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Dear Mr. Presideat: ' 

We are writiDgolO c=rpr:ess o1!tt sbar~~ a:eprdiq ..impact of tbc Bafavc:erl BlLdget . 
. ' .. Act~DA)t104 ~propoa:otl~~..our.1I8tiOa·lllluPina~'m1 ~ 

Medlcce ~1bo7sarve., . . ',. " •• , 

UAforamarely.. It was ~ 10 f~reaee all tba poaibfa aainrt:mdcd Dffi=ata impJcmr.mratiau 
of Ibe BBA woaJd bawOIl. peni.cu1t~C4tesorfss ofcare avaD.abb EO M'ediaIrc bcucficiaties. 

'. . " . 

We belieVe thellOwiDS crisis ill tile ~aniDg~ iDdusI:ry ~ ill pan.1iom.tl»' : 
iQ1P1mDllliatic1l,oftbe DBI,. lfBtept::are.DOt ~ toimplOW ~duliug ~ 
'1I:IDSit:im.to a~ p&jJDmt li'$lCmro" d:iIIed IPIr'IdDs tacmdes. _ fear dial dedicated 
~mil' be)aid off. faclJirfec itJq cIOlo. aC=sa maybereduced., IDI1 quality ~ 
dec1iai 1'hiR c'!early is'Mt .-hat W8l~lQraxJtdwhao...BBA paned. . 

. . • I."." 

We baw _Edvise4tbD A.dndnisItUio1l baa._ abiliIyto ....s lO11Dofthaecom:ems by 
~vilina'its1'OpJa.dcas that arc .1,.:~1ltI1"bu1iQ1 to tbe problaJD, aa4 by JXI8king ~effort 
to t!IIS1U'O tbDt tbo iraaairion10 It pro~w paJDIlt ~do.. .uo' aJdmatelybatm . 
'padeats. We w~• ~,~ rib.YOlllO oddrcSJ dIIs~mauer inwhateve.r1118QDel' is 
1P(XDpdate. " ' - .' ,.' 

. Sincmly, .' 

, ' 

" 
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, However. it shoulc1llot came tl$ a ~~ implementing COD1plox logislation'such as ' 
the Medicare provisions in the BBA isproduciDg ~eunm:pected and und.esirablc , 
consequences incertain Rd.ots.. ... ~ , . ' 

, ,,' ' , , \ ' 

111 particidar, we belicvotbat the~~~l=:~~ngthe SNP paymco1 changes 
may reduce rates substantially mOte than,_ iD.tenq&i:.andprojected at the time of 
enactment. IfHCFA ~not~!~~y'fearwewiJI SOOD see closin~ of 
w.:i1ities, l.:tyoff& ofdedicated ~~~O~~l1CCC:SS to SNF servl~ and . ' 
crQsionta. the qualit)t ofcarc.. . .. ~":;"" . ", •..~... , 
, . -.. • . ~~:J!v. .. ~:'U., . ' 

lOt.. ... 
.' .' . . , .',' , ,."".,..

, We urge you to use your authori\Y to~ttbcre~onsto en..crure the transition to the 
new pl'OSpectivc payment system.'(PP~f~d¥S not bifAjiea.eficiades with un~ 
m:h1ctions in pay.u;Leut rates that go llCyona:~ an"loY\1s anticipated. In particulF, we 
would ~ you to revise-the Je~*~~.,.,t1eettl1~Jtccds o~medical1y complex 

, panents, partic:ularlytb.~ noeG fOrD.on~~ ancp,1ary serviCes. . 
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We know you share our eom'xriitment10 eIISUJ:ias that elderly and disaOl.c.t McdiciJ:Ce 
bcueficimcs Ieceive'the.bighest ~ty care.. We would like to ~o*wi!'!l Y!'D ~~ . 
bipams-cm. Dshlon to address tDii'riiipimding crisiS, in·w~ma:tm:e't"is·appropria.tJ::-· " 
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Jwr 20, 1999 . 

Help Preserve QualitY NursiDJi Home Care for America's Elderly . 

Dear Colleague:· 

. Many of:you may be aware oflhe crisis faciDgSkU1cd NUrsis;aS Facilities (SNP)'jn the 
wake of1he BalancC(fBqer Act of.::19?7 (BEtA). ~CPA'.implementatioDofthe BBA is under
reimbursing SNP's _ othof provid,~i'S tar bcf.yond tIu: Wishes of CODgteSS when it passed the .' 
BBA. . 

This year.atoao, total Mecli~ spcaciinc is ~ to be $20 bllUOD less thah . 
Conpess voted for in'the BBA. Wb~tomost~ tbat saviDp in MediCare were~. few 
would asrec that such drastic cuU in:~ ate hi1he.,. iDtorests oftoday'. seniorS. The 
effects ofthcse .:utsarestart~JI"to ~thee~ilitiesvf'prvviders. particularly SNF'~ to 
provide care. These cuts are :.fim:iDa. dos. ofll1lllr.l.elOUllD.ursioa facUiliC!l, requiriDg 
cutbacks in per.s'~l and sacrlftciMlthe.quaUtr oream that ourcldcrly have come to rely upon. 

, . 
~: • I 

I would :like to see· the House; 4ireot.t!1c Sccl'lltlq ofHeaIth and HUIDaII Servi~ to 
reevaluate the implelnentition'oftbe;M~ CUll to CIISIIN that the medical needs of$9Iior 
ei~ are. not beiDa foraOu.. IfY.:~u wouI~ like to He tbis ovemight remedied, please call or Cwo 
mail Dan l:lodeS ill myoft'ic::O at S..5~~1 to sipOIl to the atfached letter to Secretuy Sha1ala.. The 
deadline for Sipjug Is lu1Y.30, 1995::.: .': . . 

.. 

. ' .. , 

• 




OM; RI>njRFIIClNT PIAZ./\
I\Oee'RT G. TORRICELU 3RDFlOOANEW.;eRSSY . 

NEWilaX,. NEw .s~fI$EY 07'01 
1$731 G • .....ssSS . =. 

':leI UNiCNO 9lVO.. .. . 
KORMANIN1tASTAT! IUSINESS P"",K' 

~A-' 
JUOICIAR't 	 GELLMAWIt. NtiW mlSEYCl8OII,113 CIAICSI:N SENATE OFFICE BUILCIING 

eGOS) t»-a2.S 
RULes ANO ACMINlS'I"AATlcm . 	 WASHINGTON. DC 20510-3003' . 

""p;/IIOfrIcGlll'"".I"~O"f 
FOREIGN 1It:t.A1'lONS 1202' 2240-3224 ScnaIot_TOtticonI01cfl'il:t!lliSen.~.(i.... 

1une3,1999 

The HonorabJe WiUiam J. Clinton 

'The White House 

Washingtan. DC 20500 - '. 


Dear Mr. President: 
. 	 - . . . 

Once again. I would like kl alert you to some issues whieh are ofparhclalar concern to health 

eal'e providets in my home State oiNWller&f!Y. 


The Balanced Budget Act of1997 was an impo~t step toward ensuring the long':term strength 
of the Medicare program.; however. the unintended Consequences of reimbursemenweductiollS included' 
in the BBA have been ~IlOnrlcaUy devasmting to skilled nursing facilities (SNFs) in my state. Thus, I . 
want to share with you some po~ adminimtive options which the Health Can: Financing , 
AdministJation (HCPA) may choose toimpleaient to help presery" access to community-based skilled. 
care services. 

First" .the market basket'~ index currently used by BCFA undetstates the annual change. in 
. the.eosts ofproviding an appropriate mix. ofgoods aru:l s~ices '£alcing place in a'SNF. for this reason. 

the BBA specifically inStructs the SecretaIy to establish a SNPmarket basket index that "reflects changes, 
over time in the prices ofan appropriate mix oflOods and services included" in a· SNF. Therefore, 
HCFA may choose to replace the cummt market basket index with an index that reflects the average 
annual change iR tho prices ofSNF.OU1puts. Currently, the BURan ofLabor Statistics has such an index. 
whiQh, if used, could provide immediate reliefto providers and beneficiaries. . . 

. A second possible solution 'WOUld be to give faCilities the option ofcontinuing to be reimbursed 

.. 'under the cunent transition rate or to be reimbursed the fUU federal rate. As you know, SNFs are being 

... transitioned to a JOO petcellt federalll.le over three years which are ablend of 1995 facility specafic 


historical costs 8J)d a. federal tate. Facilities that changed the type and volume ofservices after 1995 are 

. disadvantased by the traasition ra.te aad would be better "Ned uader the federal rate.· 


As you continue to pursue proposals to ensure. the long..term solvency ofthe Medic::ara. I 

encount,gO )'0\1.10 carofUlly consider-these administrative optic:ms that could bring immediate relief to 

health care providers in my state. Tbank you for your leadership with thi~ ilnponantissue, and 1look 

forward to w.orking with you. . . 


.~ .. 

',. 1-: 
. . 	 ROBERT O. TORRJc:ELU 

Uni*, States Senator 

ROT:1c11'l 
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-~ 
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-~ 
~GulIIarCI--'
~~' 

IolCIictWR 

DeNlIa AndMilll1" , 

'e.av --COIIeM 
ASISISIIO ..

1oCI~ 

Mietlalll Maa88Y 
~CF 

~-SIvJ4ly l"I!tenIan , 
~(lFAIiIDE 

Paul R. WlIlgil'lC, PlIO 
,~ 

202-898-2858 
, Wntet'a TalephOne: byazwood@ahclLorg

Writer's E-mail: 
April 29, 1999 

Nancy Ann Min DePade, .Administrator 
Health Care Filllllldng Administration 
7S00 Security Blvd' 
BaItimore,MD 21~18S0 1 · 
Dear Aclmini_~~I' . 
Tho new prospective payment system (PPS) for skilled nursing facilities (SNFs) haS been 
onerous on providers and. the residents for whom we provide care. On behalfofthe 
American Health Care Association (.AHCA), I am writing to request your help. 

The Balanced Budget Act of 1997 (BBA) projected that SNFs would face $9.5 billion in 
cuts over five years. New C9ngressioDal Budget Office (CBO) es1imales show that the 
actual cuts will be $16.6 billion - 75% more than Cougress ever intended. This $7.1 
billion under-spending'is far too much for the PIOvicw. community to withstand without 
having a terrible impact on the delivery ofhealth care services to AmeriCa's se.uors. Its 
negauve impact is being seen in lost jobs ~thin the industry and its effects will trickle 
dowai to patients. Funding must be restored to the systemimmediately~ 

I want to share With you some ofour thougllts as to how HCPA 8n9. the Administration 
can best accomplish this. Congress, MedPAC,andHCFA have recognized the 
reimbursement system for SNFs is flawed because it does l1otaecount for the higher 
acuity patients requiring mediCally complex services such as prescriptions and respiratory 
care. New t\:mding should. be restored to the system. There are several options for doing 
so by HCFA administratively. One or a combination ofthese options could restore the 
$7.1 billion to the system. ' 

First, you could target high cost patients either thrOugh a patient-condition based payment 
modifier or a multiplier factor. -, ,. .. ',. :. ., 

Second, the market _ket update index used by HCFA understates the annual change in' 
,the costs ofplOviding an appropriate mix ofgoods and services taking place. in a SNP. 
Change in the type and delivciy ofserVices are not included in the m8rket basket index. 
The BBA, specifically instructs the Secretary to establish a SNF marketbasket index that 
"reflects changes over time in the prices ofanappmpriate mix ofgoods and 'services 

WWW.AHCA,QRG


· - --Administrator DeParle" 
April 29, 1999 

included" in a 8NP. HCFA shouldl!P1ace the current market basket index with an index 
that reflects the average annual chfDge in the prices 9fSNP OUtput!. Currently, the 
Bureau ofLabor Statistics has such an index, which, ifused, could provide inimediate 

, relief to providers and beneficiaries. This chalJ.ge could be made administratively. ' 

, A third solution would be to give facilities the option ofcontinuing to be Iemlbursed 
under the current transition rate or to be nmnbmsed the full federal olie. SNP PPS rates 

, are being tnmsi1ioned to a 100% federal rate over three years. The transition rates ~e a ' 
blend of 1995 illcility specific historical coSts and a federal rate. In year one the blend is 
7So/oI25%, year'two isSOO/JSOO"'. and year three is 2SO/oflS%. F~ilitics that changed the 
type and volUJDe ofservices after 1995 are clisadvantaged by the t:ransition rate and would 
be bettc!"served'under the federal rate. 

Let D.1.O add that. these excessive cuts have posed a very real and immediate threat to'the 
delivery ofskilled care services as well as access to these services. Providers and, 
residents need. relief~ and we need it now. I urge you to work cooperatively and in a 
bipartisan fashion with Congress to addJ:ess our concerns. This is 'the problem that needs 
to be solved immediately. : 

I look forward to working closely with 
, 
you to move forward on the critiCal issqes.

' 

I ' 

TOTRL P.1S 

http:chalJ.ge
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1u1y 27, 1999 

1lae HOBorable W"lllJam v. Roth. 1'1. 

ChairmaD, Committee on Pi:aacce , 

219 Dirkacn Senate BtUldin,s 

Uuitcd States S=ate 

WashiDgtOD. D.C. 20510 


Dear ChaIrman Roth: 

Earlier this year, \W: inuoduccd S. 1310, the Medicare Home Health Equity 'Act 0/1999, . 
wbl~b mabs needed acljuitmc:rns to thcBalanced Budset Act of1997 (BBA) and related federal 
regulations to eJlS\lN that Medicare beMfidaries cont.iDue to have BDCe88 to medically neeassary 

, home boal1h services. As you prepare for YUlAIlcct CommiUBe action all Medicare later this yeu. 
we wovld urge you to consider incotporat1ng plOwions from S. 1310 m. tlurChaitman'IMark.. 

Amerf.ca's home health agencies provide iDv3luab1e set\ltccatbat have cal.'b1ed a grovring 
number ofour most ':trail and vuhletable Medicare be.uetlciari.es to 'avoid hospitals and ~ursina 
homes and stay j\l8t wlum: they want to be - in the eomf'ol1 and seCurity oftheir own homes. 

In 1996. hom. health 'WaS the fastest growiDg CO!DpO!leD.t ofMediaare spending. 
COtu;umioa one out ofevery eleven Medicare dollars. compan;d with Olle in tNefY forty ill 1989, 
This rapid arowth in horne health spca,dtnS undcmaad.ably prompted Congn:sa aDd the 
Ad.m.iJlistiation. as part of the BalanccclBudget Act of 1997, to bliti,ate cbaagefs that were ' 
intended to make the ptogrun 11100: cost-dfectivc I.1'1d eflioient. ' ~1'0, there was widospread ' 
support for the: provision in the BalanCed Budget Act of 1991 which called for the 
implementation of8. prospective payment system for home care. UIlCil this system can be 
implemented. home health ageocies are bein& paid ~ tolD "interim payment system, n or 

'IPS. ' 

w. tIying to pt ai handle on costs. howCVCf, Coupss and the AdmiDistrauon created It. 
system. that penaU?:I!S efficlen.1 agencies aDd that may be restrlctinS access for tbB very Medica.te 
benefi~ who Deed care the most - the sicker geDiot8 with complex. chronic oarcneeds lika 
diabl!tic, wound care paticms, or IV therapy patients who requi:o multiple visits. AecordinS to a 
recent survey by the Medicce Payment Advisory CommisSiOn, almost 40 perc_ of the home 
hoalth agencies &Ul'Veyed imticatoc1 that there were pafients wham they pn:vioualy would. have 
accepted whom. they 110 lonIer accept duf: to the IPS. Thirty.oQSlC,perceZlt of the ascndes 
admitted that they had discharged patients due to the IPS.· These discharged pat1enu tended to be 

, those with chtoai~ care I1Ceda who requfrecl a large DUmber ofvisits and were expeDsivo to serve. 

http:Medica.te
http:be.uetlciari.es
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, '. 

.' . " bill did vide a smallJPBSl,U'e of telief for home 
Last year's ()nuUbuS APJ'I'Oprlat1.ons that : proposal cUd not 110 fat euougb. to telieovc 

, bea1thaaenaics~ W8e;L'eCODccrned.hovvever,. .,.w '~-t:erthilyearthe ' 
.finaD.cw d.ts1rcIs that cost-eil"dve ageJlOlA!8 are expe:n~ng. ~ ,t, • 

~t Subcoxnmitree on Inveatiptions (pSt) hcsld a heMriDI where witneues testified ~ 
the' flruulc:ia1 distreO and cash-flow problemS that cost-etlictent aaeu:cic& ~~IS~ c~cy 

'experienoiJ.la. Wimesses expresSed concern that the-:prob~em5~~bitull tberr abilitY to 
deliver Inuch-needed oue, particularly to cbmnicaUy ill patil!lDtl 'Wi1:h oomplex care needs.. So~c: 
agencieS have 0101Cd. because the ndmbur.se:meut I~els UDder Medicate fen so ~ short.of thclr 
actLlal operatiDS coltS~OtheIS arc layin@; oft staffOf d#d.iniol to accept new' paucnts With mote 
serious health pzoblems. Moseover. the fiAancial problems 'tlW home health ag~es~ve ,been 
expericmeq have been exacetbetsd by a. number ofuew regulatory tequlrenl.cnts unposed by 
HCFA, mclud.ina the impleme.nta'CioD ofOASIS.. tJ:ae ~w outcome aDd .sessm.ent'information 
data sec; new requi.rem.enb for, surety boo.cls;'sequential bUliDli IPS ovapayment J:e(3oupmcnt; 
and a. !1BW 15..m!nutc ~tcmcllt home health reportlnl requirement. 

, Tb.e legislation ~ haVe introduced, S. 1310, the M~ Home Health EqWty Act. is 
eoSpoasoM by a. bipartisan group of 2t ofour collaguos. Amoq other provisknts,. the bill 
e1intinate. the automatic 15 perCent reduc:tion iri Medica.t'e heme health paymOJlts tK)W schcO.uled 
fot October 1. 2000, whether or not a prospective payment system 11 euacted. When the , 
Balaa.eed Budaet Act was e~ CBO reported that the effect of the BBA would he to red\:lCc 
home health e:x:penditures by $16.1 bUllon betwac:n &calycan 1998 and. 2002.. eBO'. Mareh 
1999 revised. analysis estimates those redUdiODl to exCMd. 547 billion - three times the 
anticipated Wdaetary jmpa.et. A fiutber 15 perceot cut wOUJdbe ~ to ccm-etfiCieut 
providers and would further reduce seniors' access to eaR. Moreover, it is'utmecessary since the 
budget -Ict£or home hc:aldl outlays will be achieved, ifDOt ~ wlthoutit. 

, Tho legislation will also provide, supplcm.ental "outlier'" paYments to home health , 
aseDCies on a patiOQt.by-patbmt basis, ifme cost ofcare for an butividual is conslc!ered to be 

" 	sipifiCAlltly hi:her than average dUB to the panent's partiCular' health and fUnctional condition. 
Thia provisiOn would l'elD.ovc the existiD.a: fhw1cial disiDce:ntivc lot..emoies to oare for patients 
with intensive medical needs who, according to recc:nt reportS issued by 'both the General, ' 
AccoUJ1MS' Oftics (GAO) and the Medica:re Payment Advisory Cosnmissioll (MedPAC), ue the 
indivi<luaJs most at risk oflos~ AQOets to home health care under the IPS. " 

, The O\Ul'sD1 IPS ua:fAirly penaljze, historically c:ost.;.eflicieut home health apacies rbat 
have been most prudtmt with their Medicare resou:rces. Our leaisla.tion build.a 011 reforms in last 
year'. Omnibus AppropriationS Act by ll'aduaJly mislng low-cost qellcies' per-benefif:iary 
lbnlts up to the,natioaal lMftac over t:luee yeats, or until th« new home heIlth prospective 

, payment system is implemented and. IPS ist.enniDated. 

http:experienoiJ.la
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To f!ecrease total costsil'l otdel' to remain under their per-beneficiuy limits. agencies 
have bad to significantly xef.'lu&e the nu:mber ofvisits to pa~eots, wh!-cb bas, In tum, ~ed the 
cost ofcacA visit. 1'mp~on ofOASIS has also lipd;cantly ~ agencies ~Wit . 

· costs. Therefore. the 1egi.91ation will increaSe the IPS per-visit cost limit from. 106 to 108 percent 
oT the IlIItional mecIim. 

. Other pfOvWons oftb.elegis)ation Will: extend the cu!TeAt IPS overpaymcm recoupment 
period rrom one to three years without intc:rest; revise the surety bond. requiremeJ1t for home 
b~cl1 aaenci,s .to more appropriately taraet hue!; eliminate tho IS-minute incremental reporting 

· ~uirement; and main:t:aiD the Periodic mteri.m Payment (pIP) prosnm through the 5m year of 
implementation of tbb protipectivc p&)'DltIDt system to ensure that such a dramatic change in 
payment I)'stam8 does not orcate new casJ1.-flow problems fOr thoto qcmcies. . 

Tb.e Medicare Home Health Equity Act of 1999 will prOvide a measure offinancid md 
· 	regWato.ry relief tobeleaguc:ad home health agencies in. order 10 ensure t1uu Medicare 
~eflciarl.es h&~.access to medically-nceesSIU')' home health service., end we encourage·You to 
mclud~ the proVlSlOl1& ofthe legislation in the measure that will be marked up by the Finaftce . 
Committee :latm- tbil year. 	 . . . 

Sirwerely. 

z 
Sj~ 
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Wo IlQ wridtlg to t'JgftIl ourUrcdCiCJDI;:qn rrptiDa.,~Gftbe B.lImced Bu4ptAct (BBA). 

8.Ild itS pmposcd fmp1e:m.catiDe «guIatlOWl. CD. our lHItkmJs I1tJl3iqhODIII AItCl tJKo: Meclf.cftre 

~ciarioI they SCl'Ve. 


Unt'Ol't:llQatcU-. it was iut,possl. aU. the posJible 1l!Ifmcnd.cd t5:eI:s b:apleme.nmtiozr. ofthe..,lo 10 ~ 


BMwoolcl bave vn padicular CIlregoncs ofcare 4\'aiIGblo tc MedieIII'B beneficiaries. 


w. believe tha amwinl c;dzis intIu! ~ bome Indu8ts7 ~ lD. ~mmithe iaJpJraCdaticn oftbe 
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.' S)'St1ml (PSS) rar 1I'kiDal1l8ESln&MiUties, we __ that dedi".,. ~ IDIIybe Iaf4 orr; fIIDiliI:ft:s 
lnay dole. 8CQCISC may be ~ Sad quality1iIlIIY cJocUa.c. '.I"b& cloar.b' ill JIOt 1.VIiatwaslntm&sd . 
wb«m thI: DBA passed. 

The ~ baIS dae IbiJilYto ~Bo:a)C'of1bs.tllJ c;cmccms by revl:dng 1m JegWad'.cma that 
c.~ly 'lJ2S'1 be~ to dIopro'blrla:L e.ad by~.,..,.a&brt to e.oaamihat f&e bftdttcm to 
a proI,Pectiv.Pf'YDleat ~ does not.,hlMlyJuqm:pstillD!S.. Wo "'NInUd.1ik:c 'CO ~ iIIUh. you to 
ad.d1'l!U this.matterlll.~~1fi appto,PI
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May 19. J999 

The Honorable Donna Shalala ' ) 
Secretary 
U.S. Departmeut ofHea1th and Human Sarvicc~ , 

200 Independence Avenue, SW '
i 

Washingto~ DC 20201 

Dear Madaroe Sea:etaty: 

We are writing to express our d~ conl;ems about the growing (fnsis in ~e IWCsing home 
industxy. Vle are concemcd thn payment rates for Sldlled NitrsingFacilitics (SNFs) are 
well below 1:he levels envisione! by Co:lgI'ess. and this reductiOn in payments could 
seri0U51y or.xie the:: quality ofClI.I-:t available to our seniors. 

The BalanQt~ BudgetAct of1997 (DBA) has produced a. number ofpositive results. We 
'Rh;e a balanced budget; ~d.Mj.,diaare's:solvOD.cyhas been extended by many years. . . 
However, it $hould Dot Come a! a swPr;se that implomenting complex legislatiol1 such as 
the Medicare provisioIlEi in the 13lBA is llX'oduc:ing some unexpected. and undesirable 
consequenC4!S in,certain secton; . 

In particu1G:r, we believe that th~ regula':~ons implementing the ~ payIDent changes 
may reduce rateS substanrially 1riOre than was intended and projected at the time of 
enacnnent IfHCFA dOes not r~se the 1'egulations~ we fear we will soon see clOSings of 
facjlities" ~a;,offs of~cilcated c-1re-g!ve~. reductions in access to SNP services. and 
erosion in tile quality ofcare. ' I : 

We urge YOll to use your authol ity to reltisit the regulations to etlSute the transition to the 
new prospeQtive payment syste'.ll ~PS) does Dot harm beneficiaries, with unneoessary 
reductions h payment rates tha:. go bey,-~d what any ofus 8l'1ticiplted. In psrticultlI', we 
Would urge you to revise the rC~uiation.~ to rcficet the needs ofmedically complex 
patients, particularly their need fbr non·,therapy ancillary services. 

1 
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We know you share D\i.t commi :ment to ensuring that elderly and djsabled Medloan: I 

beneficiarie:i receive the highes~ quality caM. We would like to wm:k with you in u 
bipartisan R.sruon to address thJ s impending crisis in whatever manner is a.ppropriate.• 

Sincerely. 

/ 

~-~~--.. ------- 
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Provider Group: Physicians 

The President's Medicare plan is designed to strengthen arid protect Medicare for the 
future. It will ensure adequate financing ofthe program and extend the life of the Trust 
Fund, include a new prescription drUg benefit, and give Medicare the ability to use private 
sector pUTchasing tools to better manage the program. . 

. The plan achieves these goals without imposing new provider cuts during the time where 
the BBA cuts are currently in effect. The plan does not include savings from provider 
payment updates until 2003. 

In addition to the drug benefit and other important program refonn5, the President's plan 
includes a number oftime-limited administrative actions we will take to smooth the 
implementation ofsome ofthe more severe provisions of the BBA. 

These changes will help ensure beneficiary access to quality care while maintaining the 
discipline of the BBA that is essential to protecting Medicare's future. 

. The President's plan would create a set-aside stream offunding to be used to make 
appropriate and justified modifications to BBA policies. This set-aside, totaling $x billion 
over ten years, is funded in the context ofthe entire reform plan, but its uses are not 
specified. We want to work with Congress, Congressional advisory commissions, 
provider and beneficiary groups to determine what policies would best address specific 
problems in a fiscally responsible way. 

The plan does build on the BBA, by inc~uding mOderated provider payment reduction 

policies beginning in 2003 through 2009. These policies will help preserve and protect 

Medicare for the future arid extend the life of the trust fund. There are !!Q provider 

payment reductions for physicians in the plan. 


The President's FY 2000 budgetllegislative program, which was submitted in February 

1999, contains a legislative proposal for a budget-neutral technical amendment do fix a 

number ofproblems with the physician sustainable growth rate (SGR). The SGR is a 


, target rate ofgrowth for Medicare physicians' services which was legislated in BBA. 

The problems and so]ution are highly technical. As a result ofsome design flaws, 
Medicare updates for physicians' services are expected to oscillate between Jarge increases 
and large decreases. In addition. there is a problem since the SGR cannot be revised to 
correct for estimation errors. 

1 
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The physician community has argued strongly that they believe we have the existing 
authority to correct for estimation errors in the SGR. They believe that the 1999 and 
2000 upda.tes were lower than what they would have been by at least 1 percent in each 
year ifwe corrected for projection error. The HHS General Counsel has indicated that we 
cannot fix this problem under current law. Thus, we have submitted a legislative proposal 
to fix all the SGR problems in a budget-neutral manner. 

In addition to payment reforms, the President>s plan includes a strategy for modernizing 
management ofthe Medicare program by bringing private sector expertise to the Health 
Care Financing Administration. 

The plan includes a strategy to assess HCFA's personnel needs and plans to submit 
legislation to waive some Federal personnel rul~s to ensure the proper expertise, if 
warranted. 

The pJan also includes a number ofpublici private advisory bodies to make.the decision
making process more open and to allow HCF A to benefit from private sector expertise in 
the important areas ofoverall management, Medicare coverage policy, and the Medicare 
benefiCiary education campaign. 

Finally. the plan includes a strategy to re-engineer the relationship between HCFA's 
central and. regional offices to ensure improved communication and consistent application 
of policies nationwide. . 

2 
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Provider Group: Home Health Agencies 

.. 	 The President's Medicare plan is designed to strengthen and protect Medicare for the 
future. It will ensure adequate financing ofthe program and extend the life of the Trust 
Fund, include a new prescription drug benefit, and give Medicare the ability to use private 
sector purchasing tools to better manage the program. 

The plan achieves these goals without imposing new provider cuts during the time where 
the BBA cuts are currently in effect. The plan does not include savings from provider 
payment updates until 2003_ 

In addition to the drug benefit and other important program reforms, the President's plan 
includes a number of time-limited administrative actions we will take to smooth the 
implementation ofsome ofthe more severe provisions ofthe BBA 

... 	 These changes will help ensure beneficiary access to quality care while maintaining the 
discipline ofthe BBA that is essential to protecting Medicare's future. 

Specifically, the President's plan increases the time for repayment of overpayments related 
to the interim paYment system from one year to three years., with·inter~st. Currently, home 
health agencies are provided with one year ofinterest-free extended repayment schedules. 
This will alleviate cash flow problems some home health agencies are facing as a result of 

. the interim payment system. . 

In addition, the plan postpones the requirement for surety bonds until October 1,2000, 
when the new home health prospective payment system will be implemented. This will 
help ensure that overpayments related to the in~erim payment system will not be an 
obstacle to agencies obtaining surety bonds. Also, agencies will be required to obtain 
bonds ofonly $50,000, not 15 percent ofannual agency Medicare revenues as was 
proposed earlier . 

The President's .pian would create a set-aside stream offunding to be us~ to make· 
appropriate and justified modifications to BBA policies. This set-aside, total,ing $x biUion 
over ten years, is funded in the context of the entire reform plan, but its uses are not 
specified. We want to work with Co~gress. Congressional advisory commissions. 
provider and beneficiary groups to determine what policies would best address specific 
problems in a fiscally responsible way. 

.. . In addition to payment reforms. the President's plan includes a strategy for modernizing 
management ofthe Medicare program by bringing private sector expertise to the· Health 
Care Financing Administration. 

3 
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"" 	 The plan includes a strategy to assess lieFA's personnel needs and plans to submit 
le8isl~tlon to waive some'Federal p~rsOnnel rules to ensure the proper expertise, if 
warranted. ' , ' , 

, 	 ' 

The plan also includes a number ofpublici private advisory bodies to make the decision
making process more open and to allow HCF A to benefit from private sector expertise in 
the important areas ofoveraJl'management. Medicare coverage policy, and the Medicare 

, beneficiary education campaign. 	 ' 

Finally. the plan includes a strategy to re-engineer the relationship b~,eenHeFA's 
central and regional offices to ensure improved communication and c.onsistent application 
ofpolicies nationwi,de. ' 

4 
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Provider Group:· Skilled Nursing Facilities 

The President's Medicare plan is designed to strengthen and protect Medicare for the 
future. It will ensure adeqUate financing ofthe program and extend the life of the Trust 
Fund, include a new prescription drug benefit, and give Medicare the ability to use private 
sector purchasing tools to better manage the program. ' I. 

• 	 The plan achieves these goals without imposing new provider cuts during the time where 
, the BBA cuts are currently in effect. The plan does not include savings from provider 
payment updates until 2003. " 

.. 	 In addition to the drug benefit and other important program reforms, the President's plan 
includes a number oftime-limited administrative actions we will take to smooth the 
implementation ofsome ofthe more severe provisions ofilie BBA. 

These changes will help ensure beneficiary access to quality care while maintaining the 
discipline ofthe BBA ~hat is es"sentia! to protecting Medicare's future. 

.. 	 Speciiically,"for SNP PPS, 
., . . 	 . 

• 	 we know that there are concerns that the PPS does not fully reflect the costs of 
non-therapy ancillaries such as drugs for high acuity patients. We share these 
concerns and are conducting research that will serve as "the basis for refinements to 
the RUGs that we expect to implement next year. 

• . 	 We know, too, that we will need to periodically evaluate the system to ensure that 
it appropriately reflects changes in care practices and ~n the Medicare popUlation. 

• 	 HCFA has also asked the HHS Inspector General's office to interview hospital 
discharge planners about whether they are having difficulty placing beneficiaries in 
mu:sing facilities or home health. " , 

.. 	 The President's plan would create a set-aside stream offunding to be used to make 
appropriate andjustified modifications to BBA policies. This set-aside, totaling $" billion 
over ten years, is funded in the:context ofilie entire reform pJan, bu~ its uses are not 

. specified. We want to work with Congress, Congressional advisory commissions, 
provider andb"eneficiary groups to detennine what policies would best address specific 
problems in a fiscally responsible way. 

"" 	 In addition to payment reforms; the PTesident's pIan inchides a strategy for modernizing 
management ofthe Medicare program by bringing private sector expertise to the Health 

5 
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Care Financing Administration. 

The plan includ~s a strategy to assess HCFA's personnel needs and plans to submit 
legislation to waive some Federal personnel rules to ensure the proper expertis,e. if 
warranted. 

.. 	 The plan also includes a number ofpublic/private advisory bodies-to make the decision
making process more open and to allow HCFA to benefit from private sector expertise in 
the important areas ofoverall management. Medicare coverage policy. and the Medicare 

'. beneficiary education campaign. . . 	 . 

... 	 Finally, the plan includes a strategy t9 re~engineer the relationship betWeen HCFA's 
central and regional offices to ensure improved communication and consistent application 
ofpolicies nationwide. 
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At the same time, MedPAC recognized severa! (act~rs pointing [0 [he need Jar c~u{ion in 
.. 

specifying future updates, including emerging evidence char the decade-long trend in rising ca.~e 

'. . f 

mix complexity, which automatically increasesPPS paymems, may be subsiding. We also 


quc:stionedwhetherthe unusually low rate of hospital cost inflation observed in recent years can 


" be sustained wlrhout adverse effects on quality of care. With these factors in mind, we 

concluded lhar the operating update for: i=Y 2000 enacted in BBA~1.8 percentage points less 

than the increase in HCFA's operating market basket index-,will provide reasonable rares. ' ' 

(Under current forecasts, that would be an update of 0.9 percent.) MedP AC' oS recommendation 

took inro account part, but not all, of the cumulative reduction in cosrs per case due to shifts in 

the site of care-
F'-1QI'lCC (OM¢tIl t-h-e ) 

J'v~ 10 

Since MedPAC made its recommendation in March, the hospital industry has issued 

several reports projecting the impact of me BBA on hospital revenues and margins. These 

reports contain new projections but no new data .. In response to congressional requests. ; 

MedPAC staff'have analyzed these studies and found that all ofthem project a more adverse 

impact of the BBA than we ,believe to be me case. Some present a panicularly inaccura~e pictu~ 
... . 

of theimpacrin FY 1998 by assuming a rate.of increase in costs that SUbstantially exceeds what 

we already know has occurred. Data from the American Hospital Association' s Nation~ 
-. 

.~. Hospital Panel Survey suggest that when complete Medicare cost repon data become available, 

we will again see a: decline in Medicare cost per discharge for FY 1998, the fifth year in 

succession. 

5 
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Although we believe that these reports overstate to some degree the impact the BBA will 

ha~e on hospital margins, the overall direction of thac impact is correct. The lawhas thus 
,', 

reversed a six-year trend of Medicare payments rising more rapidly [han the cosrs of [rearing 

Me,dicare payments. But changes in total margins also reflect developments in the privace sector. 

where HMOs and other payers have continued to exert strongc;l.ownward pressure on hospit?-I 

revenue flows. As Medicare'tightened its payment policies in 1998, the combined press~re on 

, ' 

revenues has caused the financial distress that hospitals are curren[ly experiencing. 

Projections of margins also need to be interpreted with caution. Because hospitals will 
'- ~----

respond to financial pressures, MedP AC views projected margins only as a gauge of the pressure 

[hat Medicare payment policies will impose on hospitals but not as a prediction of what wiIr 

------- ---------~----== occur. Evaluating whether those responses affect quality and access to cure .will be just as 
-~------ ~-~~----------~--------~--~----------------~------

important as measuring financial performance. MedPAC has seen no evidence that the chan'ges 
. ~~ 


[0 date have affecled either quality or access in the inpatient sector, but we,will continue to 


,monitor deveJopments. ' 


Outpatient hospital serrices 

,.(0 ?ddltion to changes in payments' for inpatient services. the BBA also enacted major changes in 

Medicate's payments for services'provided in hospital ou'tpatientdepa;rtments. It eliminated the 

so-called fannula-driven ove1l'ayment under which Medicare's paYments did not correctly take 

inco account the effect of beneficiaries' cost sharing and extendedth~ reduction in payments for 

6 
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. Q. Both Lewin and Ernst & Young came out with reports on the impact of the 
DBA on hospitals. What is HeFA's position on these studies? 

A. 	 HCFA is still in the process of analyzing both the Lewin arid-Ernst & YoUng 
studies. However, after a prelimjnary review, HCFA believes that there are many 
methodological problems with the studies. As you may know, MedPAC released 
an analysis of the Ernst & Young report that also que~tioned the methodology 
used. We will to continue to evaluate these studies and keep you abreast of our 
progress. 

TOTALP.04 
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WHAT THE PRESIDENT'S MEDICARE REFORM PROPOSAL DOES FOR 

HOSPITALS 


1. 	 NO NEW TRADITIONAL FEE FOR SERVICE SAVINGS UNTIL AFTER THE 
BALANCED BUDGET ACT EXPIRES IN 2003 

2. 	 INCREASES PAYMENTS THROUGH 200(2 

A. TAKES ADMINISTRATIVE ACTION TO RELIEVE,SOME BURDENS OF 
BALANCED BUDGET ACT 1997 I 

• 	 Delay of hospital transfer policy. The BBA requires the Secretary to reduce 
payments to hospitals when they transfer patients to another provider that is 
supposed to.be included in acute care payment rates for 10 diagnoses and 
authorizes her to extend this provision to other diagnoses after October 1,2000. 
To minimize the impact on hospitals, this extension is being postponed for two 
years. 

• 	 Delay of volume control mechanism. Because the new prospective payment 
system provides hospitals with a fixeq payment per unit of service (visit) it 
gives providers an incentive to increase the number of visits they provIde. BBA 
requires Medicare to develop a mechanism to protect against this. However, to 

. help hospitals with the transition to the new payment system, we are 
considering delaying the implementation of any volume control mechanism for 
the first few years. 

• 	 Slow transition to the prospective payment system for outpat~ent services. 
We are considering implementinga three year transition to this new system by 
making budget-neutral adjustments to increase payments to hos'pitals that 
would otherwise receive large payment reductions, such as low-volume rural 
and urban hospitals, teaching hospitals, and cancer hospitals . 

. B. PROPOSED LEGISLATIVE ENHANCEMENTS 

• 	 Direct payments to disproportionate share hospitals. Academic health 
centers and public hospitals have long called for this provision because they 
believe that HMOs are not passing disproportionate share payments back to 
hospitals. Given the important role that these hospitals play in serving the 43 
million uninsured Americans, the President proposed a policy that would pay 
disproportionate share payments directly to these facilities. 



• 	 Included $7.5 billion quality assurance fund. To ameliorate unanticipated 
negative impact on the ability for providers to provide access to quality 
services, the President included this $7.5 billion fund to help finance reforms 
jointly agreed to in consultation with the Congress. The Administration will 
work with Congress,Congressional advisory commissions, provider aIid 
beneficiary groups to identifY which BBA policies have produced major access 
and quality problems for beneficiaries and will develop with Congress specific 
policies that address problems in a fiscally prudent way. : 

3. 	 MODERATES BALANCED BUDGET ACT 1997 SAVINGS PROVISIONS AFTER· 
2003 

• 	 The President's proposal provides for more reasonable growth rates. 
Under the President's proposal, the growth rates exceed those that would have 
been provided ifBBA had been extended as suggested by the Medicar¢ 
Commission 4.3 percent as opposed to 3.8 percent. 

);> 	 No.new cuts for hospital outpatient departments 

);> 	 No new cuts for disproportionate share hospitals 

);> 	 No new cuts for nursing homes 

);> 	 No new cuts for home health providers 

2. 	 FULL GEOGRAPHIC ADJUSTMENTS FOR MANAGED CARE PLANS 

the current fisk adjustment methodology increases private plan payments in low
cost rural areas, but reduces them in high-cost urban areas. These increased costs 
would be passed on to beneficiaries, raising premiums and discouraging 
enrollment in high cost areas. The President's plan would adjust payments for 
plans in high cost areas to reflect the full local costs, which is more than under the 
BBA formula, to smooth out the difference between the premiums for managed 
care and the traditional program. 



IMPACT OF THE PRESIDENT'S MEDICARE REFORM PROPOSAL ON 

HOSPIT AL SYSTEMS 


1. 	 NO NEW TRADITIONAL FEE FOR SERVICE SAVINGS UNTIL AFTER 
THE BALANCED BUDGET ACT EXPIRES IN 2003 ' 

2. 	 INCREASES PAYMENT FOR 2000 THROUGH 2002 , 

A. TAKES ADMINISTRATIVE ACTION TO RELIEVE SOME BURDENS OF 
BALANCED BUDGET ACT 1997 

• Delay of hospital transfer policy 

• Delay ofvolume control mechanism 

• Slow transition to the prospective payment system for outpatient services 

,B. PROPOSED LEGISLATIVE ENHANCEMENTS 

• Direct payments to disproportionate share hospitals beginning in 200 I 

• Included $7.5 billion quality assurance fund 

3. 	 MODERATES BALANCED BUDGET ACT 1997 SAVINGS PROVISIONS 
AFTER 2003 FOR HEALTH SYSTEMS 

• No new cuts for hospital outpatient departments 

• No new cuts for disproportionate share hospitals 

• No new cuts for nursing homes 

• No new cuts for home health providers 

4. 	 FULL GEOGRAPHIC ADJUSTMENT FOR MANAGED CARE 
PAYMENTS 



MEMORANDUM 


TO: John Podesta 

FROM: Chris Jennings 

cc: Steve Richetti 
Jack Lew 
Bruce Reed 
Gene Sperling 
Larry Stein 
Joel Johnson 
Mary Beth Cahill 
Dan Mendelson 
Barbara Woolley 

RE: Meeting with Hospital Groups on Medicare Reform 
\ 

Tomorrow, you are scheduled to meet with representatives of the American Hospital 
Association, the Catholic Health Association, the National Association of Public Hospitals, the 
New York and Presbyterian Hospitals Care Network, PaI1ners Health Care System, and the 
American Association of Medical Colleges. 

The purpose of this meeting is to attempt to refocus the hospitals' advocacy efforts to assure,that 
a significant portion of the surplus is dedicated to Medicare. In this regard, we also would like to 
point out that the absence of success in this endeavor will undermine our ability to provide 
immediate provider give-backs and I or to avert future excessive cuts when the baby boom 
retires. We need to redirect the attention of these hospitals away from their fixation on their 
relatively modest concerns about the President's plan towards the structural calamity that will 
result if we do not dedicate significant new resources to Medicare and lor enact the Breaux
Thomas Medicare reforms. 

BACKGROUND 

The Catholic Health Association and the National Association of Public Hospitals represent the 
constituency of providers that have been consistently supportive of the Administration's health 
care agenda and are likely to be less aggressive in complaining about provider cuts. They will be 
most open to the argument that the dedication of the surplus is an extraordinary contribution by 
the President and will be more trusting of our commitment to work with them on short term SBA 
reforms. The public hospitals are particularly appreciative of the carve-out out of managed care 
payments that reallocate disproportionate share payments directly to hospitals. 



The American Hospital Association and the American Association of Medical Colleges continue 
to strongly advocate for us to explicitly identify administrative and or legislative initiatives that 
will directly benefit them. While they acknowledge that the dedication of the surplus is helpful, 
they feel that their membership requires more specific initiatives for them to be more s~pportive 
- or at least less critical - of the President's Medicare reform proposal. Clearly, their firs't priority 
continues to be relief from HCF A' s preliminary interpretation of the reductions in 
reimbursement for outpatient departments. , 

There is no question that the hospitals want to use their leverage to extract as many cOlpmitments 
From us as possible before even contemplating sending a message of support on our Medicare 
proposal. Moreover, they fear alienating Republican chairmen, who they hope will produce a 
freestanding provider give-back bill later this fall. Since they are unsure about how much they 
can expect from either the Republicans or the President on this issue, they are reluctant to send 
an open ended message of support, regardless of the concerns we commit to addressing. 

Last week, we held an informal meeting with Chuck Ruff to discuss alternative interpretations of 
the outpatient department payment reduction language included in BBA. He and his staff are 
working aggressively to determine options in this regard, and have hinted that it may be possible 
for us to develop an alternative interpretation (contrary to the preliminary HCFA reading) by 
citing the statute's ambiguous language as well as the burdens the government will face through 
litigation if ollr regulation goes against the hospitals' interests. We are not likely to know how 
this issue will be resolved until later this week at the earliest. 

On a related matter, the hospitals have yet to succeed in extracting a letter of Congressional 
intent from either Congressman Thomas or Senator Roth. However, the hospital community has 
indicated that they have yet to give up hope of obtaining such a letter. Although no one suggests 
that a letter from Congressman Thomas or Senator Roth would necessarily be dispositive, all 
agree that it would significantly enhance the likelihood that an alternative interpretation could be 
developed. ' 

Lastly, it is important to note that the President has been extremely vocal in publicly expressing 
his concern about the impact of the BBA on hospitals. These comments, in addition to our $7.5 
'billion quality assurance fund, should be used by you as an example of his commitment to the 
hospital community and his already significant contribution to beginning to address their issues. 
We should also contrast our position against what Republicans are now saying is their position 
on Medicare the Breaux-Thomas Medicare reform initiative. (Parenthetically, I should note 
that the career policy experts at both OMB, HCF A, GAO, and MedPAC continue to believe that 
there is very little evidence to suggest that the reduction in Medicare payments can reasonably' 
Iinked to any financial difficulties that the hospitals are currently facing.) 

Attached for your information are talking points for tomonow's meeting and specific: cites from 
the President's remarks that document his concerns about hospitals. 



TALKING POINTS 

• 	 We all recognize that the irresponsible tax cut produced by the Republicans will be vetoed. 
However, it is important to point out that even a much smaller tax cut would seriously crowd 
out surplus dollars directed to Medicare. 

, 	 I 

• 	 In fact, the $295 billion tax cut designed by Senate Finance Committee Democrats: 
significantly reduced the Medicare commitment. In the absence of a very strong push-back 
fr0111 all interested parties, the amount dedicated to Medicare will almost inevitably decline. 
Tax cuts or discretionary priorities will almost inevitably reduce the level of this 
commitment. 

• 	 I raise this because we have three Medicare funding priorities that are at risk, two of which 
are likely to be priorities of your own. Ifwe don't secure a significant surplus contribution to 
Medicare, not only will the drug benefit be at risk, but a significant contribution of revenue to 
BBA provider give-backs will be as well. In addition, as.the surplus dedication declines, so 

..~ '.' 
too will those dollars dedicated for solvency, effectively increasing the likelihood that we 
will see Medicare cuts that meet or exceed those. in the BBA as the baby boomers r~tire. 

• 	 We recognize that you are seeking specific commitments to administrative or legislative 
provider give-backs. As you have noted, the President has been very public in his recent 
remarks about his concern for hospitals. This, combined with the President's $7.5 billion 
quality assurance fund and the redirected disproportionate share payments to hospitals, lay 
the foundation for the type of assistance you seek. Moreover, we continue to work hard on 
the issue of reimbursement to outpatient departments, but still need a letter from Senator 
Roth and especially from Congressman Thomas to clarify Congressional intent on this 
matter . 

•. ' Lastly, we should not take for granted that every Republican in the Congress consistently 
cites the Breaux-Thomas plan as the most meaningful and appropriate reform for Medicare. 
It's bipartisan name provides camouflage for provisions that I believe we share a mutual 
concern over. In particular, as reported out of the Commission, it does not dedicate one dime 
ofthe surplus to Medicare, provides no provider relieffrorn BBA 1997, assumes a:straight 

. extension ofBBA reductions in provider reimbursement, and its premium support proposal 
coerces beneficiaries in managed care into low paying managed care plans that receive no 
full geographical adjustment in urban areas. 

• 	 We wanted to have this meetir'lg to discuss our common interests and to make certain that we 
do not take positions that inadvertently harm our visions for reform. I believe that our visions 
are not too dissimilar from one another and want to work closely with you in the weeks and 
months to come. 	 . ,. 

,. 



RECENT STATEMENTS BY THE PRESIDENT ON PROVIDER REIMBURSEMENT 
.' 

UNDER THE BALANCED BUDGET OF 1997 

JUNE 1999 

REMARKS BY THE PRESIDENT ON STRENGTHENING MEDICARE 


; 

"And to niake sure that health care quality does not suffer, my plan includes, among other things, 
a quality assurance fund to be used if cost containment measures threaten to erode quality .." 

JULY 21, 1999 

PRESIDENT CLINTON'S PRESS CONFERENCE 


"In the 1997 Balanced Budget agreement (and this is the reason all these teaching hospitals are in 
trouble today - we agreed to a Medicare savings figure. And we said okay, here is our health 
information... And the CBO said no, no, no, that won't come close; you need these changes plus 
these changes. And we said, okay, we're following the CBO, we put it in there. And that's one of 
the reason the surplus is somewhat bigger than it otherwise would be - the cuts in Medicare were 
far more severe, our numbers were right, their numbers were wrong and that's why you've got 
all these hospitals all over America,. every place I go, talking about how they're threatened with 
bankruptcy." . 

JULY 22, 1999 

PRESIDENT CLINTON'S REMARKS ON MEDICARE IN LANSING, MICHIGAN 


"And we took some very tough actions in 1993 and again in 1997 to lengthen the life of the trust 
.... ....... fund - actions which, I might add, most hospitals with significant Medicare caseloads, and 

.. teaching hospitals which deal with a lot of poor folks, believe went too far. And we're going to 
have to give some money back to those hospitals in Michigan and throughout the country." 

JULY 27, 1999 

.. PRESIDENT CLINTON'S REMARKS ON WOMEN AND MEDICARE 


"Then the next year we did the Balanced Budget Act and it has worked superbly. The only 
problem with it is that the Medicare cuts were too burdensome on certain groups, and we are 
trying to fix that." . 
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LEWIN/AHA TALKING POINTS 


• 	 The Lewin! AHA analysis uses total hospital cost data from the AHA ~urvey. this. data 
includes costs Medicare . 'vate rooms tele hones, cafeterias, 
par g lots. etc. The difference is about 6.6%. So even accepting everything else about 
the....Lewin analysts, the 4.4% loss would be a 2.2% profit ifMedicare audited data were 
used for: an hospital cost centers. This difference in inteJ]Jreting costs directly ra.ises the 
iSSue of whether Medicare should be paying only the costs ofits patients or sharing in all 
hospital costs to help support hospital profit margins. ; 

Lewin! AHA project hospital costs at Market basket minus 1 percent Since the Lewin 
report was published MEDP AC has presented data that Medicare costs per case h'!:Ye 

....A des:.lined for an unprecedented fifth year in a row .....IfMedicare costs per case are declining 
~so should Medicare payments.' 

• 	 The Medicare actuaries are going to project hospital margins using Medicare cost 
assumptions and alternative cost growth scenarios. This work is not yet complete. 

Stu Guttennan, formerly at MEDPAC, now at the Urban Institute> has projected hospital 
margins to 2002 using the AHA cost assumptions but substituting alternative scenarios of 
cost growth. His projected range ofmargins for ?OO? is 1.5% to 4.5%. If the 4.5% 
margin is in factachieved i~ would be the highest hospital total margin historically except· 
for one or two years. 

Hospital Outpatient losses are dliving the overall losses in the Lewin!AHA analysis. By 
law we pay only 95% ofh<;>spital operating costs and other provisions place reasonable 
cost limits on surgical and radiology procedures. Moreover hospitals have shifted 
overhead over time from a fixed inpatient PPS percentage to a cost reimbursed outpatient 
cost center. Although, this shift will not affect a total Medicare margin analysis, it does 
make Outpatient services large net losers and inpatient services larger net winners, 
distorting the discussion ofhow to pay individual services. 	 ' 

• 	 sm and Home Health services are also projected as net losers in the Lewin/AHA 
analysis. But hospital based SNF's and home health agencies allow hospitals to both 
control the healthier short term patients under the new prospective payment systems and 
generate downstream income for their profitable inpatient cost centers. Ifthis were not 
true in the mind of the hospital CEO, these lines ofbusiness which were created in the last 
decade when they were cost-reimburseo and hospital inpatient DRG payment were fixed, 
can be dropped by the hospital. The GAO has told us there has been no loss ofaccess to 
SeiVlces by Meaicare beneficiaries because ofthe recent decline in home health agencies. 
Ifhospitals drop unprofitable services, we would need to know if this affects beneficiary 
access. 

• e Lewin! AHA anal sis is a static ro·ection. It does no 
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June 18, 1999 

Nancy-Ann Min DeParle 

Administrator 

Health Care Financing Admin~stra.t.ion . 

200 Independence Avenue, S.W, 

Room 314G 
Washington, D.C. 

We are concerned about the Depatttncnt's Notice of Proposed ~ulcmaking (NPRM) 
for the implementation of the outpatient prospeetive payment system (PPS) eoac:ted in the 1997 

. Balanced Budget Agreement (BBA). 

With the encouragement of Congress, HGFA. swors' repte;tentatives and providen
cooperatively developed. the outpatient PPS policy. The new policy was designed to address a 
longs'Cancling flaw in outpatient payment policy and to gradually rationalize Med.icare'soutpatient 
coplyments, without imposing l1nmanageabIe outpatient payment cuts on hospitals. This policy 
change was accomplished in the Balanced Bodget A.Ct, which contained a $7.2 billion outpa.tie.nt 
payment reducclOl1. No addltio.w payrneo.t reductions were contemplated, an31yzec! or scored. 

We strongly suppon the outpatient PPS approach. However, HCFNs proposed rule 
contains IU1 additional, uninw:ndd 5.7 perce.nc lIacrOS$ che board" red'loIciioa in payments '0 hospital 
outpatient departmentS. This $850 million per yeu reduction reptelents " misinterpre~tion of .. 
Congression:.v. intent 3.Ad threatens the integrIty of a broadly NPporc;ed compromise. Total outpatient 
hospital payments were to be budget neutral to a clearly ide.ntif1Od new basdine in me law. No 
additional reduction was contemplated. 

Congress clearly intended tbat these changes to outpatient copayments be achieved on 
a budget-neutral b~ - the i4entic:allanguage that originally passed the Howe and the Senate clearly 
precluded my payment reduction for thU policy. While a minor technial c:h:Uting chmge in the 
COrUclmce agreement resulted in cou:Eusion ever the outpatient payment fonnula, we believe the 
Department has the; flexibility onder the statute to implement Congress' cleat intent. .' 

We urge that HCFA not implement an outpatient PPS rule which b inconsistent with 
,Cangr=ionol intent. • /" 

, Sincerely" / . 

. ~~~ 

/-1<.~...........
~ .............. 
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Medicare Legislative Ideas Sueeested By Provider Groups 

Inpatient Hospitals 	 . 
(a) 	 Change indirect medical education (IME) add-in payments to 6.5 percent for the! last 6 

months ofFY 2000 (instead of6.0 percent) and fQr all ofFY 2001 (instead of5.5 percent) 
Current law IME add-on payments of5.5 percent would begin with FY 2002. 

5-year (FY 00-04): $1.5 bil 	 lO-year (FY 00-09): $1.5 bil 

(b) 	 Effective for portions of cost reporting periods occurring on or after April I, 2000, pay 
hospitals 100 percent (instead of60 percent in FY 2000 and 80 percent in 2001) of the 
direct graduate medical education when a Medicare+Choice enrollee has a discharge from a 
teaching hospital. 

5-year (FY 00-04): $0.8 bit lO-year (FY 00-09):$0.8 bi) 

(c) 	 Maintain the DSH reduction at 3 percent in FY 2001 and FY 2002 (instead of increasing the 
reduction to 4 percent in FY 2001 and 5 percent in FY 2002). The current law provision for 
no reduction in DSH payments beginning in FY 2003 would remain in place. 

5-year (FY 00-2004): $OA bil lO-year (FY 00-09): $0.4 bil 

Hospital Outpatient Departments (OPDs) 

(a) 	 Implement a transition to the OPD prospective payment system (PPS) by establi~hing a floor 
on OPD payments for the first three and a half years ofthe new system (7/1100 to 12/31/03). 
A comparison would be made between a hospital's payment to cost ratio in 1996 (after 
removing amounts associated with any fOIlllula-dnven overpayment a hospital may have 
received) with the actual payment to cost ratio for the adjustment year. If, in any ofthe first 
three arid a half years, a hospital's payment to cost ratio fell below a specified percentage of 
the 1996 payment to cost ratio, the hospital would receive additional payments t~ bring the 
payment to cost ratio up to that speCified percentage amount. Between July 1,2000 and 
December 31,2001, hospitals would receive additional payments to assure that their 
payment to cost ratio does not fall below 90 percent oftheir 1996 ratio of payments to 
costs. In 2002 and 2003, the percentages would be 85 percent and 80 percent respectively. 
An interim payment policy would be established so that hospitals would not have to wait 
until settlement oftheir cost report to receive a benefit from this transitional poJicy. After 
each year, adjustments would be made based on the actual payment to cost ratio calculated 
on the basis ofcost reports. 

5-year (FY 00.04): $1 to 1.5 bil 10-year (FY 00-09); $1 to 1.5 bil 

(b) 	 Eliminate the 5.7 percent impact ofthe OPD PPS on hospitals, effective when PPS is 

implemented. The copayment amounts that beneficiaries would pay would remain 

unchanged and be ~ased on 20 percent ofmedian charges. Medicare program payments 

would in~rease to account for the entire 5.7 percent increase in payments to hospitals, 
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5-year (FY 00-04): $6 bit ($4.5 bil net) 10-year (FY 00-09): $16 bi! ($12 bil net) 

Home Health: "J 

(a) 	 Eliminate the reductions, established by section SlOS(d) ofOCESA, in the home health 
market basket increase of 1.1 percentage points for each of fiscaJ years 2001. 2002 and 
2003. (Note: The reduction for FY 2000 would remain.) 

5-year (FY 00-04): $1.5 bit lO-year (FY 00.09): $5.0 bit 

(b) 	 Eliminate all ofthe scheduled 15 percent reduction in the home health per visit cOst limits 
and per beneficiary limits in effect on 9/30/00. 

5-year(FY 00-04): $8.5 bil to-year (FY 00-09): $25 bil 

(c) 	 Eliminate half (i.e., 7.5 percentage points) of the scheduled 15 percent reduction in the home 
health per visit cost limits and per beneficiary limits in effect on 9/30/00. 

S-year (FY 00-04): $4.2 bit IO-year (FY 00p09): $12.5 bi] 

Skilled Nursing Facilities: 
(a) Allow SNFs to elect to receive the fun Federal rate (i.e.; go to the full SNF PPS). effective 

(,,,J . beginning 60 days after enactment. 

cr/ 5-year (FY 00-04): $0.5 bit 10-year (FY 00-09): SO.S bi! 

~~ .J.-.IJ» Effective 3 0 days after enactment legislation, exclude certain specified items and services,t' ?P"-' from consolidated billing (chemotherapy, chemotherapy administration, radioisotopes, and
\t> J specified customized prosthetic device, ambulance trips and, when furnished in any setting, 

., " surgical procedures previously excluded only when furnished in a hospital OPD). The SNF 

~~T)/J Ws_OyUelard SU(FbyInlo·to_aOb4il)l. toSthO.e cam'er for such items and services. ' 

'# 	 1 blI lO~year (FY 00-09): $0.2 bit 

~# 

, 


Effective for services furnished begirming 411100. increase the Federal portion of'per· diem 
payments by 1 percent for 6 specified RUGs ill groups (for extensive and special care)_ 
The RUGs covered are: SE3, SE2, SEl, sse, SSB, and SSA. This policy would be >1~ . effective until the Secretary refined RUGs to deal with non~therapy ancillary costs/medically 
complex cases (expected to be 10/1/00) at which time this temporary add-on policy would 
end and the addi~ional costs of it would be inc1uded in the SNF .ex.penditure base for the 
refined RUGs. 

5-year (FY 00-04): $0.3 biI lO-year (FY 00-09): $0.9 bit 

(d) 	 Effective for services furnished beginning 4/1/00, increase the Federal portion of per diem 
payments by 1 percent for all RUGs. 
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5-year (FY 00-04): $0.8 bil lO-year (FY 00-09); $2.0 bil 

(e) Increase SNF payments for 15 RUGs by specified donar amounts add-ons. The add-on 
payments would be permanent and increased annually by the SNF market baske~. 

S-year (FY 00-04); $9 bit to-year (FYOO-09): $21 hil 

. (f) Effective for services furnished on or after April 1,2000. increase SNF payments for all 
RUGs by 3 percent (which is equal to elimination ofthe 1 percentage point per year 
reduction in SNF market basket used to update FY 1995 base data for the SNF fPS to the 
FY 1998 starting point of the PPS). 

5-year (FY 00-04): $2.5 bit 10-year (FY 00-09): $6 bil 

(5) 
(a) 

Therapy Caps 
Increase each ofthe two therapy caps (physical/speech therapy and occupational therapy) 
from $1,500 to $2,000 per year> effective 1/1/00 for all services furnished by providers but 
not those services furnished by independent practitioners where the cap would remain at 
$1,500 during 2000 and be increased to $2,000, effective 111/01. 

5-year (FY 00-04); $1.6 bil ($1.2 bil net) 10-year(FY 00-09): $4.2 biJ ($3.2 bil net) 

, (b) Create a third therapy cap, separating speech and physical therapy with each having a limit 
ofSl,500 per year, effective llI/OO. 

5-year (FY 00-04): $0.7 bil ($0.5 bil net) lO-year (FYOO-09): $1.9 hi] ($1.4 bi) net) 

(c) , Repeal BBA provision, effective 111100. 

S-year (FY 00-04): $4 bil ($3 bit net) , lO-year (FY 00-04): $10 bit ($7.5 bil net) 

(d) Create exceptions from the cap. 

5-year (FY 00-04): $4 bil ($3 bit net) 10-year (FY 00-04): $10 bil ($7,5 bil net) 

'TOTAL P.04 




b. Administrative actions to smooth implementation of the BBA 

Policy: The Administration will take a number of actions that are within its administrative . 
authority under the statute to smooth the implementation of some of the provisions of the BBA. 
These changes will help ensure beneficiary access to care while maintaining the fiscal discipline 
of the BBA that is essential for protecting Medicare's future. 

Inpatient hospital transfers. The BBA requires the Secretary to reduce payments to hospitals 
when they transfer patients to another hospital or unit, skilled nursing facility or home health 
agency for care that is supposed to be included in acute care payment rates for ten diagnoses. It 
also authorizes HCF A to extend this "transfer policy" to additional diagnoses after October 1, 
2000. To minimize the impact on hospitals, extension of the transfer policy to additional 
diagnoses is being postponed for two years. 

Hospital outpatient payments. The BBA requires Medicare to begin paying for hospital 
outpatient care under a prospective payment system (PPS), similar to what is used to pay for 
hospital inpatient care. To help all hospitals with the transition to outpatient prospective 
payment, we are considering delaying a "volume control mechanism" for the first few years of 
the new payment system. The law requires Medicare to develop such a mechanism because 
prospective payment includes incentives that can lead to unnecessary increases in the volume of 
covered services. The proposed prospective payment rule presented a variety ofoptions for 
controlling volume and solicited comments on these options. Delaying their implementation 
would provide an adjustment period for providers as they become accustomed to the new system. 

Also to help hospitals under the outpatient prospective payment system, we included a proposal 
in the proposed rule to use the same wage index for calculating rates that is used to calculate 
inpatient prospective payment rates. This index would take into account the effect of hospital 
reclassifications and redesignations. 

We are considering implementing a three-year transition to this new PPS by making budget
neutral adjustments to increase payments to hospitals that would otherwise receive large payment 
reductions such as low-volume rural and urban hospitals, teaching hospitals, and cancer 
hospitals. Without these budget-neutral adjustments, these hospitals could experience large 
reductions in payment under the outpatient prospective payment system. For all of these 
outpatient department reform options, the rulemaking process precludes any definitive statement 
on administrative actions until after the implementing rule is published. 

Rural hospital reclassification. Hospital payments are based in part on average wages where the 
hospital is located. We are making it easier for hospitals whose payments now are based on 
lower, rural area average wages to be reclassified and receive payments based on higher average 
wages in nearby urban areas and thus get higher reimbursement. Right 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 least 84 percent of average wages in a nearby urban area. We 
are changing those average wage threshold percentages so more hospitals can be reclassified. 



Home health. The BBA significantly reformed payment and other rules for home health 
agencies. We are taking several new steps to help agencies adapt to these changes inchiding: (1) 
increasing the time for repayment of overpayments related to the interim payment system from 
one year to three years, with interest. C"!lrrently, home health agencies are provided with one 
year of interest free extended repayment schedules; (2) postponing the requirement for ~urety 
bonds until October 1,2000, when we will implement the new home health prospective:payment 
system. This will help ensure that overpayments related to the interim payment system 'will not 
be an obstacle to agencies obtaining surety bonds; (3) follOWIng the recommendation of the 
General Accounting Office by requiring all agencies to obtain bonds,~f only ~50,000, not 15 
percent of annual agency Medicare revenues as was proposed earlier; (4) eliminating thr 
sequential billing rule as of July 1, 1999. Many home health agencies had expressed concern 
about the impact of the implementation of this requirement on their cash flows and this measure 
should alleviate these problems to a large degree; (5) phasing-in our instructions implert;1enting 
the requirement that home health agencies report their seniices in IS-minute increments, in 
response to concerns that the demands of Y2K compliance were competing with agency efforts 
to implement this BBA provisions. By allowing this degree of flexibility for a temporary period 
we will prevent any agency cash flQw problems or returned claims. 

Background/rationale: The BBA required implementation of many changes on a rapid 
schedule, without fully taking into account the need to make Y2K computer changes an~ other 
implementation issues. Because of the magnitude of some of the. changes, certain providers may 
need additional time to prepare or adjust to them. The plan includes these administrative actions 

. to ensure that the implementation of the BBA changes is done in a way that simultanemisly 
assures appropriate p~yment and access to high-quality health care. ' . 



BASIC INFORMATION ON THE SUSTAINABLE GROWTH RATE SYSTEM 


Q: 

A: 

Q: 

A: 

Q: 

A: 

Q: 

A: 

What is the Sustainable Growth Rate (SGR)? 

Medicare payments for physicians' services are updated annually by HCF A. Payment 
rates are based on a relative value scale system that reflects the physIcian work, practice 
expense and professionalliabiJity insuranceco~ts involved in each service. The relative 
value for each service is multiplied by a dollar conversion factor to establish actual 
.paymentamounts. 'The conversion factor is required to be updated each calendar year, . 
which involves establishing an update factor that is adjusted annually by the SGR. 

The SGR was enacted as.part ofBBA 1997. Under the SGR., a target rate of spending 
growth is calculated each year. Physician payment updates depend on whether a.ctl¥J.l 
spending growth exceeds or falls short of the target If actual spending exceeds target 
spending. then payment updates will be less than inflation, and may be negative. If actual 
.spending is below target spenQing, then aoove-inflation payment updates are indicated.----- . -
Limits are set on annual changes to the Medicare conversion factor under the SGR. The 
annual conversion factor update can be no greater than inflation plus 3 percent; the 
update can be no lower than inflation minus 7 percent. . 

(' How is the SGRcalculated? 

The SGR target rate of spending groWth is detennined by four factors: 

• 	 Percent increase in payments for physician services before legislative adjustments 
(market basket); 

• 	 Percent increase in Medicare.feewfor ..service enrollment; 
• 	 Percent increa."ie in real per capita gross domestic product (GDP)~ and 
• 	 Percent increase in physidan expenditures due to legislative and regulatory factors. 

; 

The calculation of the SOR for any given year is based on projected values, so updates 
may be higher or lower than they would be if later data were used. 

i . 

What was the target growth rate for FY 1999? 

. The target growth rate for FY 1999 was a negative 0.3 percent. Since expenditures did 
not decrease by that amount nationwide, it led to a cut in the physician payment update 
for this year. . 

What is the problem with how the SGR is calculated? 

The SGR is based on the HCF A estimate of the four factors that determine allowable 
spending growth. IfHCFA estimates inaccurate~y, the payment update~ wi~l be eithe~ too 
high or too low. However, HCFA believes that It does no~ have the le~l~lative authonty . 
to correct projection errors OIice actual data becomes avadable. In addItion, ,because the . 
SOR system is cwnulative, any projection errors that are left uncorrected Wl~l carry over 
from year to year. In ad:dition, because physician payment updates are established on a 
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calendar year basis, SGR targets are established on a federal fiscal year basis, and 
cumulative spending (used to calculate the SOR) is established on an April 1 through 
March 31 basis. there is a time lag between identifying the need for an adjustment and 
HCFA's ability to make that adjustment. AMA believes these errors cost physicians $645 
rnilHon in 1999. 

Q: What cbanges would AMA like to see to t4e SGR? 

A: The AMA would like to see four changes to the way the SGR is calculated: 

HCF A should oog!n to correct the errors in the SGR estimates when actual data are 
available, and provide a retrospective adjustment to the payment rates back to .1998: The 
AM A believes that HCF A has the administrative ~uthority to do this now. HCFA does 
not believe that it currently has the legislative authority to make such corrections, but 
recognizes that this is a problem. In order to address this issue, HCF A has submitted a 
legislative proposal that would provide it with the authority to prospectively adjust the 
payment rates based on the actual data. The HCF A legislative proposal does not include. 
the retrospective payment adjustment the AMA wants. 

Congress shoUld take action to stabilize the paxment updates under SGR by calculating 
the SGR and the update adjustment factor on a calendar year basis. Projections show the 
SGR fonnula producing alternating periods ofmaximum and minimum payment updates. 
for several years, only to shift back again. The primary reason for this instability is the 
fact that there is a time lag in measurement periods for the SGR. Specifically, While 
physician payment updates are established calendar year basis, SGR targets are 
established on afederal fiscal year basis and cumulative spending (used to calculate the . 
SGR) is established on an April 1 through March 31 basis. These time periods must ail be 
consistent and calculated on a calendar year basis to attempt to restore some modicum of 
stability to the SGR s~stem. ReFA.and OMB agree ~.nhave d.eveloped a legi$lative 
proposal to address thIS problem. ~.~ ""'S <-~ ) /\..~'S'\,...{I..; .. 

COl1gress should revise the SGR to include a factor ofSf?wth in the GOP for 
technological advancement. AMA argues that the invention ofa new medical device 
cannot, in and of itself, improve health care. physicians must take the time to learn about 
the equipment, practice using it, train their staff, integrate it into their diagnosis and 
treatment plans and invest significant capital in it. To address this problem, the SOR 
should be set at GOP + 2 percentage points to take into acco~Uechnological iJUlovation. 
I do not know the HCF AlOMB positions on this proposal. ,. II ' . 

Congress should consider an approach to setting a growth target that takes into account 
site-of~service chges, as well as health status and other differences between Medicare's 
fee.for-service and managed care populations. AMA would like AHCPR to do a study on 
the best way to .estimate the economic impact on Medicare expenditures for .physician . 
services resulting from improvements in advancements in scientific technology, changes 
in the composition ofenrollment ofbeneficiaries under the fee-for-service Medic~ . 
program and shifts in usage of sites-of-service. I do not know the HCF AlOMB posItions 
on this proposal. f\ 
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The Honorable Trent Lott 
Senate Majority Leader 
S-207, The Capitol 
WashingtoIl, D.C. 20510 

Dear TreIlt: 

As we continue to make progress on the appropriations bill~ 
for FY 2000, I wanted to alert you to several items that should be 
addressed this year witl' regard to the Finance Com.ntittee. 

As you know, the CBO projected a $14 billion on-budget 
surplus for fiscal year 2000. In the Taxpayer Refund and Relief 
Act of 1999, the FY 2000 revenue loss was approximately $4 
billion. It is important tllat this $4 billion amount for FY 2000 be 
reserved for the following items this fall. 

1. ill &tenders • $2.2 billion. Extension of tax provisions 
that expired in 1999 must be addressed. My preference is to 
pass the identical provisions that were included in the 
conference report to accompany H.R.2488, which inclu.ded a 
five year extensioll Qf many of the provisions. 

2. Alternative MiDimwn Tax (AMI) - $1 bjJIion. The 
AMT for individ\.la19 should be corrected in order fOT millions 
of Americans to take advantage of nwnerous tax credits such 
as the $500 per child tax credit, HOPE scholarship credit, and 
the dependent care tax credit. We promised these benefits to 
middle income families and we should not let the AMT 
interfere with these credits. We provided AMT relief fOT one 
year in last year1 s omnibus appropriations bilI. We need to 
extend this relief this year as well. 
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. 3. Medicare BBA 97 Chan.ges,.Sl to$1.5· billion, Several,.. ";' .' \ 
changes to the Balanced:'Budget Actof 1997 should be made this'" - , 
f~ll to"alleviate the unintenge~f pcnYSequences of certain.¥~djc.~re
provisions bf'tJ:ie BBA 97;;' ,,;:::.; ,"';'\,,,: .", ,':,. :~, ,\ -" "1',· ',:,.~;;: 

I believe it is desirable that these three >items,! be addressed.""". (:1 •• 
before Congress adjOUI'lls fOf the"year.. :-Jn ~a.~~itio~, se~eral~~de ,. , .' 

,! extenders should be addressed this year such, as the asp and ~AA.. 
Also, a minimum wage/small business tax package cO\llg <l?~ + ',~ 'j' •• ':' .. 

considered. As you may know, a limited number ofnon- , 
controversial pay-fors are available to offset *es~,'::ldditio:n~] ite~J'-s.:_' ;'; ..._ 

My staff and I are available to discuss any of these is'sue~'<; ).iYi~.::';:., \ 

with you in OUT effort to resolve, these ,Finance Cotn.ITJ).ttee matters 
with regard· to trade, tax and'M~dicial·le'~needsl .:, t ,r,:. ",f... ."t:~ : '>·'·c" .} 
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The HOll.Orable Trent Lott. 

Senate Majority Leader 

S.,.207, The Capitol 

Washington. D.C. 20510 

Dear Trent: 

As we continue to make progress ontl'l,e appropriations bills 
for FY 20007 I wanted to alert you to several items that should be 
addressed this year with regard to the Financ,~, Committee. 

AS you mow, the CBO projected a $14 billioll on-budget 
surplus for fiscal year 2000, In the Taxpayer Refund and Relief 
Act of 1999, the FY 2000 revenue loss was approximately $4 
billion. It is important that this $4 billion am.ount for 'FY 2000 be 
resewed for the following items this fall. 

1. Iax...Extende;rs -. $2.2 billion. Exte:lsion of tax provisions 
that expired in 1999 must be addressed. My preferenc;e is to 
pass the identical 'Provisions that were included in the 
co~ference report to aCCOtIlpallY H.R.2488, which included a: . 
five year extensioll of many of the provisions. 

2. A1tem~tive Minimum Tax (AMI) ,. $1 biljjpn. 111e 
AMT for individuals should be corrected ill order for millions 
of Americans to take advantage of numerous tax. credits such 
as the $500 per child tax credit. HOPH scholarship credi~ and 
the dependent care tax credit. We promised thesebel1efits to 
middle income Tc\miJies and we should not let the A.M:T 
interfere with these credits. We provided AMT relief fOT one 
year in l~st year1s omnibus appropriations bill. We n.eed to 
extend this relief this year as well 

http:o:>wII.!.Il


P.3 
9-24-1999 4:59AM FROM 

'\ , IaJ 004/004 
... 99)'23/99 17: 57 e TEL:202 228 0554 P. 003

SEP. »22' 99 (WEDI l6:11 SENATE PINACE COMM 

, . 
3. Medicare BBA 97 Changes - $1 tQ $l.Sbillion. Several 
changes to the Balanced Budget Act of 199j' should be made this 
fall to"alleviate the unintended consequences of certain Medicare 
provisions of the BBA 97. ' 

I believe it is desirable that these thTec~ items be addressed 
before Congress adjourns for the year. In addition. several'trade 
extenders should be addressed this year such as tIle, asp and TAA. ' 
Also, a minimum wage/small business tax package could be 
considered. As you may know, a limited mlmber of nohw 

controversial pay-fors are available to offset these additional items. 

My staff and I are available to discuss any of these issues 
with you in our effon to resolve these Finance Committee matters 
with regard to trade, tax and Medicare need5i. 

Sinoerely, 

I~ 
,vmiait"V. Roth, Jr. 
Chairman 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON, D.C. 20503 


October 18, 19<)9 

THE DIRECTOR 

Honorable William M, Thomas 


Chairman, Subcommittee on Health 


Committee on Ways and Means 


United States (-louse of Representatives 


Washington, D. C. 


Dear Mr. Chairman: 

r am writing to respond to your request regarding hov" the Administration would score the 


attached language clarifying Congressional intent on the outpatient prospective payment system. 


(rrS) ellacted in the Balanced Budget Act (BBA), 


As YOll know, the outpatient PPS was intended to rationalize outpatient payment policy. 

The intent or that legislation was to correct a 11mv ill outpatient payments, and included multi-year 

savings of $7.2 billion from'lower rates of cost growth under the new system. The law was not 

intended to impose an additional reduction in aggregate paymerits to hospital outpatient 

departments. No such !'eductioil was contemplated when the BBA was negotiated, and we 

contil1lie to believe that such a reduction would be unwise. The Medicare program needs to 

continue to encourage outpatient care, not discourage it by failing to pay its full costs. 

Unfortunately, however, a technical drafting change has produced some confusion' over the 

outpatient payment formula. The enactment of clarifYing language on the subject would be most 

useful ineiiminating tile confusion caused by the technical drafting of the current law. The attached 
d;'aft language would clarify thelaw and assist in carrying out the intent ofCong~ess. 

The Administration would not score the draft language, which would not modify the 

statutory provision, since it would only clariCy the intent ol'Congress, Under the Budget' 

l:nf()['ccnlcnt Act, legislative action is scored only when it changes current law. Findings;or 

ctari lications by Congress do not change the law ami dc) 110t result in scoring. Weare not aware 0 r 
any cases since enactment or the 13udget EnkJrcement Act in 1900 where findings or clarilications 

by Congress werc scored. Therefore. the a[[,lciled langu'lge.ifenClcted, .would not be scored by 
lhc (Hike 01' Management and DLicjgel. ' 

~.. ( 
'J;YC:ph.1 i .<..'\1 
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SEC. .INTENTION IU":GARDING BASE AMOUNTS IN APP['YING THE , . 

HOSPITAL OUTPATIENT PROSPE~CTrVE PA YMENT SYSTEM.-With respect'to 

determining the amount of copaYlllcnts described in paragraph (3 )(A)(ii) of subsect.ion 

, ' . 

l833(t) of the Social Security Act as added by section 4523(a) of Balanced Budget ;, 

Act of 1997, Congi-ess finds that such amount should be determined without regard to 

such sub,section and clarillcs Ihatth~ Secretary of Health and Human Services has the
i 

authority to determine such amount without regard to such subsection, and that the base 
'I ' . . . 

amounts to be calculated uncleI' paragraph (3)(A) not reflect any reductions in aggrega'te 

payments to hospitals for covered OPD services .. 



THE WHITE HOUSE 

WASHINGTON 

October 19, 1999 

The Honorable William V. Roth, Jr. 
Chairman 
Committee on Finance 
United States Senate 
Washington, D.C. 20510 

Dear Mr. Chairman: 

It was a pleasure to meet with you and Senator Moynihan earlier 
this month to discuss our mutual commitment to stre'ngthen,ing 
and modernizing Medicare. It continues to be my hope that the 
Congress will take action this year to, at minimum, make a down
payment on needed reforms of the program. I look forward' to 
working with you toward that end. 

In 1997, the Medicare trustees projected that Medicare would 
becqme insolvent in 2001. Working together across party 
lines, the Congress passed and I enacted important reforms 
,that contributed towards extending the life of the Medicare 
trust fund to 2015. As with any major legislation, the Balanced 
Budget Act (BBA) inc1\lded some policies that, are flawed or have 
had unintended consequences that are posing immediate problems to 
some providers and beneficiaries. In addition, the prog~am faces 
the long-term demographic and health care challenges ,that' will 
inevitably result as the baby-boom generation ages into Medicare. 
As we worked together in 1997 to address the immediate threat to 
Medicare, we must work tog,ether now to address its short-term and 
long-term challenges. ' 

Preparing and str~ngthening Medicare for the next century 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 benefits to include 
the provision of a long-overdue prescription drug benefit, 
and dedicates a portion of the surplus to help secure program 
solvency for at least another 10 years. However, I also 'share 
your belief that we need to take prompt action - whether in the 
context of broader or more limited reforms -- to moderate the 
excessive provider payment reductions in the BBA of 1997: I 
believe that legislative modifications in this regard should be 
paid for and should not undermine the solvency of the Medicare 
trust fund. 

'"j 
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You have requested a summary of the administrative actions 
that I plan to take to moderate the impact of the BBA. In the 
letter that you sent.to me last Thursday, you also 'asked about 
four specific issues related to payment for hospital outpatient 
departments, managed care, skilled nursing facilities, and 
disproportionate share hospitals. 

Attached is a summary of the over 25 administrative actio~s 
that my Administration is currently implementing or will ~ake 
to 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 
hospitals, nursing homes, home health agencies, and other 
providers. I 

We are finishing our review of our administrative authority 
to address the 5.7 percent reduction in hospital outpatient 
department payments. We believe that the Congressional intent 
was to not impose an additional reduction in aggregate payments 
for hospitals and I favor a policy that achieves this goal. The 
enactment of clarifying language on this subject would be useful 
:In making clear Congressional intent with regard to this issue. 
I have attached a letter from Office of Management and Budget 
Director Jack Lew, which was sent at the request of Congressman 
Bill Thomas, detailing how such language would be scored by OMB. 

~ith regards to managed care, we share your commitment to 
expanding choice and achieving stability· in the Medicare+Choice 
marketplace. The BBA required that payments to managed· care 
plans be risk adjusted. To ease the transition to this system, 
we proposed a 5-year, gradual phase-in of the risk adjustment 
system. This phase-in forgoes approximately $4.5 billion in 
payment reductions that would have occurred if risk adjustment 
were fully implemented immediately. The Medicare Payment 
Advisory Commission and other experts support my Adminis-: 
tration's risk adjustment plan. Consistent with this position, 
most policy experts believe that a further slowdown of its 
implementation is unwarranted.. However, we remain committed 
to making any and'all changes that improve its methodology. 
Moreover, as you know,· any administrative and legislative changes 
that increase payment rates to providers in the fee-for-service 
program will also increase payments to managed care plans. 

On the issue of skilled nursing facilities, we agree that nursing 
home payments for the sickest Medicare beneficiaries are not 
adequate. I intend to take all actions possible to address this. 
Administratively, we can and·will use the results of a study 
that is. 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 whether we have additional 
administrative authority in this area. 
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Finally, it appears that there has been confusion about the 
current policy for disproportionate share hospital (DSH) 
payments. Hospitals across a considerable number of states 
have misconstrued how to calculate DSH payments: The Department 
of Health and Human Services (HHS) has since concluded that this 
resulted from unclear guidance. Thus, as ,reported last Friday, 
HHS will not recoup past overpayments and will issue new, clearer 
guidance as soon as possible. 

We believe that our administrative actions can complement. 
legislative modifications to refine BBA payment policies. 
These legislative modifications should be targeted to address 
unintended consequences of the BBA that can expect to adversely 
affect beneficiary access to quality care. 

I hope and expect that our work together will lay the foundation 
for much broader and needed reforms to address the demographic 
and health care challenges confronting the program. We look 
forward to working with you, as well as the House Ways and Means 
and Commerce Committees, as we jointly strive to moderate the 
impact of BBA on the nation's health care provider community. 

Sincerely, 



ADMINISTRATIVE ACTIONS BY THE 
CLINTON ADMINISTRATION TO MODERATE IMPACT OF THE! .. 
BALANCED BUDGET ACT OF 1997 ON MEDICARE PROVIDERS I 

Interim payment system repayment schedules for 
ies 

Postpone the requirementfor surety bonds until October I, 2000 

Change surety bond requireluent to 50,000, not 15 percent 
Medicare revenues 



inpatient and outpatient PPS 

participation mg 
implemented 

"X" indicates that this policy is not advisable, as described in the attachment. 


*Federallaw requires that the Administration cannot commit to changes in a proposed rule before the final 

publication. 


**Under review. 




EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON, D.C. 20503 


October 18, 1999 

THE DIRECTOR 

Honorable William M. Thomas 
Chairman, Subcommittee on Health 
Committee on Ways and Means 
United States House of Representatives 
Washington, D. C. 

Dear Mr. Chairman: 

~ , 

I am writing to respond to your request regarding how the Administration wouid score the 
attached language clarifying Congressional intent on the outpatient prospective payment system 
(PPS) enacted in the Balanced Budget Act (BBA): 

As you know, the outpatient PPS was intendedto rationalize outpatient payment policy. 
The intent of that legislation was to correct a flaw in outpatient payments, and included multi-year 
savings 0[$7.2 billion from lower rates ofcost growth under the new system. The law was not ' 
intended to impose an additional reduction in aggregate payments to hospital outpatient 
departments. No such reduction was contemplated when the'BBA w~ negotiated, and we 
continue to believe that such a reduction would be unwise. The Medicare program needs to 
continue to encourage outpatient care, not discourage it by failing to pay its full costs. 

Unfortunately, however, a technical drafting change has produced some confu~ion 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 ofCongress.. 

. The Administration would not score the draft language, which would not modify'the 
statutory provision, since it would only clarify the intent of Congress. Under the Budget 
Enforcement Act,legislative action is scored only. when it.changes current law. Findings or 
clarifications by Congress do not changeihe law and do not result in scoring. We are not aware of 
any cases since enactment of the Budget Enforcement Act in 1990 where fmdings or clarifications 
by Congress were scored. Therefore, the attached language, if enacted, would not be scored by 
the Office of Management and Budget. 

Director 



SECo_'_o~ENTION REGARDING BASE AMOUNTS IN APPLYING THE 

HOSPITAL OUTPATIENT PROSPECTIVE PAYMENT SYSTEM.-With respect to 
, 

determining ~e amount of copayments described in paragraph (3)(A)(ii) of subsection 

1833(t) of the Social Security Act, as added by section 4523(a) of Balanced Budget 

Act of 1997, Congres,s finds thatsuch amount should be determined without regard to 

such subsection and clarifies that the Secretary of Health and Human Services has the 

authority to determine such amount without regard to such subsection, and that the base 

. amounts to be calculated und~r paragraph (3)(A) not reflect any reductions in ag&regate 

payments to hospitals for covered OPD services. 



DESCRIPTION OF ADMINISTRATIVE ACTIONS BY THE 

CLINTON ADMINISTRATION TO MODERATE THE IMPACT OF THE 


BALANCED BUDGET ACT OF 1997 ON MEDICARE PROVIDERS: 


HOSPITALS: GENERAL 

Capping hospital transfer policy at 10 DRGsfor 2 years, through 2002. We will postpone for 
two years the extension of the hospital transfer policy to additional diagnoses beyond the current 
set of 10 Diagnosis Related Group (DRG) categories. We also will consider whether further 
postponement of extension to additional diagnoses is warranted. 

Stop administrative recoupment ofDSHpayments based on unclear guidance. We have 
recently determined that certain hospitals received additional disproportionate share hospital 
(DSH) payments because guidance on how to claim these funds was insufficiently clear. We will 
therefore hold harmless hospitals that have received these additional payments. We also will 
soon clarify guidance to hospitals and our claims processing contractors on how to claim these 
funds. And we will provide further clarification 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 hospitals responsible for being in compliance as of January 1,2000. 

HOSPITAL OUTPATIENT PAYMENTS 
We are finishing our review of our administrative authori~y to address the 5.7 percent reduction 
in hospital outpatient department payments. We believe that the Congressional intent was for 
this policy to be implemented in a way that is budget neutral for hospitals and the Administration 
favors a policy that achieves this goal. Unfortunately, a technical drafting 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. In addition, there are a number of changes that we believe are necessary to 
address specific policy concerns. and moderate the payment reductions in the Medicare 
prospective payment system (PPS) for outpatient departments. Although we are prohibited by 
law from committing to changes before the final rule is published, we can outline the approaches 
we believe are consistent with Administration policy and expect to take in the outpatient 
department rule. Thes~ include: . 

Delay implementation ofthe volume control mechanismfor 2 years, which would reduce 
payment reductions. We expect to delay implementing the proposed "volume control 
mechanism.'" The statute requires the agency to develop a volume control mechanism~ Iri the 
proposed rule, we suggested use of a mechanism that might lead to a downward adjustment in 
the payment rates as early as 2002 (to reflect volume increases in 2000). Delayingthis 
mechanism would provide time for providers to adjust to the new system. 



Moderate payment reductions for rural, cancer and other hospitals experiencing larg~ 


changes, in budget-neutral manner, in transition 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 would 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 excess of 30 percent. This ' 

transition policy would ensure that payments do not drop below it specified threshold to protect 

against such reductions. 


Delay implementation ofprospective payment system for cancer hospitals until additional data 
are collected. The lack of reliable data from cancer centers makes developing a prospective 
payment system for them difficult. Consequently, we now expect to delay full implementation 
of the PPS system for the cancer hospitals and to use an interim payment system for at least 18 
months from the initiation date o,fPPS for 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 changes to address the many technical comments received regarding the proposed 
Ambulatory Payment Classification (APC) system as part of the final rule, including the detailed 
comments from MedPAC. We also plan to 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, to provide additional private-sector 
expertise as we address problems with the data we have on the cost of chemotherapeutic·agents. 
This contractor is examining a random sample of patients who need chemotherapy and other 
high-cost drug costs to advise us on possible methods and dataJor 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. ' 

Allowfor temporary cost-based A,PCs for certain new technologies. Concerns have been raised 
about the adequacy of payments in APCs for medical technologies that are new (and hence are 
not reflected in the data bases on which we do our estimates) and where the cost of the item is 
very large relative to the payment for the APC. In some instances it may be possible to 
accommodate 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 for certain high-cost drugs (e.g., chemotherapy drugs). Packaging 
payments for certain covered drugs with the procedure or visit with which they are furnished 
could underpay hospitals and slow the introduction of new drugs into the system. Thus, we 
anticipate creating additional APCs to pay for certain drugs, particularly high-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 ofAPCs for 
chemotherapy agents to minimize the variability within groups and assure beneficiary access is 
not compromised. We would also create APCs for supportive and adjunctive therapies. 

2 

I. 

I 



Create separate APCs to payfor blood and blood products. Under the proposed rule, we would 
pay for blood and blood 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 APes to/pay for blood, other blood products and 
anti-hemophilic factors. . .. . 
Pay, at least temporarily,for corneal tissue at acquisition costs rather than as part ofthe 
paymentfor overall corneal transplant surgery. Under the proposed rule, we would pay for 
corneal tissue acquisition costs as part of the payment for corneal transplant surgery. Given the 
variable rates at which hospitals acquire the tissue from eye banks, we are likely to accept the 
recommendation to decouple payment for tissue acquisition from that for the surgical procedure 
and to pay for it, at least until further experience is gained, based on acquisition cost. . 

. I 

Eliminate use ofdiagnostic codes in payments for medical visits and reassess use in future. 
The proposed rule based payments for medical visits to clinics and emergency departments 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 eliminating the 
use of diagnostic codes in computing payment amounts for the present. 

SKILLED NURSING FACILITIES (SNF) PAYMENTS 
Increase payment for high acuity patients. We will use administrative flexibility to increase 
relative weights for the Resource Utilization Groups for high acuity patients under the Skilled 
Nursing Facility Prospective Payment System (SNF PPS). We expect to have 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 believe these changes should be 
budget neutral. However, we are continuing to review whether we have additional administrative 
authority. 

Exclude certain types ofservices furnished in hospital outpatient departments from SNF PPS: 
CT scans, MRIs, cardiac catheteriztitions, emergency services, major ambulatory surgical 
procedures, and radiation therapy. Using the limited administrative discretion afforded by the 
statute, we have excluded these types of services 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 ofSNF care plans. We received a significant number of comments, 
both in response to last year's interim final rule, and at a national Town Hall meeting we held to 
solicit comments on SNF PPS.We are examining whether any additional hospital outpatient 
services (e.g., chemotherapy) could be carved out within the scope of our present administrative 
authorities, but believe that legislation is necessary to exclude these or other services (e.g., 
prostheses) categorically. 
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HOME HEALTH PAYMENTS. 
Delay tracking patients and pro-rating payments. Although fiscal intermediaries are 
responsible for tracking and pro-rating payments, we were unable to make the necessary systems 
changes to "accomplish this due to our efforts related to Year 2000 computer systems , 
requirements. Therefore, we are delaying implementation of the requirement until the ' 
implementation of the prospective payment system. We have developed a way to implement this 
proposal under the prospective payment system that will allow fiscal intermediaries and HCF A 
to more directly track beneficiaries. We also want to clarify that the law does not make home 
health agencies responsible for tracking utilization for purposes of pro-rating payments. 

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

Postponing the requirement/or 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 will help ensure that overpayments related t6 the 
interim payment system will not be an obstacle to agencies obtaining surety bonds. 

Change surety bond requirement to $50,000, not 15 percent 0/annual agency Medicare 
revenues. We are also following the recommendation of the General Accounting Office by 
requiring all agencies to obtain bonds of only $50,000, not 15 percent of annual agency Medicare 
revenues as was proposed earlier. 

Eliminate the sequential billing rule. As of July 1, 1999, we eliminated the sequential billing 
rule. Many home health agencies had expressed concern about the impact of the implementation 
ofthis requirement on their cash flows and this measure should alleviate these problems to a 
large degree. 

Phase in reporting o/services in 15-minute increments. We are phasing in our instructions 
implementing the requirement that home health agencies report their services in IS-minute 
increments in response to concerns that the demands of Y2K compliance were competing with 
agency efforts to implement this BBA provision. By allowing this degree of flexibility for a 
temporary period, we will prevent any" agency cash flow problems o~ returned claims. 
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PHYSICIAN PAYMENTS 
Improve annual updates in payments for physicians' services to correctfor erroneous 
projections through administrative actio,ns. As we indicated in the Federal Register on October 
1, 1999, at this time, we do not believe we have the ability under current law to make 
adjustments to revise the Sustainable Growth Rate (SGR) 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 to require that revisions be made to correct estimation errors in calculation of the SGR 
and to fix other technical aspects of the SGR.' However, we are continuing to review whether we 
have any ability administratively to address this issue. 

RURAL PROVIDER PAYMENTS 
Change the average wage threshold percentages so more rural hospitals can reclassify. 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 based on higher average 
wages in nearby urban areas and thus get higher reimbursement. Right now, facilities can get 
such reclassifications if the wages they pay their employees ,are at least 108 percent o~ average 
wages in their rural area, and at least 84 percent of average wages in a nearby urban area. We are 

. planning to change those average ,wage threshold percentages in the FY 2001 hospitalregulation 
so more hospitals can be reclassified. 

Use same wage index for inpatient and outpatient PPS. In the proposed rule, we expect to help 
rural hospitals by using the same wage index for calculating rates that is used to calculate 
inpatient prospective payment rates. This index would tak~ into account the effect of hospital 
reclassifications and redesignations. 

Modify Health Professional Shortage Area designations. We are also working to address other . . . 
concerns of rural providers, where we can, through administrative actions. The Health Care 
Financing Administration 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 Administration to modify the Health Professional Shortage Area designations. 
We.are also considering changes to policies related to Critical Access Hospitals, Graduate 
Medical Education payments for rural providers, and wage indices for rural providers. 

AMBULATORY SURGICAL CENTER (ASC) PAYMENTS 
Postpone implementation based on 1999 survey. We plan to publish the final rule on payment 
policy changes for ASCs next spring and implement the new system in July 2000. The current 
ASC rates have been in place since 1990 and are based on 1986 survey data. We appreciate the 
desire to incorporate 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, 
commenting 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 to 
delay the payment policy changes planned for July 2000 for an additional three years. 
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MEDICARE +CHOICE PAYMENTS 
Phase in risk adjustment over a 5-year period. In March, we announced a five-year transition to 
comprehensive risk' adjustment for Medicare+Choice plans to minimize the disruption to plans. 
We plan to 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 into 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 this transition schedule will cost the Medicare Trust Funds $4.5 billion more than 
full implementation of risk adjustment in 2000. Our current phase-in schedule prevents plans 
from experiencing 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 percent 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 appropriate to pay more to other plans 
that are caring for less healthy enrollees. A number of experts, including the Medicare Payment 
Advisory Commission, support this approach. We would like to work with Congress and other 
interested parties to further review technical modifications to improve Medicare+Choice risk 
adjustment. 

Extending EverCarefrail elderly demonstration through 12131101 and exemptfrom risk 
adjustment during this extension. For EverCare managed care plans that provide specialized 
services to the frail elderly, we are extending this demonstration project for an additional year 
through December 31, 2001. We also will continue the exemption from risk adjustment during 
this extension. ,This will provide additional time to 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. 

Improve beneficiary protections and access to administration. We also published refinements to 
Medicare+Choice regulation that improve beneficiary protections and access to information. For 
example, we clarified that any beneficiary who is enrolled in a Medicare+Choice plan that 
withdraws from the program is entitled to immediate enrollment in any other remaining 
Medicare+Choice plan serving the enrollee's area. 

Ease provider participation rules. We have taken additional steps to assist plans and encourage 
their participation 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 designing benefit packages and setting cost sharing levels. 
We also eased provider participation rules and increased flexibility for plans in coordinating care 
for enrollees with serious or complex conditions and in conducting initial health assessments for 
new enrollees. . 
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