurer in 
fact carries the additional risk that the gov- . 
ernment will not cut fees enough to offset 
cuts in premiums. 

• Adjustment for and control of risk selec­
tion 

'. These provisions are all to the good; but 
, ..... should' not be thought to eliminate all se­

lection risk. Health. plans will and must 
rate for the population they believe they 
will enroll during the open, season, taking 
into account as best they can the value of 
proposed risk adjusters or constraints on 
risk selection as these become known and 
demonstrated. 

• State reinsurance pools 

The possibility of sharing among compet­
ing health plans the costs of difficult-to-rate '. 
populations, or populations who could 
become a cause of risk selection, could help 
reduce risk, especially during the transi­

. tional years. See research suggestion below. 

HOW COULD INCREASED RISK UNDERMINE THE OBJECTIVES' 
'. OF REFORM? . . 

Unless corrected for by measures such as 
those described below, the increased risks re-' 

. sulting from the above provisions are likely 
to create. health plan actions during thetran­
sition period that are contrary to the cost " 
containment objectives of market reform. 

Some sources of uncertainty affect all 

companies, e.g., the addition of over 60 


million new insureds to the private insur­

ance roles, limits on plans' ability to in­

crease premiums, and alack of adequate 

data for future claims estimation for the 

plans' enrollees. Other sources of 


. uncertainty affect differ~nt plans in different 
ways. The possible responses include the 
following: " 
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• Plans could set premiums as high as 
possible (Le., up against the cap) in the 
early years to preserve their reserves and 
cover as much as possible of the greater 
uncertainties and risk they face. The present 
structure of the caps encourages this tactic, 
because from the second through fifth years' . 
the plan is limited to a progressively small­
er increase over the amount it bids in the 
first year: Consequently, if the plan bids too 
low by underestimating the risk (or because 

. of greed), it will not be able to bid higher 
premiums to make up the reserves it loses 
for many years. 

• Plans with reserves lower than needed to 
carry outside estimates of risk will also have 
to bid high or set limits on how many 
people it will enroll as permitted by the 
proposal. Since many plans may come out 
of our current era of "self-insurance" with 
low reserves, an alliance may find it is 
offered fewer enrollment slots than it needs 
to offer real choices to its population. 

• Plans with high reserves from the "old" 
market, not necessarily gained.·by compet­
ing according to the enlightened rules of the 
"new" market, may take the opportunity to 
buy mar~et share by bidding low. These 
may not be the most desirable competitors. 

• Plans will make mistakes and become 
insolvent in this high-risk situation, because 
there will be too little room under the 
proposed caps for making mistakes and 
recovering as part of the transition process 
until actuaries can develop data and tech­

'. . 

niques for rating in the new system and 
until the system stabilizes somewhat. Inex­
perienced new risk carriers such as physi­
cian hospital· organizations and other pro­
vider:"based plans are likely to be especially 
at risk because of their lack of risk manage­
ment. experience. 

• Some. health plans may resort to uncon­
structive means to survive in a market' 
where they are handicapped by low re­
serves or poor rating tools. They may invest 
extenSively in hedging their bets through 

· creative risk selection beyond what the law. 
and alliance can police. They may attempt 
to capture control of the alliance (or Con­

· gress) politically; Large plans may sperid 
their reserves to finance low premiums to 
expand market share to the point where. 

· they believe the alliance will not be able to 
reject them without angering too many 
subscribers or destabilizing the system. 
They may assume at worst they can survive 
for decades as a fee-for-service payer with 
rates decreed by the National Board. 

• The worst consequence of the increased 
risk levels would be a "system collapse" in 
an alliance where one or more very large 
plans are obliged to leave the market, 
requiring their many enrollees to move to 
other plans in a single open season. These 
other plans also may well withdraw or limit 
their enrollment tightly, because they can 
not increase their premiUms adequately to 

. cover the added risk. 
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CHANGES IN MARKET REFORM PROPOSALS THAT WOULD 
REDUCE UNCERTAINTY AND STRENGTHEN INSURERS' 
, CAPACITY TO BID AGGRESSIVELY 

If th~ nation is serious about building a 

reformed health system, built around 


· competition among private-sector health . 
· plans, it can take steps to reduce .the risks 
involved in this transition. The following 
. are several suggestions from members of 
the actuarial group. 

• Modify premium'caps or targets. 

Caps need to make clear to all of the 
, health care and health insurance industry . 
. that major reform is unavoidable. However, 
they also need to give the best in the indus­
try incentives and opportunity to perform at 
their best toward the goals of the reform. 
Several possible changes in the premium 
targets would help critically to these ends: 

(a) Set year two and later premium targets, 
for health plans based on the same weight­
ed average per-capita premium approach 
used in the first year, rather than tying 
plans to their first-year bids. 

(b) Or,'elimmate the plan-specific premium 
targets, but enforce the alliance target. 

(c) Or,eliminate the annual premium target 
for each plan and alliance in favor of a five­
year "performance standard," Le., leave the 
plans and alliances room to achieve their 
"savings"in whatever years the plans' 
maturity, reserves, market position, and 
other transitional problems permit. This 
five- year target might include: ' . 

· ,- A "glide path" with a high and a low 
boundary within which the plan must 
re~in over the five years and regular 
reports to the plan and alliance on where 
it stands. 

- A three-year check point at which the 
alliance has authority to review both the 
plan's performance in detail and the 
likelihood of its achieving the target, and 
to reject its bid on these grounds. -. 

(d)Or, stretch out the time frame within 
whicludliances and the industry must meet 
the targets' to more than five years. This 

'would be especially iinportant in areas ­
, where the health plans and health care 
system have a past record for achieving cost 
containment, i.e., where the easy savings' 
may be gone. " 

• Give the alliance more tools: within any 
of the above premium target arrangements, 
allow'the alliance to use toois similar to 
those used by large employers to achieve 
targets, e.g., allow them: 

- As in the current proposal, to eject-plans 
over 120% of average per-capita premium. 

- To prohibit new enrollees to plans with 
premiums, say, 110%, above the average 
per-capita premium. . 

- To limit numbers of new enrollees in 
high-premium plans that are pushing the 
weighted per-capita premium over alli­
ance targets. 

~ To require plans over 110% of average 
per-capita premium to increase deduct­
ibltes in order to bring the premiUm rate 

. down to a level that will allow the alli­
ance to meet its average weighted pre­
mium.(Research shows consumers. under'; 
stand best of all the meaning of deduct­
,ibles.) The increase would allow the 
. plans' enrollees to pay more for the 
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privilege of staying or leave for other 
lower premium/lower cost-sharing. plans. 

• Sunset the premium targets for the plans 
that perform and survive the five years, so 
plans have something to work for. Other- . 
wise, they will feel whatever gains they 
manage to make the government will take 
away. 

• Federal or state government, as appropri­
ate, could organize and provide actuarially 
useful data on new popUlations to be . 
insured by health plans so that estimates 
of future claims costs can be made with 
greater certainty. 

Data on Medicaid, CHAMPUS, V A, 
American Indian, early retirees, and the 
previously uninsured would include past 
health care utilization and payment levels 
. for the area; age, sex, family composition; 
geographic area of residence; and service 
within the alliance. 

With regard to the presently uninsured, 

government could assemble existing rele­

vant data and produce actuarial guidelines 

for use by plans. Such data could reduce 

uncertainty, premium levels, and reserves 

requirements on plans in the early years. 


• Rating requirements for health plans 

couid be amended to: 


(a) Clarify Sec. 1341(a)(I) so as to make 

clear each health plan will quote one rate 

for all who enroll but can base its rate not 

on what it would be if it enrolled all eligi­

bles in the alliance, but on what subset of 

the alliance population it believes is likely 

to enroll. 


(b) Audit health plans' rates that fall above 
or below a credible corridor (e.g., more than 
120% and less than 80% of the average 
weighted premium) for possible risk selec­

tion or irresponsible rating. (Remember, this 
system puts all insurers at risk together for 
the improprieties and greed of some;) 
Alternatively, require plans to file actuarial 
certification of their premium. 

. 	 , 

• Phase in or delay implementatlon of 

difficult to rate new benefits. Mental 

health coverages are by far the most diffi­

cult and uncertain . 


• Establish reasonable risk sharing by 

government and alliance: 


(a) For factors over which government or 

an alliance has control but for which a 

health plan bears the risk, such as those 

listed above. 


.	(b) And for situations where an alliance can . 
achieve an acceptable level of competition, . 
coverage of all areas of the alliance, or the 
overall premium targets only by sharing in 

. the risks of undercapitalized plans. 

Both of the above should be structured on 
a cost-sharing basis, e.g., the plan pays a 
flat initial amount of the overage plus a· 
percentage of the remainder. 

Both might be implemented by allowing 

the plan to pay back a portion of its share 

over several future years if it and the alli­

ance agree. 


Both might also be implemented by 
allowing a plan to exceed its target or 
performance standard in the event (a) or (b) 
above is involved. . 

• Allow insurers to establish systems for 
sharing or distributing risk and costs of 
unratable factors among hlsurers in.the 
early years. The "reinsurance pool" of the 
Clinton plan might be used for such pur­
poses as suggested in the research proposals 
below. . 
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SHORT-TERM RESEARCH THAT WOULD FURTHER CLARIFY 

THESE ISSUES 


• What is the capital status (reserves) of the desirable insurer market behavior while not . 
. health insurance industry in the United destrOying the capital and risk-bearing 

States, and what ,is it likely to·be at the time capacity of the industry. 

. the new system is put in place? Will the 


• Test various leveis of starting baselines ..capital be adequate and appropriately ... 
for caps and caps over a five-year p~riod. todistributed to support the increa.se in risks 
determine effects on above models. of types proposed for the industry? For aggressive of caps. . 	 .

bidding? For providing a range of choices to 

all enrollees? This is an empirical study and 
 • What kind of interplan pooling mech.a­
could be accomplished to determine wheth­ niSIns might be workable and encouraged 
er coverages or eligibility for alliances need . or allowed under the law? 

to be phased in order for the industry to 

build up reserves. . • Assessment. of what difficult-ta-rate 


.. populations, as well as high-<ost;diagnoses, 
• Assess what actuarially useful data c~ be etc.,. might be put in the "reinsurance pool." 

collected and made available on a crash For example, might residents of state mental 

basis to :insurers on new populations for the hospitals be included? 

first-year bids of the new system. . 


• Study what other large buyers (employ­
.: • What amount of "wiggle room" is needed ers) have done in the past in situations 

in year-ta-year rating to reasonably ac";, . where health plans were asked to take large 
commodate the uncertainties in the. new risks and make. substantial changes in their 
system until the ·system settles into place product and rating. What risk-sharing tech­
and trends become more stable. 	 niques did these insurers enter into with . 

. plans? What steps have employers taken to . • Model different types ofeaps (year-to­
conserve costs among competing plans? year, five-year cumulative with "glide path," 
Which of these might be allowed to theno plan cap with stronger alliance) on 
alliance or converted into state or federalhealth plan competitive strategies to test 
risk-sharing schemes? which provokes the strongest and most 
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Appendix A: 

KEY PROVISION$ OF CLINTON HEALTH REFORM PROPOSAL 

THAT ARE PARTICULARLY RELEVANT TO ESTIMATING FUTURE 


CLAIMS COSTS FOR A HEALTH PLAN COMPETING IN A 

CLINTON PLAN HEALTH ALLIANCE 


Stanley B. Jones 

GOAL OF PROPOSAL 

The goal of the Clinton approach to 
purch~ing health insurance is to achieve 
universal and comprehensive coverage 
while encouraging health plans to compete 
wit;h one another for enrollees by containing 
future increases in the costs of health care 
(and their plan preIhiums). The proposal 
presumes that, to be successful, health plans 
will move as rapidly as possible to more 

. tightly managed care/vertically integrated 
H:MOs arid that individuals over time will 
gravitate to these plans because of their 
price and cost-sharing advantages. 

In the Clinton system, the health alliance 
serves as the sole health insurance purchas­
ing agentfor most (about 80%) of the em­
ployees and individuals in its geographic 
area (as many as one million people). The 
alliance collects all premium contributions 
from employers and individuals; contracts 
with health plans certified by states, and 
pays the total premium to the health plans 
for individuals and families who enroll with 
each plan. Plans compete for enrollees in 
annual operi seasons. . 

NEW MARKET ENVIRONMENT 

Following is a summary description of 
this newmarket environment and what the 
health plan must do to enter it. 

The Buyers 

• One "alliance" in each geographic area 
will contract with at least one "fee-for-ser­
vice plan" and two or more managed care 
plans to offer'the standard benefits to indi­
viduals. 

• All indiViduals in the alliance,. except 
undocumented aliens, are mandated to 
enroll and pay usually 20% of the plan's 
premium, as follows: 

- Employees of all firms of less than 5,000 
er.riployees. . 

- Employees of larger firms who elect not 
to exercise their one-time option to set up 
their own corporate plan when the new 
law is enacted. 

- Employees of larger firms who decide to 
close down their corporate plan at some, 
point in the future and enroll their em­
ployees in the alliance. 

- Early retirees '(age 55-65 and ineligible for 
Medicare).' , 

- AFDC and 551 individuals in the area. 

- Federal, state, and local employees (feds ' 
start in 1998) .. 

- Any other individuals who are not undoc-' 
umented aliens. For example, residents of 
mental hospitals, institutions for the 
mentally retarded, prisoners, homeless 
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persons, and others will ,all be eligible for , ' 
benefits. If other federal, state, or loCal 
government programs, are currently cover­
ing the costs of covered Services to these 
populations, they are likely to fold them 
into alliance health plans. ' ' 

, - Individuals who do not enroll will be 
offered choice when they seek care or will 
be randomly assigned to a plan. 

• Other individuals are given the choice of 
enrolling. " ' 

(a) CHAMPUS, V A, and American Indian 
eligibles may choose the alliance over their 
goveinment-sponsored plans. ' 

(b) Individuals who become eligible for 
Medieare after the law is passed may 
choose to continue their private coverage by 
paying the difference between its premium 
(adjusted for age) and 95% of Medicare's 
AAPCC for the alliance. 

• Individuals must include their depen- , 
dents (husband and wife and other depen­
dents must be ,in the same plan) in their 

,health plan. Dependents are as defined in 
state law, including foster and adopted 
children, unmarried disabled children who 
were disabled before age 21, children at­
tending' college, grandchildren when the 
parent is also claimed as a dependent of the 
grandparent. 

• Employers are riot "buyers." They do not 
select among plans. They are mandated to 
pay the. alliance on behalf of their employ­
ees a portion (usually 80%) of the average 
weighted premium for all eligible enrollees 
in all plans in, the area for each class of ' 
enrollment (single, single-parent family, 

, couple, .two-parent family). ' 

INSURANCE PRODUCTS THAT CAN BE 
OFFERED BY HEALm PLANS 

Benefits (See Appendix B: Table of Copay­
ments arid Coinsurance from S. 1757» 

• Standard benefits to be offered by, all , 
plans will be comparable to Fortune 500 , 
packages, but richer in the area of mental 
health. 

• Certified plans can not add to or subtract 
, from the standard benefits (beyond those 
few specifically designated as "discretion­
ary" mental health services). 

• A "cost-sharing" supplemental policy to 
fill in all but copayments must be offered 

,by all alliance plans to 'enrollees during" 
open season. ' ' 

, • In addition to standard benefits,' state 
government and/or the alliance can direct 
or financially encourage one or more health 

"	plans to provide access to services of "cen..; 
ters of excellence;" services to underserved 
areas, and special health related services 
needed by special populations. 

• "Professional services" include the services 
, of physicians or of other professionals 
certified by the state to perform a service 
otherwise performed by a physician. 

Types of health plan that can be offered 

• Fee-for-service plan paying all providers. 

, This plan pays all providers in thealli ­
ance area (no provider panels or gatekeep­
ers) using standard fee schedules negotiated 
by the alliance. The plan can use utilization 
review, precertification, length-of-stay 
monitoring, and negotiated discountS from 

, " the alliance fee schedule. The "high cost 
sharing" package is assumed to be associ­
ated with the fee-for-service plans, but not 

, 	mandated to be. ' 

.. Managed care plans/HMOs with a point 
,of , service option: 

This plan selects and organizes panels of 
providers with discounts from negotiated 
'fee schedules, capitation, global fees, ,sala­
ries, ince:ltive arrangements, or other pay­
ment devices. The "low cost sharing" benefit 

, package described is assumed to be the 

'-13- , 



choice of managed care and HMO plans, , 
but is not mandated. 

These managed care and HMO plans 
, must also offer subscribers a point-of-ser­

viee option that permits them to choose any 
provider in the area, with a higher premium 
and coinsurance (Sec. 14D2[d]). This may be 
by contract with another vendor. 

DESIGN FEATURES OF'ALL TYPES OF 
PLANS, 

• Contract with providers such that the 
providers "direct bill" the health plans first 
and do ,not 'balance bill" patients beyond , 
cost sharing specified in the standard bene­
fits package. Any and all fee-for-service 
payments (including for emergency and 
non-network services) must be based on: 

- fee schedules negotiated annually by the 
alliance for use by all plans, presumably 
lower than past fees to take account of 
blended Medicaid and private plan pre­
miums; 

, - voluntary discounts from the alliance fee 
schedule given the plan by its providers; 
or 

- mandatory discounts from the fee sched­
ule ordered by National Board if the 
alliance and/or plan is out 'of compliance 
with the premium cap. ' 

• Pay for out-of-area services according to 
the fee schedule negotiated by 'the alliance 
in that area. 

• Include in their network and pay certain 
special providers as required. 

(a) AlI,must include "essential community 
providers" designated by the Secretary of 
IDiS (e.g., Cominunity Health Centers) and 
pay eitherthe alliance fee schedule or 
Medica:rerates-:-using no gatekeeper re­
view. 

(b) A state can order some plans, to include 
services at "centers of excellence." 

(c) An alliance can negotiate with some 
plans to offer services in hard-to-serve areas 
or offer special services to hard-to-serve 
populations. 

• Include in contracts with providers agree­
ment to comply with premium cap enforce­
ment requirements, under which health 
plans must implement pro rata reductions 
in fees/payments to providers when the 
National Health Board orders them for a 
forthcoming year in order to meet premium 
caps for thealliance'or plan (Sec. 6012[a]). 

When the average per-capita premium . 
cost for an upcoming year, based on projec.:. 
tions of likely enrollment for each plan, is 
predicted (each plan must submit an estimate 
of the number of enrollees it will capture 
along with its premium bid) to exceed the 
cap on total premiums for the alliance for 
the year, the National Board can first give 
plans a chance to negotiate lower rates and 
voluntarily reduce premiums. Failing that, it 
can order a pro rata reduction in payments 
to providers (including an increase for likely 
increased volume, to achieve a lower pre­
mium. If the cap is exceeded based on 
actual enrollment after open season, it is 

, made up for by a downward adjustment in 
the succeeding two years' caps. 

The premium caps allow the alliance as a 
whole annual weighted average increases in 
the amount of the CPI increase, plils costs 
reflecting alliance demographic and 
socioeconomic changes, plus 1.5% in 1996, 
1.0% in 1997, .5% in 1998, 0% in 1999, and 
as recommended by the National Board and 

, enacted by Congress thereafter (Sec. 6001[a]­
[3]). An alliance's premium target/cap may 
or may not be made known to plans before 
bidding. 

In the first year ,after implementation of 
the law, if the alliance exceeds its weighted 
average premium target for all plans, indi­

'vidual plans' premiums that exceed the 
target are restricted to the amounts that will 

, reduce the weighted average premium to 
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the target. For. the second through fifth 
years, however, the individual plan's pre-­
mium can not increase over its first-year 
premium by more than the dollar amount 
of the increase in the alliance weighted 
average.premium cap (Sec. 6011[d]). 

• Supplemental insurance can be marketed 
and priCed completely separately, but must 
meet tight regulatory standards. 

WHAT PLANS WILL BE COMPETING IN 
OPEN SEASONS FOR AN ALLIANCE'S 
EMPLOYEES? 

• At least one .fee-for-service plan, but as 
many as meet state certification require­
ments will compete. 

• The alliance will seek to offer at least two.' . 
managed care plans/HM:Os, but will offer 
as many as meet state certification require­
ments. . . 

• Plans may be organized by insurers, 
providers, or any other agency that can 
meet certification requirements. The alliance 
can help providers organize to offer man­
aged care plans. 

WHAT ELSE MUST A HEALTH PLAN 
DO TO WIN AN ALLIANCE CON- . 
TRACT? 

..• Bid one 12-month per-capita premium for 
the standard benefits to be offered to all 
enrollees throughout the alliance area, ad­
justed by a standard factor developed by the 
alliance for individual, couple, single--parent . 
family, and two-parent family enrollment. 

. • Submit a premium bid in the summer of 
the year preceding the national annual 
November open season; the bid must be 
based on data and factors made available 
by the alliance in April. If the bid is more 
than 20% above the weighted average 
premium bid in the area, the alliance 
manager can reject it. Otherwise he/she 
must accept it. 

The provisions are ambiguous, but the bill 
may require the per-capita bid to represent 

· what the plan's premium would be if all 
eligible individuals in the alliance were to 
enroll in the plan (Sec. 1341[a][1]). 

• Carry risk for all enrollees; self-insurance 
is illegal for an alliance and its employers. 

• Market to all eligible individuals in the 
area and accept all applicants and their 
families (all family members will be in the 
same health plan) without medical 
screening, preexisting condition clauses, or 
nonstandard limitations, exclusions, 
etc.--except that the plan may limit its 

· enrollment if it can demonstrate it needs to 
do so because of limits in capacity to deliver 
services or to maintain financial stability 
(Sec. 1402[a][2]). In case of oversubscription, 
former enrollees have priority and the rest 
are randomly assigned by the alliance. 

• Accept per-capitapremium payments 
only from the alliance (it will collect all 
premiums from employers, employees, 
individuals) adjusted to take account of: 

- The number of employer contributors (i.e., 
the number of full-time workers) per 
family unit in the alliance; 

- AFDC and SSI per-capita costs and per­
· 	 centage of population for the alliance area 

(the same Medicaid/private ratio will be 
used to construct a ''blended Medicaid/ 
plan premium for all plans); 

- .Risk selection between plans, (using a 
.standard nationally developed algorithm) 
(Sec. 1541). 

• Pay into state-established reinsurance 
funds that pool the costs of specified classes 
of hlgh-cost enrollees or specified hlgh-cost 
treatments or diagnoses (Sec. 1541[c]). 

• Cooperate with laws regulating market­
ing and provider panel recruitment aimed 

· . at limiting discrimination among subscribers 
. and providers based on anticipated need for 

health care. 
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• Provide information on costs, utilization 
. review and qualitY assUrance protocols, and 

providers..,' , ' ;' , . 

• Pay providers according to its established 
payment procedures for health services ' 
financed by workers compensation or automo­

, bile insurance for its subscribers. 

.• Meet capital/reserve requirements. ' 

States will continue to. set standards: 
, " 

, Minimum standards will be' established 

, by the National Health Board based on plan 


. ,characteristics (Sec. 1551). " , ' 
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Appendix B: 
Nk 1, Subtitle B 

86 

1 (3) shall require payment of a copayment inac­

2 cordance with the. lower cost sharing schedule de­

3 'scribed in section 1132. 

4 (c). OUT-OF-NETWORK.ITEMS AND. SERVICES.-With 

S respect to an out-of-network item ~r tJervice..( as defined 

6 in section 1402(f)(2», the combination -coS1; sharing sched­

7 ule that is offered by a health plan­

8 (1) shall require an individual and a family to 

9 incur expenses before the plan provides benefits for 

10 the item or' service in accordance with the 

11 deductibles under the higher cost sharing schedule 

12 described ,in section 1133; 

13 (2) shall prohibit' payment of any copa~ent; 

14 and 

15 (3) shall require payment of coinsurance in ac­

16 cordance with such schedule .. 

17 SEC. 1135. TABLE OF COPAYMENTS AND COINSURANCE. 

18 (a) IN GENERAL.-The following table specifies, for 

19 different items and services, the copayments and coinsur­

20 ance referred to in sections 1132 and 1133: ' 

21 

lapatieDt boIpitaJ.nice. _. 1111 ~o eopayment 20 percent or appli9able 
payment nte 

Outpatient boIpitaJ .nice. ._ • 1111 'lOper"rilit 20 percent or applicable 
payment nte ' 

-n 1800 JR , -8 J'11? IS 



87 


:&o.pi~ emetpD(!1 • room 
~.~.-.............-.-~..... lUI us per Nit (UD­ 20 peroeDt of applicable 

_patieDtbaa PlQ'JDlDtrate 
AD emerpDI!1 
medical condition 
.. de6aed in IIeC­

lion 1861(e)(l) 
of the 8oci&I Se­
curity Aet) 

8eniceI of health profea­
aionala ........... _.................. 1112 .10 per ,Uit 20 peremt of applicable 

payment rate 

Emerpney IIIn'ieeI other· ' 
thaa boIpital emerpney 
room Rni.. _._.. _ ..__... 1113 U5 per ,Uit (un­

_ patient baa 
20 peremt ofapplieable 

.payment rate 
AD emerpney 
medieaJ condition 
.. cleftned in Reo 

tioD 1867(e)(l) 
of the Social Se­
curity Aet) 

, ~tol'1.medictJ.ADd lUI'­
p.J RnReII _'____ un tl0 per 'rill, . 

Inpatient ADd residential men· 
tal Wnea and IIUbJt.ance 
abu.ee treatment _._.__• 1115 !'ITo copa,.ment 20 percent of applicable 

payment rate 

IDteun-e DODreIidential men· 
tal iJlneu ADd 1Ubm.nce 
abwIe treatment (except 
treatment pJ'O\ided purau.' 
ADt to .RetioD 
1115(d)(2)(C)(ii»' ___._. '1115 !'ITo oopayment 20 percent of applicable 

payment rate 

IDtenme 'DODftIIidentiaJ meD­
tal i1Inea ADd IUbrtaDce· 
abwIe treatment prorided 
purmant to RetioD 
1115(d)(2)(C)(ii) __.___ 1115 U5 per \Uit 50 percent of applicable 

plyment rate 

OutpatieDtmental W- and 
1Ut.tance &buR treatment 
'(except PI)"ehotherapy, eoI· 
lateral IIerricea, ADd _. 
ma.oaeement) ____ 1115 '10 per ,Uit 20 percent of applieable , 

....vment rate 

OutpatieDt .-,'ehotherapy ADd
eoI1ateral eemc. __ 1115 t25 per TilituntiJ 50 percent of applieable 

Janu.ary I, 2001, plyment rate util JAD' 
and tiD per ,ilit u.ary I, 2001, and 20 
thereafter percent thereafter 
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88 

Family pJ.um.iDc ud eeniceI 
for prepant womeD (aeept
eli.DieiAD _til aDd ..:lei. 
ated eeniceI related to p"," 
DataJ eare aDd· 1 poet. 
partum \ilit) •••.••••"".••__. 

1115 No~t 

1116 tl0 per\ilit 20 percent at applicabJe 
paymnt rate 

C1iDieiaD _ta ud a.lCiated 
IImiees related to pnmataJ 
~ .ud 1 poIt.partum 
1'IIlt ••••••••..•••__ .................. . 1116 No eope,ymeot 

1117 No eopayment 20 percent at applicable 
payment rate 

Home health eare ..... _._•••••_ 1118 NO~'ment 20 pereent at applicable 
payment rate 

1119 No eope.vment 20 percent at applicable 
payment rate 

1120 No copa,-ment 20 percent or applicable 
payment rate 

Outpatient Iaborato17, rad.ioI­
OID'. ud diapoItie eenieeI 1121 No eopeyment 20 percent ot applieable 

paymeDt rate 

. 1122 as per prescription 20 Percent. at applicable . 
. . payment rate 

~ ..............._......._ ... 1123 tl0 per ,wI. 20 percent at applicable 
payment rate 

Durable medieaJ equipment 
aDd prostbetie aDd orthoQede\__..-._..____ 

1124 No eope.nnent 20 pereent at applicable 
paQ'IIM!nt rate 

VII:ion are _._..__..._ 1125 tl0 per Nit (No 
additional eharp 
for 1 lid or ... 

20 pereent at applicable 
payment rate . 

-..,.~ 
for aD iDdnidual
_than 18 
,.,..or.) 

DataJ eare (e:mept '1f*It 
maiDt.enaDee proeedDreI 
ad iDtereeptift orthodoatie 
treatmeDt) _...~~,,_.___ 112& tl0 Per-t 20 percent of app1ieable 

. payment rate . 

&p.oe. maiDtenance proee­
dureI ud iDterceptift or­
thodontie treatmmt _ 1126 120 per _t fa percent ot applicable 

payment rate 
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hm:ItiptioDal treatmeDt IDr 
Iife..tbreat.eDiDg coDditioo ». 1128 AD eDIt ahariDc All eDIt aIwinar rules de­

naJea determined tmn.ined by piau 
byplanl 

1 (b) ,ApPLICABLE PAYMENT RATE.-For purposes of 

2 this section~ the tenn "applicable payment rate",· when 

3 used with respect to an item or service, means the applica­

4 ble payment rate for the item or service established under 

5 section 1322(c) .. 

6 SEC. 1138. INDEXING DOLLAR AMOUNTS RELATING TO 

7 COST SBAlUNG. 

8 (a) IN GENERAL.-Any deductible, copayment, out­

9 of-pocket limit on cost sharing, or other amount expressed 

10 in dollars in this subtitle for itenus or sernces provided 

11 in a year after 1994 shall be such amount increased by 

12 the percentage specified in subsection (b) for the year. 

13 (b) PERCENTAGE.-The percentage specified in this 

14 subsection for a year is equal to the product of the factors 

15 described in subseetion (d) tor the year and for ~ach pre­

16 vious year after 1994, minus 1. 

17 .. (c) RouNDING.-Any increase (or decrease) under 

18 subsection (a) shall be rounded, in the case'of an amount' 

19 specified in this subtitle ot­
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President William Jefferson Clinton 

Health Care Meeting Talking Points' ,~, ,1 ; 


, January 3, 1994 


.' 1994 will be the year when we finally meet this nation's promise ~nd guarantee every 
American health security, . '\ 

• 	 Make no mistake about it: this Administration is committed to working with Congress 
to pass the 'Health , Security Act before this Congress goes home. 

• 	 To accomplish this goal, we've added ,to our already strong health care team, which 
has been ably led by the First Lady, Secretary Shalala and Ira Magaziner. I'm glad that 
Pat Griffin and Harold Ickes have signed on. 

, • 	 As this debate proceeds, let's remember what's really at stake here: security for tens of 
millions of Americans who have good health insurance today but fear that this time 
next year or even next month~ they'Ulose it. Providing health security is not a 
Democratic or Republican challenge; it's an American challenge. 

• 	 In that spirit, let us aU'resolve not to let partisan fighting get in the way of 
accomplishing what the American, people have sent usto,Washington to do:. protect' 
their interests and their security. Let us' work together, Democratic and Republican. to 
produce the best.bill that we can.' , 

• 	 Let me make one thing clear, however: I will only sign a bill that guarantees universal 
coverage to every American. That's the only way we can provide security -- and the 

. only way we can truly get control ofexploding health care costs. Health care reform is , 
critical to our nation's economic future. ' 

I ' 
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MAP 	 '" , ...+~ 

r 

Possible Sources and Uses of Funds 
Fiscal Years, Billions of Dollars 

s 

Tobacco Tax (phased-in) II 0,0 0,0 4.3 6.0 6.0 5.9 ' 5,9 ·IU 9.1 9.0 8,91 22,2 63.4 

Medicare Savings 21 0.0 0.5 ,34 4,9 6.6 9.1 11.8 14,\ \6.6 19,6 22.61 24,5 109.2 

il,lcdicare Receipt Proposals 31 0.0 1.4 2.9 2.6 2.8 3.0 3.3 3.6 4,0 4.3 4.81 12,7 32.7 

Medicaid DSH Freeze 41 0,0 0,6 Ll L7 2.4 3.1 3,8 4.6 5.4 6.2 .7,01 8.9 35,9 

Indirect Effects on Receipts 51 0,0 0.0 0.2 0.2 0.2 0.2 0.2 0.2 0,2 0.2 0.31 0.8 2.0 

Medicaid Offset 61 0,0 .0.0 0,0 0.0 0.0 0.0 0,1 OJ 0,\ 0,1 0.11 0.0 0,5 

of Funds 

Kids Program (133% - 240%) + 
Temporarily unemployed (100% - 240%) 7,8,91 0.0 0.0 6.9 9.6 10.1 10,8 11.4 12.2 13.0 138 1471 37.3 1024 

Subsidies fo,' Kids 0.0 0.0 4.2 5.7 5.9 6.1 6.3 6,6 6.9 7.3 21.9 56.77.71 

Subsidies for Temporarily Unemployed Adults 0,0 0.0 2,7, 3.9 4,2 4.6 5.1 5.6 6, I 6,5 7, I 
 15.4 45.7 

Net Effect on 	unemployment 
Insurance Program 101 0.0 0.0 0,6 0,7 0.5 0.4 0.2 0.2 02 0,2 2.1 3.2 

0.2/ 

Self-employed Tax Deduction Phased to 100% 1 I I 0.5 0.5 0,9 14 2,0 2.2 24 2.7 3,0 3,2 3,5 7,5 223 

Long-term Care Program 121 0,0 0,0 1.5 1.5 1.6 16 1.7 1.8 L8 19 2.01 6,2 J5.4 

Long-term Care Tax Changes 131 0.0 02 0,5 0,6 0.8 0,9 l.0 '11 1.2 14 151 3.0 9,2 

Ilcalth Service/FQHC Expansion' 141 0.0 0.2 0.2 0.2 0,2 0,2 0.2 0.2 0,2 0,2 0,21 1.0 2.0 
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NOTES: I, 

All estimates are preliminary. Totals may not add due to rounding. 
While both Sources and Uses of Funds appear in this table as positive nU,mbers, in the budget, Medicare and Medicaid savings would be indicated in negative numbers as reductions in outlays. 

Similarly, the cost of the self-employed tax deduction would be indicated in negative numbers as a'revenue loss. Increased receipts would be shown in positive numbers. 
11. Increases from $0.24 to $0.64 1/1/97 and to $0.9011112002. Estimate from Treasury, ESTIMATE SHOWN MUST BE REESTIMATED (to reflect change in kids' subsidy cost). 

21 Estimates from HCFNOACT. 

31 Includes income-related Pan.S premium and extension onn tax to all state and local employees. Estimates from HCFNOACT and Treasury. 

41 Includes 25% behavioral offset. Estimate from HCFNOACT. 

51 Indirect effects on receipts of the kids subsidy. Subsidies for unemployed cause a negligible effect on receipts under standard assumptions. Includes on-budget effects only. 


Estimates from Treasury. ESTIMATE SHOWN MUST BE REESTIMATED (to reflect change in kids' subsidy costs.) 
61 Medicaid offset reflects savings to Medicaid as a result of Part B savings. Estimates from HCFNOACT. 
71 These estimates assume some employer or employee dropping of insurance, which would result in small, increased tax revenues. 
81 Assumes that unemployed compensation is included in income determinations. Also assumes that kids and families with access to employer contriubtions of 50% or more are ineligible for 

subsidies. Assumes 100% ESI take up for unemployed program. Assumes..durational effects on health insurance subsidies. . 
91 Eligibility for subsidies based on monthly cash income. Basing e:ligibility on annual cash income would reduce costs and coverage. 
101 Reflects increase in duration and incidence in Unemployment Insurance program as a result of health insurance subsidies. Net of offsetting VI reciepts, 
III Five and ten year totals include $0.5 billion cost for self-employed tax deduction in FY 1995. Assumes that self-employed must provide health coverage to their employees in order to claim a 

deduction in excess of25%. '. '. . 
n121 Grant program to states to expand home & community-based services for disabled ·individuals. Estimate from HHS/ASPE. 


131 Includes long-term care insurance tax incentives, personal assistance services tax credits, and accelerated death benefit changes. Estimates from Treasury. 

141 Estimate from HHSIPHS. . 

151 Five and ten year totals include $0.5 billion cost for self-employed tax deduction in FY 1995. 
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Possible Sources and Uses of Funds 

Fiscal Years, Billions of Dollars 

1995 1996 

Medicare Savings I! 0.0 0.5 

Medicare I{eceipt I'roposals 21 0.0 14 

Medicaid DSH Freeze 31 0.0 0.6 

Indirect Effects on Receipts 41 0.0 0.0 

Medicaid Offset 51 0.0 0.0 

of Funds 

Kids Program (133% - 240%) + 
Temporarily Unemployed (100% - 240%) 6,7,8,1 0.0 0.0 

.Subsidies for Kids 0.0 0.0 
Subsidies for Temporarily Unemployed Adults 0.0 0.0 

Net Effect 011 Unemployment 
Insurance Program 91 0.0 0.0 

Self-employed Tax Deduction Phased to 100%' 101 0.5 0.5 

Long-term Care Program II! 0.0 0.0 

Long-term Care Tax Changes 121 0.0 0.2 

Public Health Scrvice/FQHC Expansion 131 0.0 0.2 

1997 1998 1999 2000 

34 4.9 6.6 9.1 

29 2.6 2.8 3.0 . 

I.l L7 2.4 3.1 

0.2 0.2 02 0.2 

0.0 0.0 0.0 0.0 

6.9 96 10.1 10.8 

4.2 5.7 5.9 ' 6.1 
2.7 3.9 4.2 4.6 

0.6 0.7 0.5 0.4 

0.9 1.4 2.0 2.2 

L5 1.5 1.6 16 

0.5 0.6 0.8 0.9 

0.2 0.2 0.2 02 

2001 2002 2003 2004 

11.8 14.1 16.6 19.6 22.61 245 109.2 

33 3.6 4.0 4.3 4.81 12.7 32.7 

3.8 4.6 54 62 
70 I 8.9 

0,2 0.2 0.2 . 0.2 OJ • 0.8 2.0 

0.1 0.1 0.1 0.1 0.11 0.0 0.5 

11.4 12.2 13.0 13.8 14.71 37.3 102.4 

6.3 6.6 6.9 7.3 771 21.9 56.7 
5.1 5.6 6.1 6.5 7.1 15.4 45.7 

0.2 0.2 0.2 0.2 02 

1 

2.1 32 

11 
2.4 2.7 3.0 3.2 3.5 7.5 22,3 

L7 1.8 L8 1.9 2.01 6.2 15.4 

1.0 LI 1.2 1.4 151 3.0 92 

0.2 0.2 02 02 0.21 1.0 

01126 12:27 
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NOTES: 
All estimates are preliminary. Totals may not add due to rounding. '. 
While both Sources and Uses of Funds appear in' this table as positive numbers, in.the budget, Medicare and Medicaid savings would be indicated in negative numbers as reductions in outlays. 
Similarly; the cost of the self·employed tax deduction would be indicated in negative numbers as a revenue loss. Increased receipts would be shown in positive numbers. 

II Estimates from HCFNOACT. 
21 Includes income-related Part B premium and extension of HI tax to' all state and local employees. from HCFNOACT and Treasury. 
31 Includes 25% behavioral offset Estimate from HCFNOACT. 
41 Indirect effects on receipts of the kids subsidy. Subsidies for unemployed cause a negligible effect on receipts under standard assumptions. Includes on-budgereffects only. 

Estimates from Treasury. ESTIMATE SHOWN MUST BE REESTIMATED (to reflect change in kids' subsidy costs.) 
51 Medicaid offset reflects savings to Medicaid as a result orPan B savings. Estimates from HCFNOACT. . 
61 These estimates assume some employer or employee dropping of insurance, which would result in small, increased tax revenues. . 
71 Assumes that unemployed compensation is included in income determinations. Also assumes that kids and families with. access to employer contriubtions of 50% or morc are ineligible for 

subsidies. Assumes 100% ESI takeup for unemployed program. Assumes durational effects on health insurance subsidies. 
81 Eiigibility for subsidies based on monthly cash income." Basing eligibility on annual cash income would reduce costs and coverage. 
91 Reflects increase in duration and incidence in Unemployment Insurance program as a result of health insurance subsidies. Net of offsetting UI reciepts . 
.1 01 Five and ten year totals include $0.5 billion cost for self-employed tax deduction in FY 1995. Assumes that self-employed must provideheaIth coverage to their employees in order to claim a 

deduction in excess of25%. 
III Grant program to states to expand home & community-based services for disabled individuals. ES.timate from HHS/ASPE. ' 
121 Includes long-term care insurance tax incentives, personal assistance services tax credits, and accelerated death benefit changes. Estimates from Treasury. 
13/ Estimate from HHS/PHS. 
141 Five and tcn year totals include $0.5 billion cost for self-employed ta.x 'deduction in FY 1995. 
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Possible Sources and Uses of Funds 
Fiscal Years, Billions of Dollars 

1996 2001 

Tobacco Tax 11 0,0 0,0 00 0,0 00 0.0 ' 0.0 0.0 0.0 0.0 0,0 0,0 
001 

Medicare Savings 21 0,0 0.5 34 4.9 6.6 9.1 11.8 14.1 16.6 19.6 22,6 24.5 109.2 

Medicare Receipt I'roposals 31 . 0.0 14 2,9 2.6 2.8 3.0 3.3 3.6 4.0 4.3 481 12.7 32.7 

Medicaid DSII Freeze 41 0.0 0,6 Ll 1.7 24 3.1 3.8 4,6 54 6.2 8.9 35.9
7.01 

Indirect Effects on Receipts 51 0,0 0.0 0,2 0,2 0.2 0.2 0.2 0.2 0.2 02 0.3 0.8 2.0 

l\ledicaid Of(~et 61 0.0 0.0 0.0 0.0 0.0 0,0 0:1 0.1 0.1 0.1 0,11 0.0 05 

ses of Funds 
~ 

Kids I'rogram (133'YQ - 240%.) + 
Temporarily Unemployed (100% - 240%) 7,8,91 0.0 

Subsidies for Kids 0,0 
Subsidies for Temporarily Unemployed Adults 0.0 

Net Effect on Unemployment 
Insurance Program 101 0.0 

Self-employed Tax Deducli,on Phased to 100% III 0.5 

Long-term Care Program 121 0.0 

Long-term Care Tax Changes 131 0.0 

Public Health Scrvicc/FQllC Expansion 141 00 

0.0 

0.0 
0.0 

00 

0.5 

0,0 

0.2 

0.2 

' 6.9 9.6 10,1 10.8 

4.2 5.7 5,9 6,1 
2,7 3.9 4,2 4.6 

0.6 0,7 0.5 04 

0,9 14 2,0 2.2 

L5 1.5 1.6 1.6, 
OJ 0,6 0,8 0.9 

0.2 0.2 0,2 0.2 

114 12.2 13,0 13.8 1471 37.3 1024 

6,3 6.6 6.9 73 771 21.9 56.7 
5.1 5.6 6.1 6.5 7.1 154 45.7 

0.2 0.2 0.2 0.2 021 2.1 3,2 

2.4 2.7 3.0 3.2 3,51 7.5 22.3 

l.7 L8 1.8 1.9 201 6.2 154 

1.0 Ll 1.2 lA 151 3.0 9,2 

0,2 0.2 0,2 0.2 0,21 1.0 2.0 
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NOTES: 
All estimates are preliminary. Totals may not add due to rounding. 

While both Sources and Uses of Funds appear in this table a~ positive numbers, in the budget; Medicare and Medicaid savings would be indicated in negative numbers as reductions in outlays. 


Similarly, the cost of the self-employed tax deduction would be indicated in negative numbers as a revenue loss. Increased receipts would be shown in positive numbers. 

II Increases from $OXX to $0.64 in I/II9X. Estimate from Treasury. ESTIMATE SHOWN MUST BE REESTIMATED (to reflect change in kids' subsidy cost). 

21 Estimates from HCF AlOACT. 


income-related Part B premium and extension of HI tax to all state and local employees. Estimates from HCFAlOACT and Treasury. 

41 Includes 25% behavioral offset. Estimate from HCFAlOACT. 

51 Indirect effects on receipts of the kids subsidy. Subsidies for unemployed cause a negligible effect on receipts under standard assumptions. Includes on-budget effects only. 


Estimates from Treasury. ESTIMATE SHOWN MUST BE REESTIMATED (to reflect change in kids' subsidy costs.) 

61 Medicaid offsetreflects savings to Medicaid <is a result of Part B savings. Estimates from HCF AlOACT. 

71 These estimates assume some employer or employee dropping.of insurance, which would result in small, increased tax revenues. 

81 Assumes that unemployed compensation is included in income detenninations. Also assumes that kids and families with access to employer contriubtions of 50% or more are ineligible for 


subsidies. Assumes 100% ESI takeup for unemployed program. Assumes durational effects on health insurance subsidies . 
.	91 Eligibility for sllbsidies based on monthly cash income. Ba~ing eligibility on annual ca~h income would reduce costs and coverage. 

101 Reflects increase in duration and incidence in Unemployment Insurance program as a result of health insurance subsidies. Net of offsetting UI reciepts. 
III Five and ten year tota:ls include $0.5 billion cost for self-employed tax deduction in FY 1995. Assumes that self-employed must pro~ide health coverage to their employees in order to claim a 

deduction in excess of25%. ,.
121 Grant program to states to expand home & community·ba~ed services for disabled individuals. Estimate from HHSI ASPE. 

131 Includes long-term care insurance tax incentives, personal assistance services tax credits, and accelerated death benefit changes. Estimates from Treasury. 

14/ Estimate from HHSIPHS. . . 


51 Five and tcn year totals include $0.5 billion cost for self-employed tax deduction in FY 1995. 
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Possible Uses of Funds 
Fiscal Years, Billions of Dollars 

!!I-year.lotal lu-year lotal 
1995 1996 . 1997 . 1998 1999 2000 2001 2002 2003 2004 2005 1996-2000 1996-2005 

Kids Program (133% - 240%) L,2,31 

Temporarily Unemployed (100% - 240%) Only 3,4,51' Q]v'Z 

Subsidy Cost 
Net Effect on Unemployment Insurance 

0.0 
0 . .0 

.0 ..0 

.0 ..0 
3.3 
.0.6 

4.7 
.0.7 

5.2 
.oS. 

5.7 
.0.4 

6.2 
.0.2 

6.8 
.0.2 

7.4 
0.2 

8 . .0 
.0.2 

8.7 
.0.2 

18.9 
2J 

56..0 
3.2 

IGds Prograni (133% ~ 240%) + 
Temporarily Unemployed (100% - 240%) I - 51 

Subsidy Cost 
Net Effect on Unemployment Insurance 

.0 ..0 
0 . .0 

.0..0 
.0 ..0 

6.9 
.0.6 

9.6 
0.7 

1.0.1 
. .0.5 

'10.8 
.0.4. 

11.4 
0.2 

12.2 
.0.2 

13 ..0 
.0.2 

13.8 
.0.2 

14.7 
.0.2 

37.3 
2.1 

102.4 
3.2 

Self-employed Tax Deduction Phased to 100% 61 ~l:gj 

. Long-term Care Program 7/ ! ·.'{hOi.ili~'jH11!lJ..· • 1155 .6. .6. j.·t~1 1l!8__~' 6~2 ilS~i£ 

Long-term Care Tax Changes 8/ " 

. Public HealthServicelFQHC Expansion 91 '':1'1.0 : ~ '~'!)j 

01126 12:28 
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THE WHITE HOUSE c..'~~I*"e, ~ l/' .
l

. Office of the Press Secretary ­
For Immediate Release January 31, 1994 

STATEMENT BY DEE DEE MYERS 

The following documentation is in response to Elizabeth McCaughey's article· 
entitled "No' Exit: Wha.t The Clinton Plan Will Do For You", that ran in last 
week~ New Republic. 

The article contains numerous factual inaccuracies and misleading 
statements. 

This documentation clarifies the facts surrounding the President's approach' 
to health care reform. 
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 ,ANALYSIS OF THE NEW REPUBLIC ARTICLE ~ 

ARTICLE: "The bill guarantees you a package of medical services but you can 't have 
them unless they are deemed 'necessary and appropriate. III 

FACT: This is very misleading. Today, insurers can decide that procedures, 
treatments, etc., are inappropriate or unnecessary. No insurance plan 
guarantees you the right to unnecessary Or inapprbpriat~ care. To imply , 
that such decisions are made only by doctors and individuals today is 
deliberately misleading, at best. Under reform, most such decisions will 
be made by patients and their doctors. In fact, the Health Security Act 
gives consumers more guidance and more rights about what is necessary 
and appropriate. 

In addition, the Act does not, as the statement implies, forbid a plan 
from delivering services -- even if it does consider them not necessary or 
inappropriate. It says they may do so. And under the'Act you have clear 
means of immediate appeal should you feel you deserve different or 
additional care -­ a guarantee that rarely exists today. ' 

Most importantly, the bill (page 15-16) specifically states that "Nothing,. 
in this Act shall be construed as prohibiting the following: (1) An 
individual from purchasing any health care services." There is nothing in 
the Act to ,prohibit any individual from going to any doctor and paying, 
with their own funds, fOf any service. There are also no restrictions on 
the purchase of supplemental insurance. 

, ARTICLE: "That decision (whether or not care'is necessary or appropriate) will be 
made by the government, not by you or your doctor. " 

FACT: Untrue. If anything, the "necessary and ,appropriate" care provision in, 
the bill delegates authority to the medical profession u rather than 
imposing further government bureaucracy between the patient and the 
doctor. For most people'today, their insurance company, not their doctor, 

, has final authority over what is necessary, appropriate and therefore 
reimbursable. Today, insurers can decide that procedures, treatments, 
etc., are inappropriate or unnecessary. Noinsurance plan guarantees 
you the right to unnecessary or inappropriate care. 

M,ichael Kinsley criticized this article, saying: "It is pointless to compare 
the Clinton plan with some idealized version of the classic American 
system, in which you can go to any doctor you want, who can perform any 
treatment he wants, order any test she wants, prescribe any drug he wants, 
and charge whatever she wants, all paid for by insurance." ["Health Care 
Nonsense", The Washington Post, 1127/94] 



ANALYSIS OF THE NEW REPUBLIC ARTICLE 
Page 2 

Under reform, most such decisions will be made by patients and their 
doctors. The National Board has the authority to issue guidelines relating 
to what is necessary and appropriate. The authority to issue these 

, / 

guidelines does not infer that there are rio options left to physicians and 
patients, only that a benefits package guaranteed.to all Americans must 
be consistently defin~d across states. 

Guidelines that are developed 'Qy.the Board will be developed in an open 
hearings process in which all interested parties can have input. 
Regulations used by insurance companies today are developed by the 
companies as those companies see fit. 

ARTICLE: 	 "Escaping the system and paying out-ol-pocket to see a specialist for the 
tests and treatment you think you need will be almost impossible. " 

FACT: That is wrong. Under the Act, you can pay "out-of-pocket" for 
anything you want at any time, to any physician or hospital 

, willing to treat you. 

However, we should stress that, under reform, it is very unlikely that 
individuals will have to pay for such treatment. Every plan, even the 
most structured HMO, must offer atthe very least a point-of-service 
option which enables you to go see a physician of your choice at any time. 
In some plans you may have to pay somewhat more to do this, but it is 
always an option, unlike today and unlike the alternative plan (Cooper) 
endorsed by The New Republic. 

ARTICLE: 	 "If you walk into a doctor's office and ask for treatment for an illness you 
must show proof that you are enrolled in one of the health plans offered by 
the government. The doctor can be paid only by the plan, not by you. /I 

FACT: 	 False. You do not have to be enrolled in a plan to be treated. ifyou go to 
a doctor and are not enrolled in a plan, the doctor will treat 'you. You will 
then be given information on available plans and you may choose any 
plan you want. The plan you choose then pays the physician. The 
purpose of this provision is to assist all individuals in enrolling in a plan.. 

http:guaranteed.to
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Page 3 

Howev~~,as noted above, an individual may pay any doctor any 
price for any service outside the comprehensive package of 
services offered as part of a plan. So i! an individual wants to go to a 
doctor and pay the doctor they can. ' 

ARTICLE: 	 "The bill requires the doctor to report your visit to a ru;z.tional data bank 
containing the medical histories ofall Americans. " . 

FACT: 	 Not true. The very first provision of this section of the Act states: "The 
information system must be consistent with privacy security standards in 
the Act." Physicians may be required to submit data on outcomes, 
treatments, etc. for the purpose of improving quality and assessing 
treatments and outcomes. But the Act very specifically prevents 
against tying this data to specific individuals. 

Sections 5101 and 5102 spell out detailed protections that, assure that 
patient records and individual health data are strictly protected. 
Therefore, the implication that an individual's medical records will be in 
a national data bank and that those records can be accessed by all kinds 
of other agencies, individuals, etc., is patently untrue. 

ARTICLE: 	 If you work for a company with fewer than 5000 workers you "n:Lust enroll 
in one of the limited number of health plans offered by the regional 
alliance where you live. " 

FACT: Misleading. These individuals choose a health plan from the regional 
alliance bargaining on their behalf. But it is clearly misleading to 
assume there will be a "limited" number of plans offered by the 
alliances. In contrast, the alliance is obliged to offer all plans certified 
by the state, including at least one traditional "fee-for-service" plan. The 
. only exception is that an alliance may decide not to offer a plan than 
charges' 120% or more of the average premium cost in the region. 

l 



, 
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For example, one of the real world models of an alliance -- the California 
Public Employees Retirement System -- offers its members a choice of 24 

· different plans and individuals choose a personal physician in the plan. 
And more than two~thirds of the m~mbers are- so satisfied with their plan 
that they would recommend it to a friend. This is a big difference from 
today's system in which the great majority of Americans face a very 

· limited choice of health plans. About 50% of Americans insured through 
their employer have only one or two-options of health plans. The great 

· majority of Americans will have more choice in the alliance system. 

ARTICLE: -~'Under the bill,aNational Health Board . .. will decide how muc~the 
nation can spend on health care beginning in 1996. " 

FACT: 	 This is untrue. The Health Security Act makes no attempt to "decide how 
much the nation can spend on health care" and specifically rejected the 
idea of global budgets or arbitrary price controls. The National Board is 
only authorized to set the initial premium targets -- the rates at which 
health insurance premiums (for the comprehensive benefits package) not . 
national health expenditures may increase from year to year. These 
premium targets are important guarantee to American taxpayers and 
businesses who are being asked to contribute to their health care that 
their premiums will not continue to spiral out of control, as they have 
done for years. There are no restrictions in the Act on the amount 
of money that may be spent -by people with their own funds for 
additional services or supplemental insurance policies. 

ARTICLE: 	 "The bill outlaws plans that would cause a region to exceed its budget or 
that cost 20 percent more than the average plan. " 

-FACT: 	 Wrong again. No plan is "outlawed." The premium limit does not 
preclude any plan from participating. The alliance has the option (not 
the requirement) to refuse to contract with a plan charging more than 
20% over the average premium (so that people have a safeguard against 
insurance company price inflation). 
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ARTICLE: "Even the bill's authors anticipate that restricting the dollars ~vailable for 
health care in the teeth of these trends will produce grave shortages; the 
bill provides that when medical needs outpace the budget and pr.emiuTn 
money runs low, state governments and insurers must make 'automatic, 
mandatory, nondiscretionary' reductions I in payments to doctors nurses 

. and hospitals to assure that expenditures will not· exceed budget." 

FACT: 	 This is misleading. The author here is clearly implying that such a 
mechanism exists in the main proposal - it does not~ The section 
the author is quoting from here refers to states that choose to form single 
payer systems, not from the description of the primary system advocated 
in the plan. Virtually all single payer systems work in this manner, 
adjusting payments to provider~ to make certain budgets are met. 

Even with regard to single payer systems, there is absolutely no 
indication in the plan that the bill's authors are anticipating "grave 
shortages." This. is responsible legislation; the plan merely spells out, In 
this special case, the mechanism by which a single payer system would 
meet targets if expenditures were running ahead of anticipated costs. To 
spell out such a mechanism is hardly.an admission that "grave shortages" 
are expected. 

ARTICLE: 	 'jibove a threshold level of quality, allicince officials will approve health 
plans based on lowest cost, not highest quality." 

FACT: 	 Not true. In contrast, the alliance is obliged to offer all plans certified by 
the state, including at least one traditional "fee-for-s'ervice" plan. The 
only exception is that an alliance may decide not to offer a plan than 
charges 120% or more of the average premium cost in the region. They 
are not required to do this however. 

http:hardly.an
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ARTICLE: 	 "What most of us call fee-for-service (choose your own doctor) will be 
difficult to buy. " . 

FACT: That is wrong. To the contrary, the Health Security Act preserves fee-for­
service arrangements by reguiring all alliances to offer at least one fee­
for-service plan. Today, more and more Americans cannot choose a fee 
for service plan because their employers have chosen not to offer that. 
option. Recent reports have shown that"... a growing number of 
employers have abandoned traditional indemnity [fee-for-service] plans 
entirely. In fact, more employers now offer managed care plans than offer 

. traditional indemnity plans." In fact, in 1988, 89% of employel's offered 
fee-for-service plans but, by 1993, this number had dropped to 65%. ["1992 
Health Care Benefits Survey", Foster Higgins, 1992; "Health Benefits in 1993", KPMG 

. Peat Marwick] . 

ARTICLE: 	 "Price controls 0!L doctors' fees and other regulations will push doctors.. " 

FACT: 	 That is wrong. There are no price controls in the President's plan. Price 
controls .. calling for government micro-management of every health care 
service, doctor's fee, drug technology, and product .- were considered and 
specifically rejected. The Health Security Act does have -- as a backup 
mechanism for cost control .~ a limit on how much insurance premiums 
can increase every year. This is an important guarantee. If employers 
are to be told they have the responsibility to contribute to coverage -- and 
if the federal government is going to provide discounts'to small 
businesses and low-income individuals·- then American businesses and 
families deserve the guarantee that their premiums, and government 
spending, won't continue to rise unchecked. 

Since, the federal government won't make market decisions on specific 
prices; health plans will have to decide themselves how to become more 
efficient in a way that won't drive consumers to another plan. As 
Stephen Zuckerman and Jack Hadley, tW6leading health policy analysts, 
wrote in support, of the-plan's premium limits, "it seems far preferable that 
insurance companies that are responsible to their subscribers make these 
decisions than having the federal government involved in detailed price 
negotiations and review pro.cedures with individual hospitals and 
physicians." ["Clinton's Cost Controls Can Work", Washington Post, 1117/93] 
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ARTICLE:"The bill limits what health plans can pay physicians and prohibits 
patients from paying their doctors directly. " 

FACT: 	 False. Any health plan that pays physicians according to their own 
contracts may pay those physicians anything they like. The bill only tells 
most health plans what to pay physicians with whom it has no contract. 
These fees apply to fee-for-service plans and for charges when individuals 
go out of the plans' network of doctors. 

It is not clear why a patient would want to 'pay a doctor "directly," for 
services that their insurance company is obligated to pay. If the 
implication is that individuals cannot go to any doctor arid -pay 
for whatever they want, that is false. Their right to do so is 

, expressly protected. 

ARTICLE: "The Clinton bill calls utilization review a 'reasonable restriction' on 
patient care and expressly includes' it as a requirement for doctors treating 

, patients with fee for service insurance as well. " 

FACT: 	 That is wrong. The plan does not "require" fee for service insurers to use 
utilization review. It says they may do so. The purpose is to define what 
fee for service insurers -- who have no contracts with the physicians they 
are paying -- may do in assessing charges. Utilization review is one 
option they are expressly permitted, not reguired, to do. [more] 

In reality, the bill is just following common practice here, acknowledging 
the typical practice of utilization review in fee for service plans. If the 
author is implying that many Americans are enrolled in plans where 
there is no review by the insurer, she is being deliberately misleading. 
As Michael Kinsley. said, "It so happens that the New Republic's own 
health: care plan (of which I am a member) has extensive 'utilization' 
review. ' ... Utilization review is one Qf the developments rapidly 
spreading -- for good or ill -- under our current health care system. It is 
one,reasonhealth cost inflation has abated so dramatically ... " ["Health 
Care Nonsense", The Washington Post. 1127/94] 
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ARTICLE: 	 "Some states recently have enacted laws to safeguard choices pattents want 
to make for themselv,es, such as which hospital or pharmacy to use. HMOs 
protest that these laws hobble cost containment, and the Clinton 
administration apparently agrees. The Clinton bill pre-empts state laws 
protecting patient choice. ,II 

FACT: 	 Deliberately inaccurate. The Act guarantees all individuals full choice by 
giving everyone the option many don't have today -. access to a fee for 
service plan in which they can choose any provider. The Act also 
mandates that all HMO's and other managed care plans offer a point-of­
service option in which individuals have a right to see any doctor outside 
of their plan or its network. This, again, is far greater choice than many 
individuals have today. In fact, current trends are towards declining 
numbers of individuals in fee for service plans and therefore fewer choice 
ofdodors. 

Most of the relevant laws that are being "pre-empted" are not geared to 
protecting patient choice -- which is fully protected and expanded in the. 
Act -- but to protect providers from price competition and other pressures 
of managed care organizations. The state laws the Act overrides are 
those that bar managed care organizations from creating their own 
networks -- for example, 'not allowing a managed care network to refuse 
to admit a qualified physician into its network. 

ARTICLE: 	 "Doctors in training will be assigned to the coveted specialty programs 
based partially on race and ethnicity .... " 

FACT: 	 This is ridiculous. No physician or medical student is "assigned" to . 
any specialty or told what type of medicine they can practice. 
The Act does make clear that funding of medical education will put more 
emphasis on the widely-acknowledged need to train primary, as opposed 
to specialty care physicians, and that attention will be paid to the 
potential under-representation of minority groups. 
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ARTICLE: 	 "Under the Clinton bill you are entitled to a package of basic benefits, but 
you can have them only when the are 'medically necessary I and 
'appropriate.' That decision will be made by the National Quality. 
Management Council, nOt be you or your doctor. The COlkncil ... will 
establish 'practice guidelines; to control 'utilization' of health services. " 

FACT: 	 That is wrong. You and your doctor will decide the type of care that you 
need. The National Board has the authority to issue guidelines on what 
may be necessary or appropriate. Its process of issuing any guidelines 
wilt.entail the fullest participation of all concerned. 

Today, virtually all insurance plans can refuse to pay for services deemed 
unnecessary and inappropriate, and it is the insurance company -- not 
the patient and physician -- with the ultimate authority. The decision­
making process of insurers are not subject to any public input or scrutiny. 
To imply that the new system will have restrictions on what is necessary 

. and appropriate,.when the current system does not,is anything but 
truthful. ' 

There is nothing in the Act to suggest that the "practice 
guidelines" referred to' here will he mandatory or will control 
anything. They are to assist plans, providers and others in providing 
higher quality care. As the Act says, they ,imay be used by health care 
providers to assist in determining how diseases, disorders, and other 
health conditions can most effectively and appropriately by prevented, 
diagnosed, treated and managed clinically." 

ARTICLE: ."The Secretary of Health and Human Services has the power to set a 
controlled price for every new drug, and to require'the drug manufacturer 
to pay a rebate to the federal government . .. If a producer balks at paying 

. the rebate, the Secretary can 'blacklist' the drug, striking it from the list of 
medications eligible for Medicare reimbursement. " 

FACT:· 	 Very misleading. The word "blacklist," with quotation marks 
around it in the statement, does not appear in the hill. Putting 
quotation marks around it implies it is directly lifted from the text. In 
this case, however, it obviously applies to the author's interpretation of 
the text. 



, , 

•fANALYSIS OF THE NEW REPUBLIC ARTICLE 

Page 10. 


The Secretary can, in some circumstances, request a rebate on a drug as 
a cost containment tool. This will apply only to those drugs purchased in 
bulk by the federal government for the millions of Medicare beneficiaries. 
Manufacturers are given process rights in these negotiations as well. 
There is no "blacklist". 

ARTICLE: 	 "Under tne bill, the Secretary weighs the development costs and profit 
margin for the single new drug, rather than the overall profitability of 
investing in new cures. " 

FACT: 	 The statement refers to page 373 of the bill. The bottom of that page and 
the next page list no less than 8 factors that must be considered by the 
Secretary in negotiating a rebate in the Medicare drug program. Clearly, 
there is no effort to exclude the consideration that many efforts to ­
produce new drugs cost a great deal and produce no profit to drug 
manufacturers. Drug companies wo~d certainly be given the 
opportunity to raise these considerations and there is absolutely nothing 
in the proposal would prevent the Secretary from considering that reality. 

, ' 
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