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The Hunomble William J. Clxnton
. The Whit= Hovee

1600 Pemnsylvania Avenus, N, w
Wasghington, D.C. 20500 .

Dear Mr. Pregident: o S “

We mmmmommmmmgmmmofmwawge: |

mmw,mmpmpmd msxdamas.mouwmsnmmgmsanddm
g e vwlﬂﬂsmx ,

Unfammardy. kwaslmpoxs!hb o fmaee all the pom'b!cnnmmdedcffmtn un;zlmnmn
of the BBA would bave on perticula categorimofmnvaﬁable to Med:mbcncﬂms

We beheveﬁnegmwmgcﬁsismt!w msinghamhdumsfms.mm Fomthe
wplementation of the BBA. If stept-are oot taken to improve refmborsement during the
‘transition to & prospective puyment rystem for skilled nursing facilities, we fear that dedjcared
car&gwmmaybehdoﬁ.mmychmmmﬁemd,mdquamym
decline, memlymmtwww*hmedwhmﬂnm;:m A

We have beenad\mdﬁw Msﬁmsuﬁwoulmdu abik:yto address mnnofthﬁeconcemsby
tevising its regulations that are Ekcly:contriinting to the problem, and by making every effort
1o ensurs that tie tzanaition to a protjpective payment systém does not nltimately harm
patieats. We would ke to mrkwhyoumaddmdﬁsmermwmmmﬂm

appropriate.
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US. Department of Health andemSm
200 Independence Avenue, SW ... ...
Washington, DC 20201 S o

De.arMadam @ Secretary: ‘ )

"(/ v,
'f‘ o ‘. é N
’ ‘J'n- ..,

Wearemungtoacpmss md@,gmggm&gmmgmmﬁemmghm
jpdustry. We are concemed that payment rites for Skilled Nursing Facilities (SNF) ate
well below the Ievels envisioned by Coiigréss, and ﬁ:mrcdumon in paymmts could
senausly erode ﬂxe quahty of care a.vailv.;sble to our scmors.

Thc Ba]anced Budget Act of 1997 (BBA) has pmdnced a number of positive mults. We
imre abalamed budget. and Medicare's solvency has‘hecn extended by many years. .

Howm, it should not came s a s!ﬂptx‘se“‘t‘&a: mplemenung complzx legislation suchas
the Medicare provisions in the BBA is pradumng some unmcpeoted and undesmhlc .
consequmesinmnm ;' -‘ A

In pammﬂar, we behevc that the rcgulmqns _nnplementmg the SNI-‘ peyment changw
may reduce rates substantially more thah weas mtmdcd—endpmjected atthetime of
enactment. If HCFA does not rcme’ch‘é"f%ulau S0 fear we will soon see closings of
favilities, layoffs of dedicated care:£VédE, Felinotio fitf hicccss to SNF services,and

- . - Cow a & PL T &‘N l v,
erosion in the qualify of care. o :
. 3»5;'.::\:_ e

We urge you to use your anthomy to revisit the m«ulxuons to ensure the tramsition to the
new prospective payment system (PP‘Sf does not hanq‘beueﬁdanes with unnecessary
reductions in Paymeént rates that go béyond what ady 6f s anticipated. In particular, we
wauld urge you to rovise the regulatioprsdifefiect the needs of medically complex
paueats, parnculaﬂy their need for uén—fﬁcmpy ancillary services. -
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We know you share our commxtmmt to enstmng tba: eIdedy and disabled Medicare
beneficiarics receive the highest quality care. We would like to work with you ina
bxparhsan fashion to address fhis’ Impendmg crisis fn whaﬁem mmu'm'appropnatr

Sinccmly. 4
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| co | mm;ingtm, BE 205154003 L Ee
Juiy20 1999

He!p Preserve Qualnty Nursing Home Care for Amenca ) Elderly

| Dem- Coueague

, 'Many of you may be aware of the crisis facmg Skilled Nursmg Faczlxuw (SNF)'in the _
wake of the Balanced Budget Act of: 1997 (BBA). HCFA's implementation of the BBA is under-
reimbursing SNF sand other provadv-rs far beyoud the washes of Congress when it passed the
BBA. . _ _

‘I'hxsyearalonc. total Med;me spcndmgmmupatedtobe $20 billion lessthan ,
Congress voted for in the BBA. WhitamosugmctbatmﬁaxsmMedxwewemnecessary few
woddagrxthatsmhdmuccmsinMedmmmtheMimmeday s seniors. The
cﬁ'ectsofthssecutzarestanmgmdrnmthempablhuuofpmwdem.parﬁculaﬂySNFs.m
provide care. These cuts are forcing the closiire of numezous nursing facilities, requiring
cutbacksmpmonnelandsacdﬁemmheqnﬂm ofmdmour:!derly have cometorely upon.

Iwotﬁdhketoseemeaousgdimthe&cmofﬂdthmdﬂnman&mmm
mmmmmmofmmmwmmw@mwmofmm
citizens are not being forgotten. If you would like to see this oversight remedied, please call or ¢-
mail Dan Nodes in my office at 5-5301 to slgnontotheauached letter to Secretary Shalala. The
dadhnefotﬁsﬂmgisluly% 1995 o




. S ' o ' ONE RIVERFRONT PLAZA
ROBERT G. TORRICELL ' . ; VERRAGNT

. NEW jexs.m' . L . o o NEWAR:.NEWJERs&Yo?w;,
. - ‘ 19731 6265555 .
COMMITTESS: : e : , 430 BENIEND BL .
o q : : vo..- -
<o ASEARS - Qa“ltm 5mm 52‘1&{2 KORMAN INTERSTATE BUSINESS Pank
VERNMENT ) " SUITE A
SUBICERY . " 113 DIRKSEN SENATE OFFICE BUILOING ot Sy snaY 8oy
AULES AND ACMINISTRATION o - WASHINGTON, DC 20510-3003 : : hepsiporricalmnaie govr
. o ALATIONS (202) 224-3224 o ; A Senvtor, Tarricoli@Tarricsi i Sanate, Gov
June 3, 1999

The Honorable William J. Clmton v c e :
The White House . 4 A | o . : :
Washingten, DC 20500 : : o . -

Dear Mr President:

. Once agam. I would hke to alert you tn some issues which are of pm:ular concern to health
care provldm in my home State ofNew Jersey. : .

The Balanced Budget Act of 1957 was an nupommt step toward ensurmg the long-term strengﬂx
of the Medicare program: however, the unintended consequences of reimbursement-reductions included
in the BBA have been economically devastating to skilled nursing facilities (SNFs) in my state. Thus, I
want to share with you some potential administrative options which the Health Care Financing

" Administration (HCFA) may choose to unplemen: to hclp preserve access to com mumty-based skmed
care services. ,

A Fxrst, the maxkat basket update mdex currendy used by HCFA understates the annual chmge in
 the costs of providing an appropriate mix of goods and services taking place in a SNF. For this reason,
the BBA specifi cally instruets the Swmxy to establish 2 SNF market basket index that “reflects changes .
over time in the prices of an appropriate mix of goods and services included® in a SNF. Therefore,
HCFA may choose to replace the current market basket index with an index that reflects the average
annual change in the prices of SNF outputs. Currently, the Bureau of Labor Statistics has such an mdex,
which, if used, could provide immediate relief to providers and beneficiaries. .

‘ A second possible solution would be to give facilities the option of continuing to be reimbursed
- 'under the current transition rate or to be reimbursed the full federal rate. As you know, SNFs are being
" transitioned to a ]00 percent faderal rate over three years which are a blead of 1995 facility specific
. historical costs and a federal rate. Focilities that changed the type and volume of services after 1995 are
, dxsadvanmged by the transition rate and would be better served under the federal rate. ~

As Yyou continue o pursue propesals to ensure the long-term solvency of the Medncare, I
encourage you to carefully consider these administrative options that could bring immediate reliefto
health care providers in my state, Thank you for your l&edemhxp with this important issue, and 1 look _

faxward to workmg with you.
koserTa. 'ronmcsx.u -
United States Senator

RGT:km
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AHCA

erican Heaith Care Association
1201 L Straat, NW .
Washington, DC 20005-4014
A1Z Ba2-4444 ,
FAX: 202 8423860 . . . .
WWWAHCAGRG  Writers Talaphone: insgs.zass
' April 29, 1999 Writer's E-mail: m""@“ﬁ"“
cewsnae | N2DCY Ann Min DeParle, Administrator
wM’:d “:‘;: Health Care Financing Administration
e | 7500 Security Blvd .
My e, | Baltimore, MD 21244-1850 o
Stoven Chies Dear Administrator ?fe/ |
priip Catwatl | The new prospecnve payment system (PPS) for skzlled nutsmg facilities (SNFs) has been
- weewa | gnerous on providers and the residents for whom we provide care. On behalf of the
waotl ey American Health Care Association (AHCA), I am writing to request your help.
Darnis Anderson * )
- et | The Balanced Budget Act of 1997 (BBA) pro;ecﬁad that SNFs would face $9. 5 billionin
‘seyconsra | cuts over five years. New Congressional Budget Office (CBO) estimates show that the
_weowd | gotual cuts will be $16.6 billion — 75% more than Congress ever intended. This $§7.1
awzae | billion under-spending is far too much for the provider comrunity to withstand without
' snely Pmenson . { BAVIDg a terrible nnpact on the delivery of health care services to America’s seniors. Its
PRESIDERT OF RAHCAE

Paul R Willging, PhD
- PRESIDENT

negative impact is being seen in lost jobs within the industry and its effects will trickle
down to patients. Fundmg must be testored to the systcm immediately.

I want to share with you some of our thoughts as to how HCFA and the Admmlstranon
can best accomplish this. Congress, MedPAC, and HCFA have recognized the
reimbursement system for SNFs is flawed because it does not aecount for the higher
acuity patients requiring medically complex services such as prescriptions and respiratory

| care. New funding should be restored to the system. There are several options for doing

so by HCFA administratively. On.e ora combmanon of these opuons could restore the
$71 bxllion to the system. ' A A

Fust, you could target high cost patmnts elther through a panent-con&unn based payment :
modifier or a multtpher factor ' . .

Second, the market basket update mdex used by HCFA understates the annual change in-
the costs of providing an appropriate mix of goods and services taking place in a SNF.
Change in the type and delivery of services are not included in the market basket index.
The BBA specifically instructs the Secretary to establish a SNF market basket index that
“reflects changes over time in the prices of an appropriate mix of goods and services

' mmmmmmama’mwmmwn mml AL FCRPROSTT
ALBIRTES LNVING, mmmmm
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- Administrator DeParle. -
April 29,1999

lncluded” ina SNF HCFA should replace the current market baskct index w1th an index
- that reflects the average annual change in the prices of SNF outputs, Cumntly, the
Burean of Labor Statistics has such an index, which, it used, could provide imimediate
" relief to providets and beneficiaries. This change could be made administratively.

. A third solution would be to give facilities the option of continuing to be reimbursed
under the current transition rate or to be reimbursed the full federal rate. SNF PPS rates

- are being transitioned to a 100% federal rate over three years. The transition rates are a -
blend of 1995 facxhty specific historical costs and a federal rate. In year one the blend is
75%/25%, year two is 50%/50%, and year three is 25%/75%. Facilities that changed the
type and volume of services after 1995 are dlsadvantaged by the tmnsmon ratc and would ‘
be better served under the federal rate o ‘ ‘

Let me add that these excessive cuts have posed a very real and mmedxate threat to the
delivery of skilled 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 address our concerns. This is the pmblem that needs
to be solved l.mmediately ;

T

I look forward to Worlang closely with you to move forward on the cntmal 1ssucs

TOTAL P.15
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WASHINGTON, DC2051¢—1904 ,

:fuly 27, 1999

The Honorable William V. Roth, Jr.
Chairman, Committee on Finance
219 Dirksen Senate Building

~ United Statca Sepate
Washington, D.C. 20510

Dear Chairman Roth:

Earlier this year, we introduced S. 1310, the Medicare Home Health Equity Act of 1999, .
which makes needed adjustments to the Balanoced Budget Act of 1997 (BBA) and related federal
_ reguiations to ensure that Medioare bansficlaries continue to have aocess to medically nécessary
home health services. As you prepere for Finance Commiftee action ott Medicarc later this year,
we would urge you to consider incorporating pmvxsmns ﬁ.'om 8. 1310 in the Chmrman § Mark,

‘ America’s home health agenmes provide mvaluable sezvices that bave ena.bled a gmwmg
number of our most frail and vulnerable Medicare beneficiaries to avoid hospitals and nursing
: homesandstnyjustwhemtheywamtobc in the comfmnnd samn'ityofthmr own homes.

In 1996 home health was the fastest growing component of Medicare spmding,
consuming one out of every eleven Medicare dollars, compared with one in every forty. in 1989
This rapid growth in home health spending understandably prompted Congress and the
Administration, as part of the Balanced Budget Act of 1997, 1o initiate changes that were :
intended to make the program more cost-effective and efficient. Therefors, there was widespread .
support for the provision in the Balanced Budget Act of 1997 which called forthe
implementation of a prospective payment system for home care. Until this system can be
xmglmted , home health agencies are being pmd aceatdmg to an “interim payment system,” or

- IP

- Intrying to geta handlc on costs, howcvcr, Congress and the Admxmsttanon mated a
system that penalizes efficient agencies and that may be restricting access for the very Medicare
beneficiaries who need care the most — the sicker seniors with complex, chronic care needs like
diabetic, wound care patients, or IV therapy paticuts who require multiple visits. According to a
recent survey by the Medicare Payment Advisory Commission, almost 40 percent of the home
health agencies surveyed indicated that there wers patients whom they previously would have
accepted whom they no longer accept due to the IPS. Thirty-one percent of the agencies :
admitted that they had discharged patients due to the IPS. These discharged patients tanded to be
those wnh ¢hronic care neodswho required a large pumber of visits and were expenswo to serve.

{3 PAINTED ON FUCYCLED MASGR
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' The Honorable William V. Roth, Jr..
Page2 ' . ;

i

Omnibus A jons bill di do & small s of relief for home
r’ "busAppmprlmonsbllldldprovldeasmaumawe me -
- health ;m ‘SWs are conoerned, however, that this prc?ow d not go far enough 0 m}nva

“sxperiencing. Wimesses expreased concemn that these problems arc inhibiting their ability to
deliver m-needed'ém?;tﬁcularly to chronically ill patients with complex care neecds. Some
agencies have closed because the reimbursement Jevels under Medicare fell so far shon_of their
actual operating costs. ‘Others are laying off staff or declining t0 sccept new paticnts with more
sevious health problems. Moreoves, the financial problems that home health agcngi_es have been
experiencing have been exacerbated by a aumber of new regulatory requirements 1gxposed by
HCFA, including the implementation of QASIS, the new outcoms aod assessment information
data set; new requirements for surety bonds; sequential billing; IPS overpayment recoupment;
and a rew 15-minute increment home health reporting requircinent. : ‘

. The legislation we have introduced, S. 1310, the Medicare Home Health Equity Act, is
cosponsored by a bipartisan group of 21 of our colleagues. Among other provisions, the bill :
eliminates the automatic 15 percent reduction in Medicare home health payments now scheduled
for October 1, 2000, whether or not & prospective payment system is enacted. When the
Balanced Budget Act was enacted, CBO reported that the effect of the BBA would be 10 reduce
home health expenditures by $16.1 billion between fiscal years 1998 and 2002. CBO's March
1999 revised analysis estimates those reductions to exceed §47 billion — three times the
anticipated budgetary impact. A further 15 percent cut would be devastating to cost-efficient
providers and would further reduce seniors’ access to care. Moreover, it is unnecessary since the
budget target for home health outfays will bs achieved, if not exceaded, without it. -

- ~ The legislation will also provide supplemental “outlier” payments to home health
- agencies on a patient-by-patient basis, if the cost of care for an individual is considered to be
' significantly higher than aversge due to the patient's particular health and functional condition.
~ This provision would remove the existing financial disincentive for agencies to care for patients
with intensive medical needs who, according to recent reports issued by both the General
- Accounting Office (GAO) and the Medicare Payment Advisory Commissiop (MedPAC), are the
individuals most at risk of losing access to home health care under the IPS. : :

- The current IPS unfaitly penalizes historically cost-efficient home health agencies that
bave been most prudent with their Medicare regsources. Our legialations builds on reforms in last
year's Omnibus Appropriations Act by gradually raising low-cost agensies’ per-beneficiary
limits up to the national average over three yeuars, or until the new home health progpective

- payment system 1is implemented and IPS is terminated. o . :
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The Honorable William V. Roth, Jr.
- Page3 : :

s tota : al ir por+be eﬁcinrylhnits.agencics .
T dacmasetotalcostsmordcrtoremmnundeuhcgrperherf Ic
have mio gignificantly reduce the mumber of visits to pat}enrs, wh‘mh has, in turn, inx’xeesesiﬁxe
cost of each vigit. ImpleinmtaﬁoaofOASIShasnlsoaigmﬁmﬂygm:easqdmes per-vigit
" costs. Thmfme.thelegislaﬁonwinmmmtheIPSpebwsitwsthmnﬁpm106m 108 percent
of the national median, - D

B Other provisions of the legislation will: extend the current IPS overpayment recoupment
period from one to three years without interest; revise the surety bond requirement for home
health agencies to more appropriately target fraud; climinate the }5-minute incremental reporting
. requirement; and maintain the Periodic Interim Payment (PLP) program through the first year of
implementation of the prospective payment systam to ensure that such a dramatic change in
payment systsms does not create new cash-flow problems for these agsncies, :

The Medicare I-Iome Health Equity Act of 1999 will ﬁmvi&e a measure of finaricial and
- regulatory relief to beleagucred home health agencies in order to ensure that Medicare
beneficiaries have access to medically-necessary home health services, and we encourage you to

include the provisions of the legislation in the meastre that will be marked up by the Finance
Committoe later this year. . - S , -

 Sincerely,

Susan M. Collins

Christopher S. Bond
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ang its proposed implementing regulations, on oue nation’s nursing homes and the Madiosre
baneficiaries they serve,

Unfortugately, it was imposaible o foresee all the possible unintendad effcets implementation of the
BBA would have on particular categorics of care availabls 1o Medicare bencficiaries.

‘Wa believe the growing crisis in the mraing home induatry svwans, hmm&wlmmoﬁhc
BBA. If steps ara not taken to yrprove selmbursement during the trmsition o & prospective peyment

. Syttem (PSS) meMWﬂmMMWWwb&Wmm
may close, acocse msy be reduced, and quality may decline, This alearly is not Whist wad intended

when the BBA passed.

The Administration has the sbdlity to address some of these concerns by revizing its reguladons that

corrently sy he contributing to the problam, and by msking every offort Lo easure thit the transition to
2 prospectiva payment system does not ultimately hom patients. We would lke to work with youts
eddress this matter in Whatever manaeyr {5 appropriate, :

Sincerely,

\,,u/

w(\
i \,\\‘_’ *

T ————_ 5, | —
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Rited States Soate

WASBHINGTON, DC 20510

May 19, 1999 :

The Honorable Donna Shalala _ ' |
Secretary - : A ,
U.S. Department of Health and Human Sarvices

200 Independence Avenue, SW

Washington, DC 20201

Dear Mada:'oz Secretary:

We are writing to express our dsep concerns about the growing crisis in the nucsing home
industry. We are concerned thet payment rates for Skilled Nursing Facilities (SNFs) are

well below the levels envisione’ by Coagress, and this reduction in payments could
seriously erode the quality of cure mﬂable to our seniars.

_The Balanced Budget Act of 1597 (BBA) bas produced s number ofposmvc results, We

Hie a balaticed budget, and Mudicare’s  eolvency has been extended by many years.

However, it should not come a< 2 suxpr‘ se that imaplomenting complex legislation such as
the Medicare prcv:szons in the 3BA is producing some unexpected and undesxrable
consequencss in cermain sectors

In particular, we believe that ths regula;jons implementing the SNF payment changes

may reduce rates substantially inore than was intended and prcnectcd at the time of
enactment. [FHCFA does not riwise the regulations, we fear we will soon see closings of
favilitics, Jayoffs of dedicated cire-gi ivers, teductions in access 10 SNF services, and

erosion in the quality of care. H

We urge you to use your authoiity to revisit the regulations to ensure the transition to the
new prospective payment syste:n (PPS) does not harm beneficiaries with unnecessary
reductions in paymcnt rates the. go beyend what any of us anticipated. In particular, we
would urge you to revise the :cvulahom; to reflect the needs of medically complex
patients, particularly their nced far non-therapy ancillary services.

V
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We know you share our comumi:ment to ensuring that elderly and disabled Medicare
beneficiaries receive the highes: quality care. We would like to work with youina
bipartisan feshion to address this impendling crisis in whatever manner is appropnatc

e

ete 'V, Domenisi

7M

é)g_%: Aot »

Sincerely,

mu%

4%44““““
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Boxer

Voinovich

DeWine

Collins

Sessions

Brownback

Shelby
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oo Democrat
=5 Bingaman
Bunning =
Bennett Wyden Zo
= Durbin
Grams =y
Crapo s
éémpben o
Cochran s
Warner i
o Levin
Hutchinson 2
Santorum =
McComnell it
Frist =
Specter Hollings
Lott i
Jeffords Torricelli
e Murray
Hatch i
o Feingold
= Mikulski
s Kennedy
Askcroft o
Bond Wellstone

TOTAL P. 18
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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 of the program and extend the life of the Trust
Fund, include a new prescription drug benefit, and give Medicare the ability to use pnvate
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.

v 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 smooththe
implementation of some of the 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 of funding 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 of the 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 including moderated provider payment reduction
policies beginning in 2003 through 2009. These policies will help preserve and protect
Medicare for the future and extend the life of the trust fund. There are no provider
payment reductions for physicians in the plan. :

> The President's FY 2000 budget/legislative program, which was submitted in February -
1999, contains a legislative proposal for a budget-neutral technical amendment do fix a
number of problems with the physician sustainable growth rate (SGR). The SGR is a
" target rate of growth for Medicare physicians' services which was legislated in BBA..

r The problems and solution are highly technical. As a result of some design ﬂaws,
Medicare updates for physicians' services are expected to oscillate between large increases
and large decreases. In addition, there is a problem since the SGR cannot be revised to

correct for estimation errors.
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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 updates were lower than what they would have been by at least 1 percent in each
year if we corrected for projection error. The HHS General Counsel has indicated that we -
camnot 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 of the Medicare program by bringing private sector expertise to the Health
Care Financing Admlmstratxon

o The plan includes a strategy to assess HCFA’s personnel needs and plans to submit
legislation to waive some Federal personne! rules to ensure the proper expertise, if
warranted.

’ The plan also includes a number of public/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 of overall 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 commumcauon and consistent application
of pohczes nanommde
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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 of the program and extend the life of the Trust
Fund, include a new prescription drug benefit, and give Medicare the ability to use pnvate
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 of some of the more severe provisions of the BBA '

- These changes will help ensure beneficiary access to qualify care while maintaining the |
discipline of the 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 interest. Currently, home
health agencies are provided with one year of interest-free extended repayment schedules.
This will alleviate cash flow problems some home health agencies are facmg 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 interim payment system will npot be an
obstacle to agencies obtaining surety bonds. Also, agencies will be required to obtam
bonds of only $50,000, not 15 percent of annual agency Medicare revenues as was
proposed earlier.

> The President’s plan would create a set-aside stream of funding 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 of the entire reform plan, but its uses are not
specified. We want to work with Congress Congressional advisory commissions,
provider and beneficiary groups to determme 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 modemnizing
management of the Medicare program by bringing private sector expertise to the Health
Care Financing Administration.
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'»  The plan meludes a strategy to assess HCFA’s personnel needs and plans to submit
legislation to waive some Federal personnel rules to ensure the proper expemse if
warranted. ~
» - The plan also includes a number of public/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 of overall management, Medicare coverage policy, and the Medxcare
- beneficiary educatlon campaxgn

> Finally, the plan mcludes a strategy to re-engmeer the relanonshlp between HCFA’s
central and regional offices to ensure unproved commumcatuon and consxstent apphcatxon

of pohmes nationwide.
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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 of the 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 mclude savings from prowder
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 of some of the 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.

»  Specifically, for SNF PPS,

« - we know that there afe 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 in the Medicare population.

. HCFA has also asked the HHS Inspector General's office to interview hospital
dlscharge planners about whether they are having dxﬁiculty placmg beneficiaries in
nursing facilities or home health. ‘

> The President’s plan would create a set-aside stream of funding 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 of the 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 responsxble way.

r In addition to payment reforms the President’s plan includes a strategy for modennzmg
management of the Medicare program by bnngmg private sector expertise to the Health
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Care Financing Administration.

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

» The pian also includes a number of public/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 of overall management, Medicare coverage pohcy, and the Medicare

5 beneﬁczary education ¢ campmgn

> Finally, the plan mcludes a strategy to re-engineer the relationship between HCFA’s
' central and regional offices to ensure improved communication and consistent application

of pohmes nationwide,

TOTAL P. 87
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FAX TRANSMISSION
HEALTH CARE FINANCING ADMINISTRATION ~
Office of Legislation
Washington, D.C. 20201

202-690-5510
Fax: 202-890-8168

To: 'Chx‘is Jennings o Date: Juhe, 23, 1999

Fax #: 456-5557 ‘ Lo - Pages: 4; including this cover sheet.
From:  lulie Salz I

Subject: MedPAC Testimony on Ernst & Young and Lewin reports, HCFA q&a

COMMENTS:

 Per your request to Bonnie
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At the sarﬁe time, MedPAC recognized severa’i factors pdinting to the need for caution in
speézfymc future— ‘L.lpda[eb including emerging evxdencc that the decade long trend in rising case
mix comp!ex:ty, which automat;cally increases PPS paymenrs may be mbsxdma We also
quqsrioned‘whether‘the unusually low rate of hospital cost inflation observed in recent years can

. be Sustainied without adverse effects on quality of care. With these factors in mind, we
concluded that the operating update for FY 2000 enacted in BBA—1 8 percentage points less
than the increase in HCFA’s operating market basket index—will provide reasonable rates. - :

(Under cunjént forecasts, that would be an update of 0.9 pcrcent.) MedPAC’s recommendation

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

the site of care. S : ‘
' ' B ' &(ffm-k, F”lanfc (0"’0‘!! Free J
‘@{“’(Mcn i _
WQH,&C . LA | - Jore

Since MeciPAC made its recommendation in I;/Iarch, the Eospital industry has issued
several reports prbjecting the impact 'of the BBA on hospitél revenues and margins. ’I‘hése
reports contain new projections but no new déta. “In response to conércssi%al requests,
MedPAC staff 'ha\.re. analyzed these studies and found that all of them ﬁroject a more ad\"cr‘;sc

impact of the BBA than we believe to be the case. Some present a particularly inaccurate picture

of the impact in 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 National
e SR s S

-

Hospxtal Panel Survey suggest that when complete Medicare cost report data bccome avallable

we will agam see a decline in Medxcare cost per d1scharge for FY 1998, the ﬁfth year in

succession.

B N U L UM T AN Ty "N S s s T
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Although we believe that these reports overstate to.some degrec the impact the BBA will

have on hospital margins, the overall direction of that impact is correct. The law has thus

reversed a six-year trend of Medicare payments rising more rapidly than the costs of treating

F.hasug

Megdicare payments. But changes in total margins also reflect developments in the private sector,

where HMOs and other payers have continued to exert strong downward pressure on hogpital
revenue flows. As Medicare tightened its payment policies in 1998, the combined pressure on
revenues has caused the financial distress that hospitals are currently experiencing.

i

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

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

at Medicare payment policies will impose on hospitals but not as a prediction of what will.

tha
—_ : : S
occur. Evaluating whether those responses affect quality and access to care will be just as
— : —
he changes

important as measuring financial performance. MedPAC has seen no cvidence th%

or access in the inpatient sector, but we.will continue to

'

to date have affected either quality

e

monitor developments. -

Outpatient hospital services

-

..dy 9ddiﬁon to changes in payments for inpatient services, the BBA also enacted major changes in
- Medicare’s payments for services provided in hospital odtpatient,depa_rtments. It eliminated the
_ so-called formula-driven overpayment under wliich Medicare’s payments did not correctly take

into account the effect of beneficiaries’ cost sharing and extended the reduction in payments for

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

A.  HCFA is still in the process of analyzing both the Lewin and Emst & Young
studies, However, after a preliminary review, HCFA believes that therc are many
methodological problems with the studies. As you may know, MedPAC released
an analysis of the Emst & Young report that also questioned the methodology
used. We will to' continue to evaluate these studies and keep you abreast of our

progress.

s
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WHAT THE PRESIDENT’S MEDICARE REFORM PROPOSAL DOES FOR
HOSPITALS .

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

INCREASES PAYMENTS THROUGH 2002

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

o 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.

s Delay of volume control mechanism. Because the new prospective payment
system provides hospitals with a fixed 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.

e Slow transition to the prospective payment system for outpatient services.
We are considering implementing a three year transition to this new system 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.

- B. PROPOSED LEGISLATIVE ENHANCEMENTS

e 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.



e 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 ard
beneficiary groups to identify which BBA policies have produced major access

~ and quality problems for beneficiaries and will develop with Congress §peciﬁc
policies that address problems in a fiscally prudent way.

3. MODERATES BALANCED BUDGET ACT 1997 SAVINGS PROVISIONS AFTER -
2003 A -

e 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 if BBA had been extended as suggested by the Medicare
Commission — 4.3 percent as opposed to 3.8 percent.

I
3
V

»> 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 risk 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 REF ORM PROPOSAL ON
HOSPITAL SYSTEMS

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

INCREASES PAYMENT FOR 2000 THROUGH 2002

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

; Delay of hospifal transfer policy

e Delay of volume control mechanism

¢ Slow transition to the prospective payment system for outpatient services
.B. PROPOSED LEGISLATIVE ENHANCEMENTS

e Direct payﬁents to disproportionate share hospitals beginning in 2001

e Included $7.5 billion quality assurance fund

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

- e No new cuts for hospital outpatient departments
e No new cuts for disproportionate share hospitals
e No new cuts for nursing homes

e No new cuts for home health providers

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 HospitalGroups 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, Partners Health Care System, and the
American Assomatlon 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 / 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 / or 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 shoit term BBA

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 supportive
— or at least less critical ~ of the President’s Medicare reform proposal. Clearly, their first priority
continues to be relief from HCFA’ 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 commitments
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 our 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, HCFA, GAO, and MedPAC continue to believe that
there is very little evidence to suggest that the reduction in Medicare payments can reasonably
linked to any financial difficulties that the hospitals are currently facing.)

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



- TALKING POINTS

- o 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. '

e In fact the $295 billion tax cut demgned by Senate Finance Committee Democrats ©
significantly reduced the Medicare commitment. In the absence of a very strong push -back
from 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. o : .

o [ raise this because we have three Medicare funding priorities that are at risk, two of which
are likely to be priorities of your own. If we 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 sec Medicare cuts that'meet or exceed those in the BBA as the baby boomers retire.

.o 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 Sénator
Roth and especially from Congressman Thomas to clarify Conglessmnal mtent 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
of the surplus to Medicare, provides no provider relief from BBA 1997, assumes a:straight

- extension of BBA 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 meeting 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 REIMBURSEMBNT
UNDER THE BALANCED BUDGET OF 1997

JUNE 29, 1999
REMARKS BY THE PRESIDENT ON STRENGTHENING MEDICARE

~ “And to make 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 CONTERENCE

“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 hospltals 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

C 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 | ' E

C PRESIDENT CLINTON’S REMARKS ON WOMEN AND MEDICARE

“I hen the next year we did the Balanced Budget Act and it has worked superbly. The orﬂy
. problem with it is that the Medxcare cuts were too burdensome on certain groups, and we are

" trying to fix that.”
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LEWIN/AHA TALKING POINTS

@oo1/001

The Lewin/AHA analysis uses total hospital cost data from the AHA survey. This data

includes costs Medicare ‘ ivate rooms, telephones, cafeterias,

the Lewin analysis, the 4.4% loss would be a 2.2% profit if Medicare audited data were

parking lots, etc. The difference is about 6.6%. So even accepting everything else about

used for all hospital cost centers. This difference in interpreting costs directly raises the
iSsuzof whether Medicare should be paying only the costs of its panents or sharmu 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 MEDPAC has presented data that Medicare costs per case have

declined for an unprecedented fifth year in a row. IfMedlcare COStS per case are declmmg

750 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 Gutterman, 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 r: ins for 2002 i5 1.5% to 4.5%.

margin is in fact achieved it w0uld be the highest hospital total margm hlstoncally except

for one or two years.

If the 4.5%

Hospital Outpatient losses are driving the overall losses in the Lewin/AHA analysis. By
law we pay only 95% of hospital 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 OQutpatient services large net losers and inpatient services larger net winners,

distorting the discussion of how to pay individual services.

SNF and Home Health services are also projected as net losers in the LewivAHA:

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. If this were not

true in the mind of the hospital CEO, these lines of business which were created in the last

decade when they were cost-reimbursed and hospital inpatient DRG payment were fixed,
can be dropped by the hospital. The GAO has told us there has been no loss of access to

services by Médicare beneficiaries because of the recent decline in home health agencies.
If hospitals drop unprofitable services, we Would need to know if this affects bcneﬁcxary

aCCess.

e Lewin/AHA analysxs is a static pro;ecnon It does nox agg;g_unt for any addxtmngl cost

utfing activities hospitals can engage in to o remain_profitable
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Wnited States Senate

WASHINGTON, DC 20510

: June 1§, 1999
Naticy-Ann Min DeParle :
Administrator
Heaslth Care Financing Admm:smuon
. 200 Independence Avenue, S.W,
Room 314G
Washington, D.C.

Dear Madame Administratar:

We are concerned about the Deparcment’s Notice of Proposed Rul:makmg (NPRM)
for the implementation of the outpatient prospecnve payment system (PPS) enacted in the 1597
- Balanced Budger Agreement (BBA).

With the encouragement of Congress, HCFA, seniors’ repregentatives and providers
cooperatively developed the outpatient PPS policy. The new policy was designed to address a
longstanding flaw in outpatient payment policy and to gradually rationalize Medicare’s outpatient
copayments, without imposing unmanagesble outpatient payment cuts on hospitals. This policy
change was accorplished in the Balanced Budget Act, which contained a $7.2 billion outpatient
payment reduction. No addirional paymenr reducrions were contemplated, analyzed or scored.

We strongly support the outpatienr PPS approach. However, HCFA’s proposed rule
contains an additional, unintended 5.7 percent "across the board” reduction in paymeats to hospiral
outpatient dcpamnem:s. This $850 million per year reduction represents a misinte:pretation of :
Congressional intent and threatens the integrity of a broadly supported comprormsc Tortal outpatient
hospital payments were 1o be budger aeurral to a clearly identified new baschne ins the Iaw No
additional reduction was contemplated.

Congress clearly intended that these changes to outpatient copayments be achieved on
a budger-neutral basis - the ideatical language that originally passed the House and the Senate clearly
precluded any payment reduction for this policy. While a minor technical drafting change in the
Conference agreement resulted in confusion over the outpatient paymeat formula, we believe the
Department has the flexibility under the statute to zmplcmcnt Congress’ clear intent.

- We urge that HCFA nat 1mplement an ourtpatient PPS rule which is mcons:stent with
Cangmsxond intent. :

~
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Medicare Legislative Ideas Suggested By Provider Groups

npatlent ﬂg E

@

(®)

(c)

Change. mdnrcct medical education (IME) add-in payments to 6.5 percent for the last 6
months of FY 2000 (instead of 6.0 percent) and for all of FY 2001 (instead of 5.5 percent).
Current law LME add-on payments of 5.5 percent would begin with FY 2002, -

5-year (FY 00-04); $1.5bil 10-year (FY 00-09): $1.5 bil

Effective for portions of cost reporting periods occurring on or after April 1, 2000, pay
hospitals 100 percent (instead of 60 percent in FY 2000 and 80 percent in 2001) of the
direct graduate medical education when a Medicare+Choice enrollee has a dlscharge from a
teachmg hospital.

5-yeat (FY 00-04): 0.8 bil 10-year (FY 00-09): $0.8 bil |

Maintain the DSH reduction at 3 pércem 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): $0.4bil . 10-year (FY 00-09): $0.4 bil

Hospital Qutpatient Departments (OPDs)

(a)

(b)

Implement a transition to the OPD prospective payment system (PPS) by establiéhing a floor
on OPD payments for the first three and a half years of the new system (7/1/00 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 formula-driven overpayment a hospital may have
received) with the actual payment to cost ratio for the adjustment year. If in any of the first
three and 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 to 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 of their 1996 ratio of payments to
costs. In 2002 and 2003, the percentages would be 85 percent and 80 percent réspectively.
An'interim payment policy would be established so that hospitals would not have to wait
until settlement of their cost report to receive a benefit from this transitional policy. After
each year, adjustments would be made based on the actual payment to cost ratio calculated
on the basis of cost reports.

S-year (FY 00—04): $1to15hbi 10-year (FY 00-09). $1to 1.5 bhil

Eliminate the 5.7 percent impact of the OPD PPS on hospitals, effective when PPS is
implemented. The copayment amounts that beneficiaries would pay would remain
unchanged and be based on 20 percent of median charges. Medicare program payments
would increase to account for the entire 5.7 percent increase in payments to hospitals,
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i

S-year (FY 00-04): $6 bil ($4.5 bil net)  10-year (FY 00-09): $16 bil (312 bil net)

Home Health: o
(3  Eliminate the reductions, established by section 5105(d) of OCESA, in the home health

(b

(©)

market basket increase of 1.1 percentage points for each of fiscal years 2001, 2002 and
2003. (Note: The reduction for FY 2000 would remain.)

S-year (FY 00~04); $1.5 bil 10-year (FY 00-09); $5.0 bil

Eliminate all of the scheduled 15 percent reduction in the home health per visit cost limits
and per beneficiary limits in effect on $/30/00.

5-year (FY 00-04); $8.5bil - 10-year (FY 00-09): $25 bil

Eliniina_te 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 bil 10-year (FY 00-09): $12.5 bil

Skilled Nursing Facilities:

(@)

O
59 ol

o

\yfb

S

(d

Allow SNFs to elect to receive the full Federal rate (i.e., go to the full SNF PPS), eﬁ‘ectwe
beginning 60 days after enactment.

5-year (FY 00-04); $0.5 bil 10-year (FY 00-09): $0.5 bil

Effective 30 days after enactment legislation, exclude certain specified items and services
from consolidated billing (chemotherapy, chemotherapy administration, radioisotopes, and
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
would submit a bill to the carrier for such items and services. :

S.year (FY 00-04): $O.1bil ~  10-year (FY 00-09): $0.2bil '

Effective for services furnished beginning 4/1/00, increase the Federal portion of per diem
payments by 1 percent for 6 specified RUGs II groups (for extensive and special care).

The RUGS covered are; SE3, SE2, SE1, SSC, SSB, and SSA. This policy would be
effective until the Secretary refined RUGSs 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 additional costs of it would be included in the SNF expenditure base for the
refined RUGs.

5-year (FY 00-04). $0.3 bil 10-ygar (FY 00-09): $0.9 bil

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 10-year (FY 00-09); $2.0 bil

(¢)  Increase SNF payments for 15 RUGs by specified dollar amounts add—ons. The add-on
payments would be permanent and increased annually by the SNF market basket.

5-year (FY 00-04): $9 bil 10-year (FY"00-09): $21 bil
(D Effective for services furnished on or after April 1, 2000, increase SNF payments for all

RUGs by 3 percent (which is equal to elimination of the | percentage point per year
reduction in SNF market basket used to update FY 1995 base data for the SNF PPS to the

FY 1998 starting point of the PPS).
S-year (FY 00-04). $2.5bil 10-year (FY 00-09): $6 bil

(5)  Therapy Caps | _
(a) Increase each of the 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 wou]d remain at
$1,500 during 2000 and be mcreased to $2,000, effective 1/1/01. ~

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

"(b)  Create a third therapy cap, separating speech and physical therapy with each having a limit
© of $1,500 per year, effective 1/1/00.

S-year (FY 00-04): $0.7 bil (30.5 bil net) 10-year (FY 00-09): $1.9 bil ($1.4 bil net)
(c) Repeal BBA prdvision, effective 1/1/00.
S-year (FY 00-04); $4bil ($3bilnet) - 10-yoar (FY 00-04). $10 bil (S7.5 bil net)

(d)  Create exceptions from the cap.

5~yea.l" (FY 00-04): $4 bil (33 bil net) 10-year (FY 00-04): $10 bil (87.5 bil net)

TOTAL P.e4



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 mamtammg 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 HCFA to extend this “transfer policy” to additional diagnoses after October 1,
2000. To minimize the impact on hospitals, extension of the transfer pohcy 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 hospltals 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 of options 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 deﬁmtwe statement
on administrative actions until after the 1mplementmg 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 including: (1)
- increasing the time for repayment of overpayments related to the interim payment system from
one year to three years, with interest. Currently, home health agencies are provided with one
year of interest free extended repayment schedules; (2) 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 to the interim payment system w111 not
be an obstacle to agencies obtaining surety bonds; (3) following the recommendation of the
General Accounting Office by requiring all agencues to obtain bonds.of only $50,000, not15

~ percent of annual agency Medicare revenues as was proposed earlier; (4) ehmmatmg the A
sequential billing rule as of July 1, 1999. Many homie 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 implementing
the requirement that home health agencies report their services in 15-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 flow 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 and 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 mmultaneously
assures appropriate payment and access to hxgh—quahty health care.

C



BASIC INFORMATION ON THE SUSTAINABLE GROWTH RATE SYSTEM

Q:
A

200

What is the Sustainable Growth Rate (SGR)?

Medicare payments for physicians' services are updated annually by HCFA. Payment
rates are based on a relative value scale system that reflects the physician work, practice
expense and professional liability insurance costs involved in each service. The relative
value for each service is multiplied by a dollar conversion factor to establish actual
payment amounts. 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 of BBA 1997. Under the SGR, a target rate of spending
growth is calculated each year. Physician payment updates depend on whether actual
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 spending, then above-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.

i

- How is the SGR calculated?

The SGR target rate of spending growth is determined by four factors:

» Percent increase in payments for physician services before legislative adjustments
(market basket); : . :
Percent increase in Medicare fee-for-service enroliment;
Percent increase in real per capita gross domestic product (GDP); and

» Percent increase in physician expenditures due to legislative and regulatory factors.

The calculation of the SGR for any given year is based on p‘xojei:ted values, s0 updates
may be higher or lower than they would be if later data were used.

i

What was the target grbwth 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. ' o

What is the §roblem with how the SGR is calculated?

. The SGR is based on the HCFA estimate of the four factors that determine allowable

spending growth. If HCFA estimates inaccurately, the payment updatez:x wil'l be eithe{ too
high or too low, However, HCFA believes that it does not have the legl§lauve authority .
to correct projection errors once actual data becomes available. In addition, ‘because the
SGR system is cumulative, any projection errors that are left uncorrected wﬂ'l carry over
from year to year. In addition, because physician payment updates are established on a

YVI QO'CT QR /DT 70N
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- I do not know the HCFA/OMB positions on this proposal.

- calendar year basis, SGR targets are established on a federal fiscal year basis, and

cumulative spending (used to calculate the SGR) 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
million in 1999. : '

What changes would AMA like to see to the SGR?

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

'HCFA should Bcgin 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 -
AMA believes that HCFA has the administrative authority 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, HCFA has submitted a
legislative proposal that would provide it with the authority to prospectively adjust the
payment rates based on the actual data. The HCFA legislative proposal does not include -
the retrospective payment adjustment the AMA wants.

Congress should take action to stabilize the payment updates under SGR by calculating
the SGR and the update adjustment factor on a calendar year basis. Projections show the
SGR formula producing alternating periods of maximum 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 a federal 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 all be
consistent and calculated on a calendar year basis to attempt to restore some modicum of
stability to the SGR system. HCFA and OMB agree and have developed a legislative

proposal to address this problem. (  DesON <5 "?_‘ \ ./i\‘\ \ \j\j‘l

Congress should revise the SGR to include a factor of growth in the GDP for
technological advancement. AMA argues that the invention of a 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 SGR
should be set at GDP + 2 percentage points to take into accoun echnological innovation.
1

Congress should consider an approach to setting a growth target that takes into account
site-of-service changes, 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 technologyi changes
in the composition of enroliment of beneficiaries under the fee-for-service Medxcar:e.
program and shifts in usage of sites-of-service. I do not know the HCFA/OMB positions

on this proposal. q
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The Haonorable Trent Lott
Senate Majority Leader
S-207, The Capitol
Washington, D.C. 20510

Dear Trent:

As we continue to make progress on the appropriations bills
for FY 2000, I wanted ta alert you to several items that should be
addressed this year with regard to the Finance Committee.

As you know, the CBO projected a $14 billion on-hudget
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 amount for FY 2000 be
reserved for the follawing items this fall,

. tenders - $2.2 billion. Bxtension of tax provisions
that expired in 1999 must be addressed. My preference is ta
pass the identical provisions that were included in the :
conference report to accompany H.R.2488, which included a
five year extension of many of the provisions.

2. Alternative Minimum Tax (AMT) - $1 billion. The

AMT for individuals should be corrected in order for millions
of Americans to take advantage of numerous tax credits such
as the 3500 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

mterfere with these credits. We provided AMT relief for one

year in last year's omnibus appropriations bill. We need to
extend this relief this year as well. -

|
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Sev::ral IR
changes to the Balanced Budgct Act. of 1997 ghould be made this
fall to alleviate the umntended conscquances of certam Medtcare
provisions bf the BBA 97 .’ Lo o

N
i

I believe it is desirable that these three items, be. add:essed

1 : before Congress adjourns for the year...In ;addition, several 1:rade
1 extenders should be addressed this year such as the GSP and TAA. -

) : Also, 2 minimum wage/small business tax package could:be | .

considered. As you may know, a limitad number of : non— '

controversial pay-fors are avaﬂable to offset these additional 1tems. .
. My staff and I are availablc to discuss any of thess issue‘zg“*' Wi,

with you in our effort to resolve these Finance Comnuttee mattels

with regard to trade, tax and’ Medmaw nccds, I

S . N
H P

Smcerely, R .
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The Honorable Trent Lott
Senate Majority Leader
S-207, The Capitol
Washington, D.C. 20510

Dear Trent:

As we continue to make progress on the appropriations bills
for FY 2000, I wanted to alert you to several items that should be
addressed this year with regard to the Finance Committee.

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 ipproximately $4
billion. It is important that this $4 billion amount for FY 2000 be
reserved for the following iteins this fall.

Tax Bxtenders - $2.2 billion. Exteasion of tax pmwsxons

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 inciuded a: -
five yca:r ext.ensxon of many of the previsions. »

Alterpative Minimum Tax (AMI) 51 b;ll;g n. The

AMT for individuals should be corrected in order for millions
of Americans to take advantage of numnerous tax credits such
as the $500 per child wx credit, HOPE scholarship credit, and
the depcndem care tax credit. We promised these benefits to
‘middle income farnilies and we should not let the AMT
interfere with these credits. We pravided AMT relief for one
- , year in last year's omnibus appropriations bill. We need w
~ extend this relief this year as well. -
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3, Medicare BBA 97 Changes- 31 to $1.5 billion, Several ’
chianges to the Balanced Budget Act of 1997 should be made this
fall 1o alleviate the unintended consequences of certain Medicare
provisions of the BBA 97. ‘

I believe it is desirable that these three items be addressed
before Congress adjourns for the year, In addition, several trade
extenders should be addressed this year such as the GSP and TAA.
Also, a minimum wage/small business tax package could be

- considered. As you may know, a limited number of non-
controversial pay-fors are available to offset these additional items.

My staff and 1 are available 1o discuss any of these issues
with you in our effort to resolve these Finance Committee matters
with regard to tradc tax and Medicare needs.

Sincerely,

_ N Williaﬁ . Roth, Ir.
Chairman
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C, 20503

October 18, 1999

THE BIRECTOR

Honorable Wiltiam M. Thomas : . ' S . -
Chairman, Subcommittee on Health
Committee on Ways and Means
~ United States House of Representatives
Washington, D.C.

DLdt Mr CI ralrman:

['am writing to respond to your request regarding how the Administration would sbore the
attached language clarifying Congressional intent on the outpatient prospective payment system
(PPS) enacted in the Balanced Budget Act (BBA) ‘ . ; ‘

%
i

As you know, the outpatient PPS was intended to rationalize outpatient payment policy.
The intent of that legislation was to correct a flaw in 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 inipose an additional reduction in aggregate payments to hospital outpatient
departments. No such reduction was contemplated when the BBA was 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 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. T he attached
draft language would clarify the law and assist in carrying out the mtent of Congfess

The Administration would not score the dralt language, which would not modify Lhc
statutory provision, since it would only clarify the intent of Congress. Under the Budget -

B nfomcmum Act, legislative action is scored only when it changes current law. Findings.or

clarifications by Congress do not change the law and do not wsult tn scoring. Weare not aware of
any cases since enactment of the Budget Enforcement Act 1990 where findings or clarifications
by Congress were scored.  Therefore. the attached language. i umuui would not bu scored by
the Oftice o[ Management and Bud“u

Smcerelyv,

l(\’

I)n‘cx;un'



S_EC._W.IN'I"IEN'F"IQN REGARDING BASE AMOUN”I“S [N APPLYING THE
HOSPITAL OUTPA'!‘HZN"I‘ P]'{(')Sl’l;;iCl‘[VlE PAYMBN"I“ SYSKI“IEMA—\)\/itll respect (o
determining the amount of copaymc%nts described in pamgrap‘lvl (H)A)X1) of’subsect;imj
1833(t) of the Social Security Act, as added by séétion 4523(21} of Balanced Budget
Actof 1997', Congiess finds that suéh amount should be d‘eterm.incd without regard to
such sub_sectioﬁ and c.‘iau'i!‘.ics that the Seéret;u‘y of Healtly énd Human quices has thce‘
authority tfg) cieterminc such aﬁmunt withdut ;‘cgal.‘d-to such subsection, and that the base

‘
R

amounts to be calculated under paragraph (3)(A) not reflect any reductions in aggregate

payments to hospitals for covered OPD setvices.



THE WHITE HOUSE

WASHINGTON

October 19, 1989

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 strengthening
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 loock forward to
working with you toward that end. !

In 1997, the Medicare trustees projected that Medicare would
become 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) included some policies that are flawed or have
had unintended consequences that are posing immediate problems to
some providers and beneficiaries. In addition, the program faces
the long-term demographic and health care challenges that will
inevitably result as the baby-boom generation ages into Medicare.
As we worked together in 1997 to address the immediate threat to
Medicare, we must work together now to address its short-term and
long-term challenges. ‘ '

Preparing and strengthening 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.
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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. 1In the
letter that you sent to me last Thursday, you also asked abgut
four specific issues related to payment for hogp%tgl outpatient
departments, managed care, skilled nursing facilities, and
disproportionate share hospitals.

Attached is a summary of the over 25 administrative actions
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. : . ' ' :

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 payménts
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.

With 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 systenm,
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 v
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,
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| ADMINISTRATIVE ACTIONS BY THE
CLINTON ADMINISTRATION TO MODERATE IMPACT OF THE'
BALANCED BUDGET ACT OF 1997 ON MEDICARE PROVIDERS‘

Cappmg hospltal btransfer policy at 10 DRGs for 2 years, through 02» ‘

?

i Now being
1mplemented

Stop administrative recoupment of DSH payments based on-unclear guidance

" Now being
implemented

* %k

Ehmmate the 5.7 percent néyment reduction resulting from draftsng problem in|
the Balanced Budget Act .

Under review

Delay implementation of the volume control mechamsm for 2 years whtch
would reduce payment reductions

Planned for regulation
éarly next year*

in the future

‘¥ | Moderate payment reductions for rural, cancer and other hospitals experiencing | Planned for regulation
large changes, in budget—neutral manner, in transition to prospectlve payment - early next year*
system (PPS) : P

v | Delay implementation of prespeetlve payment system for cancer hospitals until | * Planned for regulation
additional data are collected - early next year*

v .| Make technical refi nements to. the Ambulatory Payment Classrf" cation (APC) Planned for regulation
system early next year*

v Allow for temporary cost—based APCS for certam new technolog:es Planned for regulation
early next year*

v | Create addmonal APCs for certam high- ~cost dru gs (e.g., chemotherapy drugs) | Planned for regulation
early next year*

v | Create separate APCs to pay for blood and blood products Planned for regulation
éarly next year*

v Pay, at {east temporar:ly, for corneal tissue at acquisition costs rather than as Plahned for regulation
part of the payment for overall corneal transplant surgery early next year*

< | Eliminate use of dxagnostlc eodes in payments for medrcal Visits and reassess Planned for regulation

early next year*

case payment h aeuity“ea‘tients

implemented

NN

Exclude certain types of services furnished in hospital outpatient departments
from SNF PPS: CT scans, MRIs, cardiac catheterizations, emergency services,
major ambulatory surgical proeedures and radlatlon therapy

“Now being
: -implemented

Delay trackmg patlents and pro-ratlng payments

! Now being

:implemented

Provide for extended mternn payment system repayment schedules for © Now being
agencies. . " implemented

Postpone the requrrement for surety bonds untll Oetober 1, 2000 . Now being
' . implemented

Change surety bond requtrement to $50,000, not 15 percent of annual agency - ' Now being

Medicare revenues

“implemented




Eliminate the sequential billing rule

Will be implemented

v »
v | Phase in reporting of services in 15-minute increments

Will be implemented -

SI

Improve annual updates in payments for physicians’ services to correct for
erroneous projections through administrative actions

Under review -

ROVIDERS

Change the average wage t wreshold percentages so more rural hdspxtals can
reclassify ‘

Will be implemented

v | Use same wage index for inpatient and outpatient PPS

Planned for regulation
early next year*

v | Provide stop-loss protection in the transition to the outpatient PPS

Planned for regulation
early next year*

** | Modify Health Professional Shortage Area designations

Under review

Phase-in risk adjustment over a 5-year period Now being
: implemented

v | Extending EverCare frail elderly demonstration through 12/31/01 and exempt “Now being
from risk adjustment during this extension implemented

X | Phase-in risk adjustment over a 7-year period :

v | Improve beneficiary protections and access to information Now being
' ‘ "implemented

v | Ease provider participation rules ‘Now being

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

implemented

*Federal law 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 Representatwes
Washington, D. C.

Dear Mr. Chamnan:

[ am wntmg to respond to your request regarding how the Administration wouid score the
attached language clanfymg Congressmnal intent on the outpatient prospective payment system
(PPS) enacted in the Balanced Budget Act (BBA)

As you know the outpatient PPS was intended to rationalize outpatient payment policy.
The intent of that legislation was to correct a flaw in 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 payments to hospital outpatient
departments. No such reduction was contemplated when the BBA was 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 confusion over the
outpatient payment formula. The enactment of clarifying language on the subject would be most .
useful in ehmmatmg the conﬁlsmn caused by the technical drafting of the current law. The attached
draft language would clanfy the law and assist in carrying out the intent of Congress. '

‘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 change the law and do not result in scoring. We are not aware of
any cases since enactment of the Budget Enforcement Act in 1990 where findings or clarifications
by Congress were scored. Therefore, the attached language if enacted would not be scored by
the Office of Management and Budget

Sincerely,

acob J. Lew
Diréctor
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SEC._‘_.]LNTENTiON REGARDING BASE AMOUNTS IN APPLYING THE
HGS?ITAL OUTP.AT-[EN'.I PROSPECTIVE PAYMENT SYSTEM.-With respect to
déte_rmining thé an;ount of copayments described in paragraph (3)<A)(ii) of subsecs:tién
1833(t) of the Social Security A;t, as. added by section 4523(a) of ﬁalanced Budgfet

Act of 1997, Congreés ﬁn&s that such amount should be 'determined without regaf,d to

- such subsection and clarifies that the Segretafy of Health aﬁd Hmm Services has the
authority to deté;mine such amount without regard tQ such subsection, and that the basé
* amounts to be calculated under paragréiph (3)(A) not reflect any reductions in aggregate .

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:

t

HOSPITALS: GENERAL

Capping hospital transfer policy at 10 DRGs for 2 years, tlzrough 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 consxder whether further
postponement of extension to additional diagnoses is warranted. '

Stop administrative recoupment of DSH payments 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. .

T

HOSPITAL OUTPATIENT PAYMENTS

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 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. These include: = - :

Delay implementation of the volume control mechanism for 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. In 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). Delaying this
mechamsm would prov1de time for providers to adjust to the new system :



Moderate payment reductions for rural, cancer and other hospitals experiencing large
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 a spemﬁed threshold to protect
against such reductions.

Delay implementation of prospective 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 of PPS 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 data for assuring adequate payment for
these drugs. We believe that further outside reviews would delay the implementation of the
system and the planned reductions in beneficiary out-of-pocket expenses. '

Allow for temporary cost-based APCs 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 of APCs 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.
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Create separate APCs to pay for blood and blood products. Under the proposed fule? 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 APCs to.pay for blood, other blood products and’
anti-hemophilic factors.

Pay, at least temporarily, for comeal tissue at acquzs:tmn costs rather than as part of the
payment for 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.

. :
Eliminate use of diagnostic 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 ehmmatmg the
use of diagnostic codes in computlng payment amounts for the present

SKILLED NURSING FACILITIES (SNF) PAYMENTS

Increase payment for high acuufy patients. We will use administrative flexibility to mcrease
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 of services furnished in hospital outpatient departments from SNF PPS:
CT scans, MRIs, cardiac catheterizations, 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 of SNF 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 presént administrative
authorities, but believe that legislation is necessary to exclude these or other services (e.g.,
prostheses) categorically.



HOME HEALTH PAYMENTS

Delay tracking patients and pro-ratmg 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 systéem. We have developed a way to implement this
~ proposal under the prospective payment system that will allow fiscal intermediaries and HCFA
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 inferim payment system repayment schedules for 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 for surety bonds until October 1, 2000. We are postponing the
requirement for surety bonds until October 1, 2000, when we will implement the new home
health prospective payment system. This will help ensure that overpayments related to the
interim payment system will not be an obstacle to agencies obtaining surety bonds.

Change surety bond requirement to $50,000, not 15 percent of annual agency Medicare
reveriues. 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
of this requirement on their cash flows and this measure should alleviate these problems to a
large degree.

Phase in reporting of services in 15-minute increments. We are phasing in our instructions
" implementing the requirement that home health agencies report their services in 15-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 or returned claims,



PHYSICIAN PAYMENTS

Improve annual updates in payments for physicians’ services to correct for erroneous
projections through administrative actions. 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 of 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 hospital regulation
so more hospitals can be reclassified. h

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 take 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 EverCare frail elderly demonstration through 12/31/01 and exempt from 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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