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. December 9, 1996 

The Honorable Bill Clinton 
·The White 'House . 

1600 Pennsylvani~ Ave., NW 

Washington, DC 20500 

VIA FAX (202) 45S-2~1 


Dear President Clinton: 
I. 

On behalf of Project Inform, I urge you not to propose any cuts to the Medicaid program in your FY 
1998 budget. Project Inform i~ a national HNIAIOS research ancl tre~tment information/advocacy 
organization serving over 80,000 constituents through our hodine, publications, and national town 
meetings. We.are also a men;tber of the Emergen¢J Coalition o~ Medicai~. '. 

We greatly appreciate, your strong leadership last year in opposi"g Congressional attempts to 
reduce Medicaid spending and to eliminate entitlement status. As you kn~, Medicaid is a lifeline for 
people living with HIVIAIDS. The program,provides ba~ic health care services to 90% of all children 
with HIV dis~ase. and at least 40% of aU adults with AIDS. Reductions in Medicaid spending wolild 
'worsen the health of people living with HIV/AIDS by taking away: their guarantee to essential 
services, such as preventive care, prenatal care, and prescription medications. People with AIDS 
who lose Medicaid health coverage would be forced to seek more expensive care in hospital 

.. emergency rooms. . 	 .. 

.. 	 .... .. .. .. ... . . '. .. I 

With state's currently grappJing with implementing wetfare reform legislation; we feel that social 
... service and health organizations could not handle reduCtions in Medicaid spending or major policY 

changes. While we recognize the need for the Medicaid program to be reviewed. it must be done 
thoughtfully and With the needs of those living with life-threatening illnesses in mind. Please continue 
your role in pretectingAnierica's niost vulnerable citizens by opposing any efforts to cut Medicaid 
spending. . 

Sincerely, 

.~~~~ 
Anne Dormelly 
Public Policy Director 

6C: 	 SecrataryDonna Shalala· 

Carol Ra~o 


Franklin Raines 

Chris Jennings 
 ,I 

. Nancy Ann Min 

Bill White 

Patsy Fleming 

Jeffrey Crowley 
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December 9, 1996 , I 


ITht: l)l;c:siucllt ' 

TIle White House ! 


Washington, DC 20500 

I 

I 
Deia Mr. r~C.SidCllt: I., . '. . . . . 
We arc writmg as C,q-Chlllrs of the Health Task Force of the c.onsortlllnl tor CItIzens wlLh 
Disabilities (CeD). W~ believe thnt the lendersbip you demonstl'Qted in protecting McdicniJ i:> on..: 
aftho greatcst uccomp islUllcnts of your fil'st Administmtion. We urge you to contimlf.! :mlcgmwd , 
the health c~ sofcty ct for people with diSlibilities by not proposing financing cuts Gnd polk)' 
changes to the Medic d program as part of your FY 1998 federal budget propos"l. 

, , 
, 

We understtmd that y u feel committed to proposing a budget plan that will achieve (l balanced 
budget by 2002. No etholesN, we are lroubled that in the palSt y~ar: lliw-income people with 
disabilities have had th ir cash assislance benefits limited and changed thr()~lgh weHiue reform; new 
limits have been place on the duration during which individuals may recoive Food Shlmps; tC)H: of 
thousands ofchildren ·th disabilities will lose access to SSI benefits; and persolls with ~L1b~tnnc~ 

, I .' 
. Ilb\lfle treatment needs ave twice seen legislation passed that lin,its their access to public s(Jl'vicc~, 
It would bo unconscio able to weake.n the health care safety net that supports these and milliol1s of 
other Vulnerable pen nl;; when s:imilllr 5:11critic,e5: have, not been asked of other gegl'rienls or the 
population. Given th"l cuts to social security and additiolial Ddpartmenl or Defense hu,lgcl 
reductions are not bei Bconsidered at this tillie,. balancing the bU9Bct is essentially impo~sibh: 
without making cuts to programs that are greatly valued by a large lU.mber of the American p~ople. 
We hope that you shar~ 'our beliefthut the burdens imposed by redticing tede.ral expe.nditures must 
be fairly distributed a~d must not fall dispropnrlionately on the most vulnerable mernbers of Olll' 

sodety, I 
I 

We helieve that it wO~ld be wrong and terribly harmful to propose 'cuts to Medicaid in FY 19911. 
, ; 	 The projections for thclgro'\\:'th ofMedicaid that fueled much ofthl: budget controversy Im;t year have 

not i1l8terialized. Whi,e it is not 'knowlllfille low growth rate in Medicaid expenditures will pcr:;;is! 
into the future. we dO'l'Ic,now that the low growth rate of Medicaid does allow for SOlne hr~alhinh~ 
room in orderlo spare Medicaid from potcntially harmful policy cMnlZes. The low growth rali:: of 
Medicaid over the las~ year signals that time is available to allow StateS to continue to expcfimcllt

I ' 

I 


I 
I 


I
, 
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with Inoi'c cfiicient and leftec.tive health c.are delivery systems that have been taking plactl under €ItO 

waiver authority grante~ to numerous states by the Health Care Financing Administration. F~d'~nll 
policy should ellcollrElg~ states to take seriollsly their responsibilities, to their vulnerable rm:idclIli;. 
Cutting Medk,nid ~mrl changing the. pr(')gram's strllctllr~ ha); the potential to undermine slHte eff()I·ts 
tn irilpr(Wp. th(~ir rroerjmls an'd thi" could severely limit accC'~s tu vilal health eare servic~~s i11r 
million~ of Americai,~ wirh di~Bhilitit~~ I1nd olheri.: ! 

II . 	 . , . 
Many of our menlberi organizutions suppc)rted your Medicaid rel("Iml proposal lnst ycar Ihllt 
contained per capita carls. At the time, this support wa~ based 011 Dllr hdi~r thaI pe.r c::Ipita c:.l.p~are 
preferable to block gran\s because they protect an individual entitlCnl~nt to he~llth ~.<li·e sC'rvice5:. WI! 
recognized thell and c~ntinue to believe that per clll"ita ca('l~ have serious drawbacks. FM pl!(lpll! 
with disabilities. a sig~iticant problem with per.capita cap~ is thJlf"fAh~~ with buge 1llullbcr!> of 
people with disabilities iwhose annual health care cost.. exceed the CAr will be unfairly burdened .1:nd 
this will create powerful incentives to ullderservcpernons with Ihe mnsl t!xlensive health clire needs, 

1 

For example. AIDS isj~stone disabling condition where the averagc:co~1 to Slates 10 providc high 
quality aM medically n~\;essary health care could easily exceed the av'er3gc health erlJ'(~ Co~l~ tor ;'Ill 
people with disabllitlcs:by four or fivefold. AIDS is also a disorder that is not evenly cij"fl'lhlllt'd, 

but which is concentr~ted in. a few high Impact stales. States with large numbers of Meciir.:'Iic\ 

redpierns in nursing ho'mes ami intermediate care f'acilltie5 for people with mental retardation :'l1ld 

rcJaled conditions(ICF~-MR)or ()Jl waiting lists for long- l~nn serviCes also stand to be adversely 
impal:tcu by pt:r l:apila PruPUSttls. Persons who are ment.,lIy retarded aild others living ill inslillilions 
W'''; t:llpcd~lIy vulllc::ral>l~ ('IJ illapprl)priali;:deniuls ofcare that arc madc simply lO reduce health can.: 
wsls bi:~uusc lhc;sc in4ivklui:lls are UIC leaSL able to complain and advocate fbr their needs. l\1I 
pel/pIc wilh lIisubililic::s iilllhc: Mcdicaiil prul!lram tire lhreil.leried by per capita caps or other policics 
that umlerfuml UI' IJItu.:d ,wuiln:ll'Y,1illlils un necessary heulth care serviccs. 

i 

We arc hopeful that y<ni will continue your recQrd () r lC:uUcr:ship on thi~ issue by submitting a budgl.:l 
prOp{15aJ that docs not;scck,to cut Mcdicaid~.cuts thlllllu muller how l:areJ'ully cbllceivcd would 
seriously corhprorilisc ~cdicil,id as Il reliable sow:ec of heallh \';,m: for people with disabilities. 

i 

sr:of~LL

\J:R~,~Q:JcY !. 

Natiorial Association or 
People with AIDS 	 i 

! 
·'."·I 

~ ~Jr.. 
Jo~P. eni o~ I· 
American P9ychologic~1 . 
Assf.lcinfi(:l1l 	 ' 

(1(1 {;V~)
~~riSS 
Center on Disability 

And Hcullh 


.- ~ 

. VJ· lL . >~om.j . 
~ 
Powers, Pyle, Sutter Stld 


Verville, representing the 

Bmin Injury Associatio'n 
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, Honorable Nancy L. Johnson 
U.S. House of Representatives "MAR 14 1996 
Washing''t.Qn.~ DC 20515 ..0706 

Dear Ms. Johnson: 
I', 

Tbis in response t.g your leet.er dated MaJ:eh 6, 1.9.96, 
requescing 1nformacion,about che long·termica~e provisions 

, cont.ained in the Balanced Budget Act (11 BBA~) . 

, 'X'he,long-cem careprovl.s1one ocnt.aiIl~din en. BliA lo(~uld 
allow long·ea;ms care insuranee premiwn pa~Qnt. to oe tax 
d@~uct1ble for individuals. to the extent that total medical 
expenses1incluCiing those prami'WNi t exceea',.Spercent of 

. a.Clj1J.sted gross income. The 8M would11mit. the amount. of annua1 
premiums for long-ter.m care 1naurancethat,could be taken into 
aecount for purposes of chis d.duc~ion, ranging f.om a limde of 
$200 in ehe case of an individual nocmore:tnan 40 years old eo 
$2,500 for an individual more than 70 years Old. ,In add1t.iOq, 
unreimbursed expenses for qualified'lons·e.r.m c~re service~ would 
also be dad.uc:t:ibleto, the exc.ent: that. total mad:u:al expense , 

.deduq'Cions inelud1ng long·term ct.;r;-e, expensesexeeeci 7.5 percent
of adjuated gross income. The BBA also prOvid.es that the Federal 
income tax reserve method applieable for ailong·term care 
ina~rance coneract issued after December 31, 1995 1 would be ehe 
one-year full 'preliminary te:m method. ; 

, , .", i' ,
The exchange of al~fe ineurancecontract. or anen4ow.menc 

or umu1t:y,contract:~ for a qu~lifi.d l.ong-t.erm care insurance 
contract would not:. be taxable una.r the BBA. In aad.it;1on~ the 
BBAwould allow distributions frominciividua1 ret..iremant " 
arrangementsane Ciscributions attributable to eleotive deferrals 
t.o qualified cash or deferz;-ed arrangement..; tax-sheltered. 

annuities, nonqualified deferred compeneatien plans of govern­

~ental or tax-examptemployers, ana aection$Ol(c) (18) plans to 


, be used to pay premiums tor long .. te:nn care, insurance wit.hout. 
being 8uk>ject to the·l.O.p"rc:~nt. addir.ional:income tax on ea.ly 
withdrawals. Employer contributionafor long-term care 
insurance premi'Wl1S would be excluded from grc8s income under the 
BBA. Payments under all per diem'cone,races up to '175 ~er day
wou14 be excluded from greBe 'income. Payment. under re1mhur.e· . 
ment po11c!es woul.d ba fully excludable tram income~ Finally, 
ehe SSA WQuld a.llow salf-employed indivic11J.als eo deduct. long-term 
eare iDsurance premiums to,tbe same .xeant: that they can deduct 
heal th insurance. ' , , , .. 

, , 

Assuming the proposal generally would be effective for' 

taxable years ~eginn1n9 after, and contracts issued after,
. ' , 

, : 
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.,...... :" ., ,toaar. af'tbl .adtdl6tat~ 
, " JoINT COMMIl'1E& ON TAXA"I'1ON 

, ...... _2OSIS-4M5s, 

,I,HonQrable Nancy I". Johnsoll , 'i'age TWO 
U.S. Houe. of Representatives 

, 
i '. 

Oeeeml::uar 31, 1995. w. 'eet1ma:e. tfLeB5A long-te:rm, care pZ"ov:l.sions 
would ha.v8 e.he follcwing ~ftect ofr.·deral' fiscal year bUdget:
reee1pt.e; , I ", , 

, .. 

rl11l1cna, of Dollare], . . 'i ' 
U,a-agg; .:' n,,·2.002 

• • • I • 

Dedueti_ '~O:' 1cm.g - tent oe~. 8x;ie:aaes.,'. ':•. , -1. i ' .. 1:8 ' 
1 

D.di..u:I:+~ f"lonsr-te:t:ll c:a",e !nsurance,' , , , , " 
I 


pz:CIIll..~" "•• '" " ..... '" .... Do ;. III • ,.',. "" " .. .;, ..... ,. .... '.... " .. 0 -7 " :, *1,.1 


pe~i t 1ftIBur&J::u::G CCaapac.i..8~O u.. 1-~ , I 
J 

.' ~; I»:eltminary te~ ~...rva; ...•..••...•.. : ;'0.' " , , . "1.0 _ 

I.Xclu'4e employe" gont.ribudc:me e7:CIm groslI' 
".c:~ "';.. _, ..."... '.. oil ~ ••:" , ~ :.' ••~.......... ,A •• ·11 •••••• 


'Al,lo", t:.ax- fX'ee exe~ ,0* l.~feina\l¥'aAo. " 
'C;QDcrac:ta ..... :" .... "" ...... II • '!" ... '-.,~ .. "':. '" 11 .... '~ ~ II •••~, .r 

AJ.1ov "eml.].ty* !I'e.\ withdrawi!ls .fl'Om lRAs' " 

, and certain .'.=.4 c:cmpensat::i.on plans. Ii]
. ' , 

~emit ••If ·eD!ployed t:o c!e~C\:lOug~c:~m' ,i 


cue irwuranee P:l'lIIIIliwD8. • • • .... ..• ~ .. : •.• -oj· 

I 


5175 pet' day cap em. pe"..41.. cCIn'tn.ct. , ' i 

ben••:L~8 •••.••• " •.•• , •••••••..•••.•.•••• ~ 
~, 


~;l.~ , 
" 

-5.7 ' 
~ .........." ,;,' •••• " .... 1.,·." .,. "' ••.•••• + ~~'" '.0•. ' 
 " I, 
[1.] LOB.'ot less 'than ~,lOOzrdllion. 
(2) Gain of

' 
16188 chan $1.00 million.. . ' 

:! 
I 

I hope Chis infomt1on is 'helpful.' ~o you.' If, ,we can be of,· 
" 
turtherass1stance inehis matter, me know. 

,. " 

" 

I 
I 

! 
f, . 
,',I 
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, V. TREATMENT OF LONG-TERM CARE INSURANCE 
. 

Present Law 

, ,-.10 eeneral , 

'. , I 

Present law generally does not provide explicit rules relating to the. tax treatment of long· 
, term care insurance con.tracts or long-term care services. Thus, the treatment oflong-term care· 
.. contracts and services is unclear. Present law does provlderuies relating to medical expenses 

and accident or health insurance. ' 
! . 

. Itemized deduction for medical eXPensea 

In determining taxable income for Federal income tax purposes, a taxpayer is allowed an 
itemized deduction for unreimbursed .expenses that are paid by the taxpayer during the taxable 
year for medical care of the taxpayer, the taxpayer's spouse, or a dependent ofthe taxpayer,' to 
the extent that such expenses exceed 7.5 percent of the adjusted gross income of the taxpayer for 
such year (sec. 213). For this purpose, expenses paid for medical care generally are defined as 
amounts paid: (1) for the diagnosis, cure, mitigation, treatment, or prevention of disease 
(including prescription medicines or drugs and.insulin), or for the purpose of affecting any 

, structure or function of the body (other than cosmetic surgery not related to disease, deformity, . 
. or accident); (2) for transportationprimarilyfor, and essential to, medical care referred to in (I); 
or (3) for insurance (including Part B Medicare premiums) co:venng medical care referred to in 
(1) and (2). 

Exclusion for arrumnts received under accident or health insurance 
. ·1 

Amounts.received b); a taxpayer under accident or healt~ insurance for personal injuries 
or sickness generally are excluded from gross income to the extent that the amounts received are 
not attributable to medical expenses that were allowed as a d~duction for a prior taxable year 
(sec; 104). . .' , 

I, " ' 

Treatment of accident or health plans maintained by employers, 

Contributions of an employer to an accident or health plan that provides compensation 
(through insurance or otherwise) to an employee. for personal injuries or sickness ofthe ' . 
employee, the employee's spouse, or a dependent ofthe employee, are excluded from the gross 
income of the employee '(sec.' 106). In addition, amounts receiv~d by an employee under such a 
plan generally are excluded from gross income to the extent that the amounts received are paid, 
directly or indirectly, to reimburse the employee for expenses for the medical care ofthe 
employee, the employee's spouse, or a dependent of the employee (sec. 105). For this purpose, 
expenses incurred for medical care are defined in the same manner as under the rules regarding 
the deduction for medical expenses. ; ' 

-9­

I,· 
I 

. i 
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. A cafeteria plan is an employer-sponsored arrangement under which employees can elect 
_among cash and certain employer-provided qualified benefits. No amount is included in the 

gross income of a participant in a cafeteria plan merely because the participant has the' 
. opportunity to make such an election (sec. 125). Employer-provided accident or health coverage 
. is one ofthe benefits that may be offered under a cafeteria plan. (· . 

. 	 ,. 

A flexible spending arrangement (FSA) is an arrangement under which an employee is 
reimbursed for medical expenses or other nontaxable employer-provided benefits, such as 
dependent care~ and under which the maximum amount of reimbursement that is reasonably 
available to a participant for aperiod of coverage is not substantially in excess of the total 
premium (incll1~ing both employee-paid and employer-paid portions of the premium) for such. 
participant's coverage.· Under proposed Treasury regulations, a n)aximum amount of . . 
reimbursement is not sUbstantially in'excess of the total prenuum,if such maximum amount is 
less than 500 percent ofthe premium. An FSA may be part ofa cafeteria plan or provided by an 

· employer outside a cafeteria plan. FSAs are cornmonlyused to r~imburse employees for medical 
expenses not covered by insurance. Ifcertain requirements are satisfied), amounts reimbursed 
for nontaxable benefits from an FSA are excludable from income: 

Health care continuatign rules 

The health care continuation rules require that an empioy¢r must provide qualified 

beneficiaries the opportunity to continue to participate for a specified period in the employer's 

health plan after the occurrence of certain events (such as termin~tion ofemployment) that 


·	'would have terminated such participation (sec. 4980B). Individuals electirig continuation' 
coverage can be required to pay for such coverage. ., 

Desc.riptionof Eroposal 
, , 

Tax tr'f.atment and definition of lonl-term care insurance cO~tracts and qualified'lo~l­
term Clre services 

Exclusion oflQng-teIDl care insurance proceeds 
, 

A long-term care insurance contract generally would be treated as an accident and health 
insurance contract. Amounts' (other than policyholder dividends or premium refunds) received 
under a long-:-term care L"lSutance contract generally wouid be excludable from gross income as 
amounts received for. personal injuries and sickness, subject to a:cap of $175 per day, or $63,875 
annually on per diem contracts only.. If,the aggregate payments pnder all per diem contracts with .' 

, 

3 These requirements inclUde a requirement that a health FSA can only' provide 

reimbursement for medical expenses (as defined in sec. 213) and cannot provide reimbursement 

for premium payments for other health· coverage and that the mwmum amount of . 

reimbursement under a health FSA must be available at all times during the period ofcoverage: 


i 

. ! 
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, respect to anyone insured exceed' $175 per day,then the excess .would not be excludable from· 
:- .. gross income. The dollar cap would be indexed by the medical care cost component ofthe 
", consumer price index. ' ' , .,' ' 

ExclusiQn foremployer-grovided long-tenn care coverage 

. . A plan ofan employer providing coverage under a long-tenn 'care insurance contract 
generally would be treated as an accident and health plan; however, coverage under a long-tenn 
care insurance' corrtract would not be excludable by an employee: ifprovided through a cafeteria, 

. plan; simiiarly, expenses for long-term care services could not be reimbursed under an FSA.4 

Se1f-emploxed individuals· long-term care ,insurance : . 

. The present-law 39 percent deduction for health insuran¢e expenses ofself-employed 
individuals would be phased up to 50 percent under the proposal. Because the bill would treat 
payments of long··term care insuran,?e premium~ in: the, same maimer as payments of health 
insurance premiums, the self-employed health insurance deduction would apply to long-term 
care insurance, premiums under the proposal. 

I1efinition oflomHemi care insurance cQntract 

A long·-tenn care insurance contract would. be defined ~ any insurance .contract that. 
provides only coverage ofqualified long8 tenn care services and that meets other requirements. 
The other requirements would be that (I)-the contract is guaranteed renewable, (2) the.contract 
does not provide for a cash surrender value or other money that can be paid, assigned, pledged or 
borrowed, (3) refunds (other than refunds on the death ofthe ilisured or complete surrender or 
cancellation of·the contract) and dividends under the contract may be used only to reduce future 
premiums or increase'future benefits, and (4) tl:1e contract generally does not payor reimburse 
expenses reimbursable under Medicare (except where,.Medicare is a secondary payor, or the 
contract makes per <h.em or other periodic payments without r~gard to expenses),· , 

I 
I 

, A contract would not fail to be treated as a long~tenn c,are insurance contract soiely 

because it provides for payments ana per diem or other periodic basis without regard to 

expenses during the period. . 
 I' 

4 The proposal would not otherwise modifY the requirements relating to FSA!!. An FSA is 
defined (as'under proposed regulations) as a benefit program providing employees with coverage 
under which specified h1curred expenses may be reimbursed (subject to maximums and other 
reasonable conditions)" and the maximum amountof~eimbursementthat is reasonably available 
to a participant is less than 500 percent of the value ofthe co~erage_. ' , .. ' 
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Medicare duplication mles 

The proposal would provide that no provision oflaw shall be construed or applied so as, 

, to prohibit the offering of a long-term care insurance contract on the basis that the contract 


coordinates its benefits with those provided under Medicare. Thus, long-tenn care insurance ' 

. / contracts would not be subject to the rules requiring duplication c;>fMedicare benefits, ' . 


Definition ofqualifierl'Ions-tenn care services 

Qualified long-term care services would mean necessary 4iagnostic, preventive, 

therapeutic, curing, treating, mitigating and rehabilitative services, and maintenance or personal 

care services that are required by a chronically ill individu~ and tp.~t are provided pursuant to a, 

plan of care prescribed by a ~icensed 'healihcare practitioner. 


A chronically ill individual would·b~ one who has been c~rtified within the previous 12 

months by a licensed health care practitioner as (1) being unable~o perform (without subs~antial ' 

assistance) at least 2 activities ofdaily living for at least 90 dayss; due to a loss offunctional ' 


'capacity, (2) having a .similar level of disability as detennined by the Secretary ofthe Treasury in 

consultation with the Secretary of Health and Human Services, or (3)' requiring substantial 

supervision to protect such individual from threats to health and safety due to severe cognitive 

impairment. Activities of daily living would be eating. toileting, transfening, bathing, dressing' 

and continence.6 

' 


A licensed health care practitioner would be a physician (~ defined in sec. 1861(r)(1) 'of 

. the Social Security Act) and. any registered professional nurse, licensed social worker,' or other 


individual who meets such requirements as may be prescribed by the Secretary ofthe Treasury, 


l&.n.g-tean care insurance 12remiums treated itS mediCal expenses 

. . Long-term care insur,ance premiums that do not exceed ~ecified dollar limits .would be 

treated as medical expenses for purposes of the itemized deduct~on for medical expehs~s? The 


, S The 90-day period would not be a,waiting period. Thus, a;n individual could be certified as 

'. chronically ill if the licensed health care practitioner certifies that the individual will be unable to 


perform at least 2 activities ofdaily' living for at least,90 days. , 

I 

6 Nothing in the proposal would require the contract to tak~ into account all of the activities 

ofdaily living. For example, a contract could require that an individual be unable to perform ' 

(without substantial· assistance) 2 out of any 5 such activities, or for another example, 3 out of 

the 6 activities. . " : 
,, 

. '" I '" 

7 SiInilarly, within certain limits, in the case of a rider to a life insurance contract, charges 

against the life insurance contract's surrender value.that are includible in income would be 

treated as medical expenses (provided the rider constitutes a long-term-care insurance contract), 


-12­

I . 
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limits are as follows: 

In the case ofan individual ' The limitation 
roth an attained age before ; on premiums paig 

, the close ofthe taxable year of: fOr such taxable ve8rs is: 

Not more than 40, ... '...... : ............... . $ 200 

More than 40 but not more than 50 ........... . 375 

More than 50 but not more than 60 ........... . 75'0 


More than 60 but not more than 70 ........... . 2,000 

More than 70 ..........•. '. : . , .... , ',' .. , , .. 2,500 


For taxable years beginning after 1997, these dollar limits are indexed for increases in the 

medical care component ofthe consumer price index. The Secretary ofthe Treasury, in 

consultation with the Secretary of Health and Human ,Services; would be directed to develop a 

more appropriate index to be applied in lieu ofthe foregoing, Such an alternative might . 

appropriately be based on increases in skilled nursing facility and home health care costs.' It is 

intended that the Treasury Secretary annually publish the indexed amount ofthe limits as early 

in the year as they can be calculated. 


Long-term care riders on life insurance contract~ 

In the case ofl0t:tg~term care insurance coverage provid~d by a rider on, or as part of, a 
life insurance contract, the requirements applicable to long-tenri care insurance contracts would 
apply as if the portion ofthe contract providing such coverage were a separate contract. The 
termltportion lt would mean only the terms and benefits that are:in addition to the terms and 
benefits under the life insurance contract without regard to long-term care coverage. The 
guideline premium limitation applicable'under section 7702(c)(i) would be increased by the sum 
of charges (but not premium payments) against the life insurance contract's cash surrender 
value, less any such qharges, the impOsition ofwhich reduces premiums paid for the contract 
,(within the meaning ofsec. 7702(f)(1». In addition, it is anticipated that Treasury regulations 
would provide for ~ppropriate reduction in premiums paid (within the meaning of sec. ' ' 
7702(f)(1» to reflect the payment ofbenefits under the rider that reduce the cash surrender value 

, ofthe life insurance contract, . , 

Health care continuation rules 

The health care continuation rules would not apply to coverage under ,a long-tenn care 

insurance contract. " : 


Inclusion of excess 'gBa-term care benefits 
, 


, In general. the proposal would provide that the maximhin annual amount oflong-term 

care benefits under a per'diemcontract that is excludable fronl,incomewithrespect to an insured 


, ' ' 
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.who is chronically ill cannot exceed the equivalent of $175 per day for each day the.individual is 
chronically ill. Thus, the maximum annual exclusion for long-term care benefits with respect to 

,any chronically ill individual would be $63,875 (for 1996). Long-tedncare benefits for this 
,. purpose would inClude payments and other ~enefits recei~ed under a long-tenn care insurance 
contract (to the extE:nt~otherwise excludable under section' 7702B(b) as added by the proposal. If 

"the insured is not the saxne as the holder ofthe contract, the insured may assign some or all of 
, this limit to the contract holder at the time 'and manner prescribed hy the Secretary. 

, . \ . 

A payor of long-tenn care benefits (as defined above) would have to repor(to the IRS 
" the aggregate amount ofsuch benefits pmd to any individual durit)ganyc~lendar year, and the 
; name. address and taxpayer identification number ofsuch individlial. A copy ofthe report 
• would have to be provided to the payee by January 31 following the year,9f payment, showing 
, the name of the payor and the aggregate amount of benefits paid to the individual during the 
, calendar year, Failure to file the report or provide the copy to, the ,payee would be subject to the' 
, generally applicable penalties for failure to file simila~informatioti reports. 

!dmi.gmer protection provisions 

Under the proposal, long-tenn care insurance contracts, and issuers ofcontracts, would 
. be required to satisfY certain provisions of the long-term care ins4rance model Act and model 
regulations promulgated by the National Association oflnsurance Conunissioners (as adopted as 
of January 1993), The policy requirements relate to disclosure, nonforfeitability, guaranteed 
renewal or noncancellability, prohibitions on limitations and exclusions, extension ()fbenefits, 
continuation ot:' conversion ofcoverage, discontinuance and replacement ofpolicies, 
unintentional lapse, post-claJms underwriting; minimum standards, inflation protection, 
'preexisting conditions, and prior hospitalization. The proposal would also provide disclosure 
and nonforfeiture requirements. The nonforfeiture provision would give consumers the option of 
seleCting reduc.ed paid-up insurance, extended term insurance,.or a shortened benefit period in 

. the event a policyholder who elects a nonforfeiture proVision is unable to continue to pay . 

premiums. The req~irements for issuers of long-term care insuran~e contracts would relate to 

application forms, reporting requirements, marketing, appropriateness ofpurchase, format, 

deliv~ring a shopperJs guide, right to return, outline of coverage~ group plans, policy summary, 

monthly reports on accelerated death benefits, and mcontestability period. A tax would be 

imposed equal to·$100 per policy per day for failure to satisfy ~ese requirements. 


. Nothing in the pr~posal would prevent a State from eSt~blishing, implementing,or 
continuing standards related to the protection ofpolicyholders of long-term care insurance , 
policies, if such standards are not inconsistent with standards established under the proposal,. ' 

Effectiye Date 

The provisions defining long-term care insurance contracts and qualified long-term care 
services would apply to contracts issued after Dec~mber 31, 1996. Any contract issued before 
January 1, 1997, that met the long-term care insurance requirements in the State in which the 

< I ,', "., 
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,policy was sitused at the time it was issued would·be treated as a long·term care insurance 
contract, and services provided under or reimbursed by the contr~ct are treated as qualified long~ 
,term care services. 

A contract providing for long·term care insurance could be exchanged for a longwtenn 
care insurance contract (or'theformer canceled and the proceeds, reinvested in the latter within 

, 60 days) tax free between the date of enactment and January t 1998. Taxable gain would be 
,,recognized to the extent money or other property is received in the exchange. 

, 

The issuance or conformance of a rider to a life insuraucecontract providing long-term 
, care insurance coverage would not be treated as a modification or a material change for purposes , 
i, ofapplying sections 101(f)~ 7702 and 7702A of the Code., ' 

The provision relating to treatment as a medical expense ofeligible long-tenn care 
.premiums would be effective for taxable years beginning after December 31~ 1996. 

• • I j , 

'. The provisions relatingto the maximum exclusion for long-term care benefits and 
reporting would be effective for, taxable years beginning after Qecember 31, 1996. Thus, the 
initial year in .which reports will be filed ~ith the IRS and copies provided to the payee would be 
1998, With respect to long-term care benefits paid in 1997. 

.,.", 
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PRIVATE LONG-TERM CARB PROVISIONS 

" 1>isCIIssio... OD Issues 

The long-term care provisions in the amendments by Senators Dole and Roth have the following
shortcomings: ' " , ' 

1. ~ed consumer ptoteQtiong for wI Ions-wan care insurance po1j~ies would l1Ql be regLlired,. 
The long~tenn care amendment by Senators Dole and Roth would req~ that tax qualifying 
policies meet key consumer protection requirements. However, this am~ent does not require 
that .DIllong~term care inSurance policies meet these requirements. Requiring minimum 
standards for one set ofpolioies but not for another creates a two-tiered insurance market that. . 

leaves consumers, particularly the unemployed poor elderly> vuJnerable. 

Limiting the applicability of standards to policies that receive tax favo,red treatInent is a 
reasonable approach with respect to the employer based market However, almost 90% of long­
tenn care insmance Sales have been to individuals, not &roUps. Indiviqual consumers are quite 
v:u1nerable to abusive sales practices by tmscrupulous agents. Agents'Could offer policies that 

, , fail to provide needed consumer protection at a very low cost, thus, ingucing c,!nsumers to. 
purchase policies that in reality provide little, ifany protection against'the costs oflong~term 
care. 

The NAIC has adopted a position that all long-term care insurance products meet minimally 
acce~ble consumer protection requirement:;. The Department agrees with: this position. In 
addition, minority stafffrom both the House and Senate have recently; called inquiring about 
consumer protections needed for private long-term care insurance products and have questioned 
the adequacy ofthe protections in recently proposed Congressional bills. House staff 
encouraged the Administration to establish a poSition on consumer protection standards for long­
term care insurance and indicated that several members are interested~in this issue. 

2. There i§ no effectiv§ ~nforeementmechanism fOr aU long-tenD r.me reQ.l1irement~~ The 
amendments make the m.s responsible for enforcing non-compliance with insurer marketing 
standards. The marketing standards the IRS would be required to monitor include the use of 
appropriate application forms; whether appropriate action was taken:in response to information 
obtained in these applications; whether agents engaged in unfair~ misleading or high-pressured 
sales tactics; whether any person misrepresents a material fact; and 'other marketing 
requirements. Not only does the IRS Dot have the expertise to make these assessments, it does 
not have the manpower needed to monitor these practices. 

In addition, while tax qualifying policies would be required to comply with key consumer 
protection requirements, the amendment does not require any'enforcement of these provisions. 
For example, the amendment includes important consumer protections such as an offer of ' 
inflatiOD protectio~ and non-forfeituxe beDefits, and protections ~ unintentional lapses. 
However, by not monitoring compliance and enforcing incidt;nts of noncompliance, the pJOmise 
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ofthese needed consumer protections may be imagiDary. 

3. Tie amendmentl pennit 1be awe oflll'nlao:long-senu cam inS'Qt8I1Ce txmdm. In addition to 
allowing penoas with ~re cognitive impairment to qualify for tax preferred treatment when 
using lons~term care services or a qualified lcmg~tenn cam insuranc:e policy. the ameru:bnent also 
permits persoDS to quality for tax~preferred,1reatmentifthey are irn~ed in at least 2 out of (; 
activities of daily Jiving (Ants) impai.mlents and use qualified.long~~er.m care services or 
insurance products. The amendment identifies the 6 ADLs as eatini tDileting. transfiming, 
bathing, dressin& and CODtinence and states, "Nothing ... shall be construed to reqmre a. contract 
to take into account all orthe preceding activities of daily living". However, this language 
permits insurers to establish ex1rem.ely stringent triggering criteria, thus ma.king the long~term 
care insurance protection musory. 

hnpaixments in ADL occur ina heiracbical fashion. Specifically. persons are likely to become 
impaired first in bathing. next jn dressing, then toileti.ng, transfettingand last eatins. Thus, if 
insurers limit eligibility for Long-term care insurance products to persons who are inlpaired in 
eating and 1:1'8DBfe.aing, many otherwise severely disabled persons would be denied needed long­
term care insutanee benefits. Clearly) persons who are unable to batheJ dress, milet and who are 
incontinent are severely impaired. Nonetheless, this amendment woUld permit IDsum'S to market 
products that would deny coverage ~eeded by these individuals. In addition, b:ying to educate 
conswnm about the impact of varying AnL triggers oil the availability ofinsurance coverage is 
a daunting task. As a I8sult, COIlSUID.erS will likely be confused and sUrpris~d to discover that 
needed lona-tenn care coverage is unavailable when needed. 

In addition, incontinence is not an activity ofdaily living. Rather, incontinence is a medioal 
condition that may be addressed through medical interventions. Further, limitations in toiletiJ1g 
encompasses certain elements of incoDtinence. Thus, to minimize consurner confusion and to 
ltlBke claar that the eligibility trigger is due to functional impairments, the list oftriggering ADL 
hnpamnents should be llniitcd to 5, with incontinence eliminated from the list. 

4. NO'Q.-foxtl:i~ bmefit&· LoDS-term care insurance is a product that is signiBcmtly prefunded. 
lDsurers and policyholders anticipate that it win be years before a consumer will need long-term 
care benefits provided under a policy. Over the course of these years, policyholders make 
premi\lm. payments in am.oUIltB that insurers have.estimated to be adequate to cover the costs of 
covered.long-tenn care benefits. In estimating needed premium amopms, insurers make a 
number ofassumptions including the number ofpersons who will re~ or lapse their policies~ 
the amount ofthne over whidl policies will be retained or when theY will lapse for nonpayment, 
and the nuxnber ofpersons who are likely to go into benefit status. ~rom the consumers 
perspective Ulost do Dot anticipate the futnre possibility ofbeing unable to make premiuJn 

, payments. However, given the length oftime over which long-term care insurance is fUnded, a 
consumer' s ~al status oan and does change. For exampJe. the death of a spouse can ma1ce 
long..term care iJlSurance prem.iuui.a unaffordable. When a person stops making premiums 
paymea.U after an extended period oftlme, the CODSUmer has lost and the insurer bas gained a 
considerable iriwstment,··' : 
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Optional non-forfeiture benefits is a mechaniBlll to address this probl~. This amembnent . 
requires insurers to offer C011BU1I1ClS an optional ncmforfeiture beaetit which permits consumers 
to recover some oftheir inwstm.eJ1tthat would otherwise be lost ifthey stop ma1dng premium. 
payments. Nonfbrfciture benefits allows consumers, who elect (and pay) for thi9benefi~ but 
who stop IJ.UIkins premium payments after some period oftime to still receive some redu.ced 
long-term care coverage. 

, , 

However, the amendment by Senators Dole and Roth, pemiit insurers to adjust the pxemium 
payment and to reduc:e the amonnt oflong-tenn care coverage that a perSon receives, even after . 
they have lapsed their policY and are using their non-fotfeiture benefit. Permitting insurers to 
alter DOn-forfeiture benefits for irutividuals who are using that benefit is extremeJy unfair to 
conswners ~ tht'Y are most vumerahle. 

. I 

. ! 
,I 
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Technical Fixes: 

I.Problem -- CQnsYmergmte£tiom are Deeg~ for alilong-lenn garc;.jnshrance policies, In 
fi~ the current law prohibition on the sale oflong~tenn care inswance policies that duplicate 
Medicare or Medicaid benefits, permit the sale of ,'qualified" long-term pare insurance policies 
that coordinate with these programs. This change would permit the sale ofqualified poliCies and 
prohibit the sale oflll1qualified policies. The Secretary ofHHS would have to define "qualified 
policies". 

2. Problem ~- EnfOWment m~haujsm for allloqg-tmn care mqpirements. No technicaJ.:fix. 
, ' 

3. PtQblem - The SBle QfillusO(y long-term cam insuran~ ben.efim. Change required benefit 

trigger an individual must be impaired in at least 3 out of5 activities of; daily living (i.e., eating, 

transferring, dressing, batbing. and toileting): A 3 out ofS trigger ens~s that persons receiving 

tax qualified benefits are severely impaired, still gives insurers flexibility in targeting a. specific 

standard, and provides consumers with at least some promise that wherl they are very impaired 

their private benefit will be available. ' 


4. Problem - Non-finfature bendits; On page 32, line 10 strike the ~s. ·'subsequent to 

being initially granted" and insert the phrase "prior to lapse", The ney,; sentence would read: 


, ' , I, 

, I 

The nonforfeiture provision shall provide for a benefit aVailably in the event ofa default 
in the payment ofany premiums and the amount of the benefit may be adjusted 
·:!Itlbseq:t1flIit to eeiftg init:iaHy gtMlteft [~~~~~~ only as necessary 19 reflect changes in 
claims, persistency, and interest.;. I 

l' 

f 
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New Program for Some and Community-based Care: Low Option 

o 	 Who is Eligible? This new demonstration program would allow 
states to expand home and community-based services to people 
with- severe disabilities of any age without regard to 
income. States could elect to serve only one target group, 
e.g., the frail elderly, or some target groups, e.g., the 
elderly and children. States could also elect to target 
certain geographic areas within the state, e.g., rural 
areas, a particular region, or SMSA. 

o 	 What Benefits Would They Receive? States would decide which 
services to offer. A broad array of home and community­
based services would allowed including cash payments and 
vouchers, services in residential settings, e.g., assisted 
living, assistive devices, etc. ' 

o 	 Sow Much Would Eligible Families Pay?- States eould elect to 
impose copayments or deductibles based on income. 

o 	 Sow Much Would the Federal Government Pay? Each state 
would receive a fixed allocation, based on the number of 
persons with severe disabilities in tne states. State 
matching requirements would be modest', The program would 
cost $15.4 billion over FY1997-FY2005 with no phase-in
period. The capped Federal payment would be increased by 
the level of inflation each year so that the program would 
cost $6~2 billion over FY1997-FY2000 and $9.2 billion over 
FY2001-FY2005, 

5099-101 '-- GENERAL SERVICES ADMINISTRATION 

OPTIONAL FORM 99 (7-90) 

FAX TRANSMITTAL 
From 

DepUAg"ncy 

Fax # 

NSN 7540_01_317.1368 
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New Program for Home and Community-based Care: High Option 

o 	 Who is Eligible? All persons with severe disabilities would 
be eligible. The Federal government would define 
eligibility criteria. 

o 	 What Benefits Would They Receive? States would decide which 
services to provide. A broad array of home and community­
based services including cash payments would permitted. 
states would not have enough funds to serve all persons 
during the phase-in, so benefits would be limited until the 
phase-in was completed.

/ 

o 	 Bow Much Would Eligible Families Pay? A sliding copayment 
scale would be used. No copayments or deductibles would be 
charged to those with incomes below 150% of the poverty 
level. Those with incomes above 400% of poverty would pay a 
40% copayment and a $.600. annual .deductible. 

o 	 How Much Would the Fed~ral Government Pay? The program 
would cost $65.3 billion over FY1998-FY2005 with no phase-in
period. The capped Federal payment would be increased by 
the level of inflation each year so that the program would 
cost $8.3 billion over FY1998-FY2000 and $57 billion over 
FY2001-FY2005. States would be required to provide modest 
matching funds. 
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Raise The Asset Limit For Nursing Home Residents 

o 	 Who is Eligible? All unmarried nursing home residents with 
assets up to a specified level. 

o 	 What Benefits Would They Receive? Unmarried persons would 
be able to keep $12,000 in assets instead of the current 
$2,000 and qualify for Medicaid nursing home benefits. 
However, they would still have to spend down all of their 
income as they do now. 

o 	 Bow Much Would Bligible Families Pay? There would be no 
copayments, since all unprotected assets and any income 
would be spent down, except for a monthly personal needs 
allowance. 

o 	 Bow Much Would The Federal Government Pay? To avoid an 
unfunded -mandate, the Federal Government would pay all of 
the additional costs. It would cost $2.4 billion over 
FY1996-FY2000, $3.3 billion over FY2001-FY2005, for a total 
of $5.7 billion over FY1997-FY2005. 
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Private Long Term Care Insurance Tax Clarifications 

o 	 Who is Eligible? All persons who pay income taxes would be 
eligible. All businesses would be eligible. 

o 	 What Benefits Would They Receive? All persons who pay 
income taxes would be able to treat qualifying long term 
care expenses and insurance premiums as medical expenses. 
Employers would be able to treat their premium contributions 
as business expenses. 

o 	 Bow Much Would Eligible Families Pay? No copayment
requirements. 

o 	 Bow Much Would the Federal .GovernmentPay? The Federal 
Government would lose $1 billion in tax revenue over the 
period FY1997-FY2000, $1.8 billion over FY2001-FY2005, for 
a total of $2.8 billion over FY1997-FY2005. 
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Tax Credit For Persons With Disabilities Who Work 

o 	 Who is Eligible? All persons with disabilities who work. 

o 	 What Benefits Would They Receive? Individuals with 
qualifying disabilities would receive a credit for half of 
their work-related personal assistance expenses, up to 
$15,000 in expenses. This benefit would begin to phase out 
above $50,000 adjusted gross income. 

o 	 How Much Would Eligible Families Pay? No copayment 
requirements. 

o 	 Bow Much Would The Federal Government Pay? It would cost 
$.4 billion in lost tax revenue over the period FY1997­
FY2000, $.9 billion over FY2001-FY2005, for a total of $1.3 
billion over FY1997-FY2005. 
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Appendix 

Program ~o Expand Home and Community based long-term care. 

This demonstration program woUld enable states to expand 
community based long-term care to new groups of persons with 
severe disabilities, or offer new services; or other expansions. 
States would define the population, services, and other 
parameters of the demonstrations. Each state would receive a 
fixed allocation, determined based on the number of severely 
disabled individuals in the state. States would not be allowed 
to means test this program. (Estimated FY1997-FY2005 cost: $15.4 
billion) 

If this demonstration program were made available to the states 
it would provide funding of about $1.5 billion in FY1997, and if 
the funds were allocated to the states according to the number of 
persons with severe disabilities in each s~ate, the following 
amounts would be allocated: 

State 
.' 

New Federal Allocation 
(millions) 

Current Law Spending 
for Persons with Severe 
Disabilities (millions) 

Florida $101 $157 

Mississippi $22 $24 

Missouri $33 $129 

New York $121 $2539 

Wisconsin $26 $230 

The impact of a such a program would be significant, but varied 
across the states. For example, although the program would 
provide an amount to New York which is 5% 9f their baseline 
spending under Medicaid and state~only programs, it would 
allocate an amount to Mississippi which is·92% of their baseline 
spending for home and community-based services. Other states 
would fall between these extremes. 
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This paper lists several options which can ,be combined into 2 
packages. The difference between the 2 packages is that the 
first one contains a modest expansion of HCBS which is fully 
phased-in in FY1997. The second has a much more ambitious HCBS 
program which was in the Senate Leadership Proposal (Mitchell). 
This program has a very low initial phasein , but it reaches a 
level of $17.3 billion in FY2005. If the program began in FY1999 
instead of FY1998 it would cost $48 billion over FY1999-FY2005. 

Each package also contains a proposal to raise the assets that 
unmarried nursing horne residents will be able to keep and still 
maintain Medicaid eligibility. There is also a set of tax 
incentives to promote the growth of private long term care 
insurance I and a tax credit to support the personal assistance 
needs of persons with disabilities who work. 

Estimated Program Costs FY1997-FY2005 
(Billions of Dollars). 

Package ~ " - Low High 

Expand HCBS $15.4 $65.3 

Raise Asset Limit $5.7 $5.7 

LTC insurance Tax $2.8 $2.8 

PAS Tax Credit $1.3 $1.3 

Total $25.2 $75.1 
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Our FY 97 Budget 

• 	 OMB: $59 billion over 6 years 
CBO: $54 billion over 6 years 

• 	 Per capita ·cap on growth rates 

• 	 Disproportionate Share Hospitals (DSH) 

--Cuts and retargets DSH funding 

---Large and small "pools" that offset DSH cuts 


• 	 Expands State flexibility 

PHOTOCOP\' 
PRESERVATION 
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What Has Changed: Large Medicaid Baseline Reductions 

(Fiscal Years, Dollars in billions) 

I 

1997 - 2002 
Change Relative to April 

1996 Baseline 

OMB April 1996 Baseline 

OMB June 1996 Baseline 

OMB December 1996 Baseline 

Republicans' FY 97 Budget 

774 

750 

702 

731 

-24 

-72 

Note: 	 The President's FY 97 Budget saved $59 billion relative to the April 1996 Baseline. 
The Republicans' FY 97 Budget saved $72 billion relative to the Apri11996 cao Baseline. 
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CONFLICTING PRESSURES 

• Balanced Budget Pressures 

• Bu(iget Table: Currently Carrying $30 billion over 5 years 
and $1 7 billion in 2002 

• Democratic GovernorslBase Democrats and Groups 

• Health Investments 

PHOTOCOPY 

PRESERVATION 
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Options for Alternative Medicaid Policies 
FY 1998 President's Budget Baseline Scoring , 

(Dollars in Billions) 

5-Year Total 6-Year Total 
1998-20021 1998 - 200]2 

FY 98 President's Budget Baseline 603.2 


. Per Capita Growth 5.5% 5.7% 


Total Savings 

Total Savings in FY 2002 

Savings From: 

Per Capita Cap·3 

Net DSH Savings 

ResUlting Per Capita Growth Rate 

·Growth Index of Per. Capita Cap 

Option A: 

Moderate Per Capita Cap/Large DSH Hit 


-27.7 

-10.7 

-7.2 

-20.5 

3.8% 

4.9% 

-42.2 

-13.8 

-28.5 

4.0% 

4.9% 

PHOTOCOPY 
PRESERVATION

1 Growth rates for the five-year total are measured from FY 1997 - 2002. 

2 Growth rates for the six-year total are measured from FY 1997 - 2003. 

3 Per Capita Cap does not produce savings until FY 2000. 
~ . 
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Options for Alternative Medicaid Policies 

FY 1998 President's Budget Baseline Scoring 


(Dollars in Billions) 


5-Year Total 6-Year Total 
1998-20021 1998 - 2003:1 

FY 98 President's Budget Baseline 603.2 753.9 


Per Capita Growth 5.5% 5.7% 


Total Savings 

Total Savings in FY 2002 

Savings From: 

Per Capita Cap*3 

Net DSH Savings 

Resulting Per Capita Growth Rate 

*Growth Index of Per Capita Cap 

Option B: 
Moderate Per Capita CaplLess Severe DSH Hit 

-22.4 

-9.7 

-36.0 

-7.2 

-15.2 

-13.8 

-22.2 

4.0% 

4.9% 

4.1% 

4.9% 

1 Growth rates for the five-year total are measured from FY 1997 - 2002.. 

2 Growth rates for the six-year total are measured from FY 1997 - 2003. 

3 Per Capita Cap does not produce savings until FY 2000 . .:, 

PageS 
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Options for Alternative Medicaid Policies 
FY 1998 President's Budget Baseline Scoring 

(Dollars in Billions) 

5-Year Total 6-Year Total 
1998-20021 1998 - 200Jl 

FY 98 President's Budget Baseline 603.2 753.9 


Per Capita Growth 5.5% 5.7% 


Option C: 
Moderate Per Capita Cap With No Savings/Less Severe DSH Hit 

Total Savings 

Total Savings in FY 2002 

-15.2 

-7.1 

-23.7 

Savings From: 

Per Capita Cap· 

Net DSH Savings 

0.0 

-15.2 

0.0 

-23.7 

Resulting Per Capita Growth Rate 

·Growth Index of Per Capita Cap 

4.4% 

6.0% 

4.7% 

6.0% 

PHOTOCOPY 
PRESERVATION

1 Growth rates for the five-year total are measured from FY 1997 - 2002. 

2 Growth rates for the six-year total are measured from FY 1997 - 2003 . .-,­
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Options for Alternative Medicaid Policies 
FY 1998 President's Budget Baseline Scoring 

(Dollars in Billions) 

5-Year Total 6-Year Total 
1998-20021 1998 - 200Jl 

FY 98 President's Budget Baseline 603.2 


Per Capita Growth 5.5% 5.7% 


e.! • 
,,,,f"~;« Option D: 

Moderate Per Capita Cap With No Savings/Moderate DSH Hit 

Total Savings 

Total Savings in FY 2002 

Savings From: 

Per Capita Cap'" 

Net DSH Savings 

Resulting Per Capita Growth Rate 

"'Growth Index of Per Capita Cap 

-10.2 -16.2 

-4.6 

0.0 0.0 

-10.2 -16.2 

4.8% 5.0% 

6.0% 6.0% 

PHOTOCOPY 
PRE8~R\lAT~ON

1 Growth rates for the five-year total are measured from FY 1997 - 2002. 

2 Growth rates for the six-year total are measured from FY 1997 .... 2003. 
_'1 - • 
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Health Care Coverag~ Initiatives 


Coverage 
by End of 2000 

5 Year Cost 
Cost in IT 02 (FY 98 - 02) 

Kennedy Kids' Package 
(75 cent cigarette tax) 

6 to 7 million children $8 to $9 billion $24 billion 

1. Workers' In Between Jobs 700,000 . children 
(2.3 million adults) 

$3 billion $3 billion· 

2. Expanded Medicaid Outreach 
(Not likely to be included in the budget) 

A: 33% success rate 

B: 66% success rate 

1 million children $736 million -----­
$1.5 billion 

$2.4 billion 1-------_. ­
$4.7 billion 2 million children 

3. Enhanced State Partnerships 1.5 million children $750 million $3.75 billion 

4. 12 Month Eligibility Option 1.25 million children $1.1 billion $3.5 billion 

Note: 	 All numbers are based on preliminary HHS estimates and are subject to change. 

• 	 There is no increase in the five-year number for this initiative because the current budget tables 
are carrying financing for this package from FY 98 - 01. 

PHOTOCOPY 
P~ESERVft,T~ON 

-,'." 
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PHOTOCOPY 
P~:cr~oV &"7'1'f'l,"-,ln;....v;cn n , ~U~'\lHealth Care Coverage Packages 

5 Year Cost 
Package Coverage by End of 2000 Cost in FY 02' (FY 98 - 02) 

.~eft?~~ 

" 

A. Includes: " 
·Workers' In Between Jobs; 
·Expanded Medicaid Outreach 

(66% success rate); 
·Enhanced State Partnerships; & 
*12 Month Eligibility Option. 

2.3 million adults 
5 million children 

$6.4 billion 
($4.9b in budget) 

$15 billion 
($10.3b in budget) 

B. Includes: 
* Workers' In Between Jobs 

Oess FY 02 financing); 
*Expanded Medicaid Outreach 

(66% success rate); 
*Enhanced State Partnership; & 
* 12 Month Eligibility Option. 

2.3 million adults 
5 million children 

., 

$3.4 billion 
($1.9b in budget) 

$12 billion 
($7.3b in budget) 

C. Includes: 
• Workers' In Between Jobs 

(less FY 02 financing); 
"Expanded Medicaid Outreach 

(66% success rate); & 
*Enhanced State Partnerships or 

12 Month Eligibility Option. 

3.5 million children $2.3 to $2.6 billion 
($0.8b to $1.2b in budget) 

$8.3 to $8.5 billion 
($3.6b to $3.8b in budget) 

D. Includes: 
"Workers' In Between Jobs 

(less FY 02 financing); 
"Expanded Medicaid Outreach 

(33% success rate); & 
"Enhanced State Partnerships or 

12 Month Eligibility Option. 

2.0 to 2.5 million children $1.5 to $1.8 billion 
($75Om to $lb in budget) 

$5.9 to $6.1 billion 
($3.5b to $3.7b in budget) 

Note: 	 All packages are based on preliminary HHS estimates and are subject to change. There is likely to be some double 
counting. However, the 1 million childten'expansion·that is already in the baseline should act as a'rough offset. 

.,', 
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Our FY97 Budget 

• 	 OMB: $59 billion over 6 years 
CBO: $54 billion over 6 years 

• 	 Per capita cap on growth rates 

• 	 Disproportionate Share Hospitals (DSH) 

--Cuts and retargets DSH funding 

--Large and small "pools" that offset DSH cuts 


• 	 Expands State flexibility 

PHOTOCOPY 
PRESERVAT12l\1 
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Whit Has Changed: Large Medicaid Baseline Reductions 
(Fiscal Years, Dollars In billions) 

1997· 2002 
Change Relative to 
April 1998 Baseline 

OMS April 1996 Baseline 

OMS June 1996 Baseline 

OMB December 1996 Baseline 

Republicans' FY 97 Budget 

774 

750 

. 705 - 715 

731 

. 

- 24 

• 59· 69 

Note: 	The President's FY 97 Budget saved $59 billion relative to the April 1996 Baseline 
The Republicans· FY 97 Budget saved $72 billion relative to the April 199s ceo Baseline 

QUDTO'...... Oov~ u-,I!' 	 .... '0 ~ 1/ 

PRESEnVJrn::N 
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What Has Changed (Cont.) 

• 	 Reasons for decline in baseline 
-- Block grant budgeting 
-- Overall decline in inflation 
-- Decline in enrollment 

. -- Managed care utilization 

• 	 Providers squeezed in private sector and the welfare law's 
legal immigrant ban may increase level of uncompensated 
care 

• 	 Now only 4 ways to achieve savings: a block grant, 
lowering the federal match, a per capita cap, and DSH 

PHOTOCOPY 
PAiESE~VATuON 
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Per Capita Cap 

• Original reasons for per capita cap 

• Strength 

-- Fiscal discipline 

-- Protects enrollment 


o· Weakness 

-- Growth already constrained by match, although the 
program's always at risk due to state financing "schemes" 

-- Varied impact on states (see Figure 1) 

• Congressional, governors, and interest group views 

Page 4 
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TOTAL STATE PER CAPITA COSTS FOR FY 1995 (In Descending Ord~r) 
(fotal Computable Costs excluding DSH) 

FY95 Actual Dollars Average Annual Growth from FY 90-95 


NY $7,454 4.9% 


OR $7,116 17.4% 


NH $6,800 2.2% 


DC $6,500 6.4% 


R1 
 $6,129 . -4.5% ;;::~ 
r(')

CT $6,026 7.9% D., r::: 

MN $6,021 -17.8% 0:""
(_J -;: 

$5,835 1.1%MA ~) r.:: 
I~' ~tl ND $5,658 1.7% o CD

$5,521 3.6%NJ ::r:: 'J\ 
o~ rt;:MD $4,840 5.2% 

0.. 
~~" SD $4,832 4.1% 


WI $4,822 7.3% 


ME $4,715 5.2% 


DE $4,663 9.4% 


MT $4,573 5.3% 


NE $4,552 7.2% 


IA $4,424 6.7% 


PA $4,323 7.8% 


LA $4,308 9.5% 


AK $4,202 -3.4% 


WY $4,130 8.1% 


OH $4,119 8.6% 1""""1 

AR $4,094 8.3% ~ 


CO $4,078 10.2% ..
:=

WV $4,028 16.0% OIJ 
'MI $3,948 6.8% .""" 

~ 
KS $3,943 4.2% 


NV $3,922 1.7% 


NC $3,770 3.8% 


$3,765 3.7«'10
UT 
WA $3,654 3.1% 


TN $3,461 9.0% 


ID $3,441 -1.2% 


FL $3,433 1.8% 


IL $3,360 9.6% 


VT $3,343 2.4% 


SC $3,335 0.2% 


KY $3,289 5.7% 


OK $3,255 1.6% 


TX $3,202 5.2% 


AL $3,194 5.6% 


NM $3,170 4.8% 


VA $3,165 0.5% 


IN $3,088 -9.4% 


MO $3,041 5.5% 


GA $2,995 2.0% 


AZ $2,908 6.1% 


MS $2,863 12.5% 


CA $2,461 4.2% 


m nla 12.6% 




Disproportionate Share Hospitals 

• 	 History of program (see Figure 2) 

-- 1991 and 1993 agreements 

-- High DSH states dependent (see Figure 3) 

-- Policy justification remains for DSH savings 


.• Where we were: ·DSH savings and retargeting, pools 

• 	 What has changed 

-- Baseline similar 

-- No alternative to compare to state by state 


• 	 Discussion 
-- Original reasons for DSH savings 
-- Strength: protects enrollment 
-- Weakness: varied impact on states 
~- Congressional, governors and interest group views 
-- Reasons for and against 

ItilfUi.Al"if'f1. ,,,", '"" -. 
uU-1J~ IJ ,~"/ ~ -' 	 ' 

...-~ ~ ~'Vt:'c. 
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Percentage Change in DSH Spending· 
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Disproportionata Share Hospital (DSH) SpendIng 

Fadaral Spandlng and Parcont of TotalSpondlng, FY 188S 


Sorttld by States with Largest Of' Largest Proportion of PSH Splmding 


~, 

Federal Spending 
(Collars 11'1 MillIons) 

DSH:!IS "" 
of Total Medicaid 

Total 9,950 13% 

NewYol'k 1 512 New Hamoshlm 39% 

California 1096 Loui~iana 31% 
!texas 958 Missouri 26% 

, LoYisiana 865 NewJersev 24% 
New Jersey 547 ' , Colorado 23% 
Pennsylvania 521 SolAh Carolin.. 22% 

Missouri 436 Alabama 21% 
Ohio 382 California 19%, 
iSouth CarOlina 311 Maine' 17% 
I~Qbama 294 Rhode Island 17% 
Maseach~ 288 ITexas 17% 
:North Caronna 278 Connecticut 16% 
Georgia 255 ndlana 16% 
Michiaan 249 Nevada 16% 
Connecticut 204 MlsslulDDI 12% 
Illinois 202 New York 12% 
Florida 188 Washinaton 12% 
Washington 174 Georaia 11% 
MissIssIppI 143 Massachusetts 11% 
Kentucky .137 North Carolina 11% 
Indiana 124 . PennsYlvania 11% 
Maine 105 Vermortt 11% 

ColoJ'ado 93 Kentuckv. 10% 
Wizona 81 Ohio, 10% 
M<i!lYland 72 Michigan 9% 
iVlJes1 Viralnla 64 Arizona 8% 
Rhode IGtand 62 Kansas 8% 
New Hemoshire 52 Illinois 7% 
Kansas 52 MarYland 7% 
Nevada 37 Virginia 7% 
Vln:dnia 34­ AJaaka 6% ,, 
District of Columbia 23' • District of Columbia 6% I 

Oregon 20 Florld<l 5"'"Vennont 18 Del:rw3l'e 2% 
Oklahom~ 16 Oklahoma 2% 
Mlnnesoi.a 16 Oreaon 2% 
!Alaska 10 iWest Vlralnia 2% 
!'Wisconsin 7 1daho 1% 
NtlWMexico 5 Minnesota 1% 
Nebraska 4 Nebraska 1% 
Iowa 4 New Mexico 1% 
Delaware. 4 Utah 1% 
Utah 3 WISconsin 1% 
lArkansas 2 Iowa 0% 
Idaho 1 North Dakota 0% 
North DakOta 1 Arkans<ls 0% 
SOUlh O<lkota 1 South Dakota 0% 
Montana 0 HawaU 0% 
Hswaii 0 Montana 0% 
ennesseeI 0 Tennessee 0% 

INyomlna 0 IWyoming 0% 

G 
>-= 0
(~ r:......"

4;:t:;C,,,,,( 
()~ 
Orf: 
I~~' P;~ I
C5 V,) 
:~:: UI 
G~ fC: 

O~ 

~~ 

~ ;..e 

S'n.,.... 
r.c 

NOTES: 1995 spending from HCFA 64 fOlmG; percent of total from CRS, 199ft 
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Other Initiatives with Implications for I'Medicaid 


• Financing of proposed changes in the welfare law 

• Financing of children's initiative 

Page 6 
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Potential Children's Health Initiatives 

Options Cost Population Served 
Workers in between jobs Need $3 billion more in 2002 3 million Americans, including 

700,000 kids 

Medicaid outreach Probably in the $500 to $800 million a 
year range 

About 1 million children (more 
successful outreach- would cover more-
children and cost more money) 

State flexibility options Currently unknown Because of popularity with states, 
some significant increase in children's 
coverage likely 

Grants to states for public/private 
partnerships 

$100 million 180,000 children, increasing in 
proportion with funding 

Public health investment for services $100 million An added 450,000 children served in 
community health centers, increasing 
in proportion with funding 

Investment package without specific 
policy 

$2 billion a year 2 to 5 million children either 
provided insurance or increase access 
to services 
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f3~OTOCOPY 
:a~,~~'~':::.'~~,q,~ L-r~OfRj
":. J .. ":.-=-~_ ... ~ V J ,.:.... ..Medicaid Options 

• 	 Our budget tables are currently carrying about $30 billion in 
Medicaid savings. This is prior to final scoring of current 
Medicaid policy. 

• 	 DSH: probably can produce between $5 and $20 billion 

• 	 Per capita: mayor may not achieve significant savings -­
waiting on scoring. (fiscal discipline back-up still desirable). 

Medicaid Options 
~:~~.... 

1) 	 Per capita cap plus DSH savings to plug deficit hole 

2) 	 No savings for balancing the budget, but use savings from 
program (most likely DSH) for health investments 

3) Savings from DSH plus per capita cap to be split between 
deficit reduction and new -investments. 

-:c. 
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