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THE PRESIDENT’S BUDGET’S MEDICAID PROPOSAL

The President’s budget produces $9 billion in net’savings"between FY 1998 and 2002.

.t saves $22'billion in gross savings from two po!iciee':

o About two-thirds of the savings ($15 billion) come from reductions in payments to
~~= ~ disproportionate-share-hospitals-(DSH),.and-. . _ ..

o About one-third of the savings ($7 billion) from a per capita cap.

. It invests about $13 billion in pyoliciies such as:
o ~ “Allowing States to extend 12 -months of continuous eoverag'e to-children, and. ... . __

° Restoring coverage for some groups who lost it as a result of last year's welfare reform law.

" The President's budget also offers unprecedented flexibility so that States not the Federal government
can determine how best to |mprove Medicaid's efficiency.




'WHY REDUCE DSH SPENDING

DSH spending skyrocketed in the early 19908 Between 1989 and 1992, Federal payments for -
Medlcald DSH rose by over 250 percent.

Today, the Federal government spends nearly $10 b|II|on on DSH

N 0 lts growth has moderated due to laws’ passedin1991 and 1993..

co However about one-thlrd of DSH funds still may not be received by the hosprtats itis
intended to help, according to an Urban Institute study

i Both CBO and OMB predlct that DSH grow rates wm rlse

o By 2002 the Federal government WIH spend an estlmated $13 to 14 bllhon on DSH Its
growth rate in 2002 atone will be 7.4 percent according to CBO_ V




Federal Disproportionate Share Hospital Payments

;
i - . -

1989
Projections based on CBO January 1997 baseline

™. e 7 )
h el ’ ) )
< I
d i 120 7 o
. : i | -
v T
j , P
3 E : e
S. .
@«
Lo
m
. ; i T
© U 7 e
o5
| : . Il
& .. .
| I
S wwwww\&§&§§% s:wwwwx_
L o v > v
. i
o { -+
' . o .
: ! : 7
_ } i ;" ; .Q\W\M%W&%
| m 1
; ;
\
L ! L 1 | |
1 A_ { m T M T __ i
< o o | @ © < N
- ol — ' . _
i

suoljjig ui ssejjoq

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

1880




DSH REDUCTIONS IN THE PRESIDENT S BUDGET

The Pres:dent’s budget reduces Federal Medicaid spendmg in DSH." Specmcally 1t saves $15
bllllon or about 25 percent relative to the 1998 to 2002 CBO baseline. It:

o Freezes Federal DSH spending at 1995 !evels for 1998,
"o Reduces itto $9 billion in 1999, and

_ '0' Funds DSH at $8 bllhon per year for 2000 and subsequent years.

Equal reductlons wrth an upper limit. Savungs are achleved by tak;ng -an-equal. reductlon from D |

‘each States 1995 DSH spendmg, up to an “upper limit”. These percentage reductions are:

o 0 percent in 1998,

.o 15 percent m 1999 and

o . 25 percent in 2000 and eQUat subsequent year o T .

_If a State’s DSH spendtng in 1995 is greater than 12 percent of its total Med:cald spendmg, the
percentage reducton is apphed to this 12 percent rather than the full DSH spending amount

° The upper limit recognizes, like the taws enacted in 1991 and 1993, that some States
~ Medicaid program.s are particularly dependent on DSH funding. The upper limit also ensures
- that the few States with high DSH spending are not bearing the entire impact of the policy.




BETTER TARGETING OF DSH FUNDS

Currently, almost all hospitals qualify as “disproportionate share hospitals.” Under current
law, any hospital with more than 1 percent of its pat|ents covered by Medicaid is. ellglble for
dlsproportionate share funding. ‘

As DSH fuhding is tightened, directing the funds within States’ allotments to safety net -
- providers-becomes-more important. Limited Federal funding should be better targeted to

- ‘providers that need it most: hospitals that disproportionately serve a high volume of Medlcald B

patients, the uninsured, and Iow-mcome patlents

" Collaboration on exact formula. Because targeting funds is technically comp!ex and could have
‘potentially disruptive effects.in some States and for some providers, we want to work with

- Congress, States, provnders policy experts-and advocates to. develop. an. appropnate targetmg
i mechamsm o |




FUNDS FOR CERTAIN HEALTH CLINICS

Helpmg FQHCs and RHCs make the transition.

o - Federally qualified health centers (FQHCs) and rural health clinics (RHCs) like
‘ disproportionate share hospitals, play an lmportant role in the safety net..

o They may be dlSPVODOFtlonately affected by the proposal to repeal the requirement of cost-
Vbased relmbursement for these facﬂltles

Temporary FQHC / RHC fund. The Presrdent s plan includes a temporary fund of $1 .4 billion over
five years (from the DSH savmgs) it would sunset at the end of 2003. : ‘

o Funds from this pool would be »pald dlrectly to facnlltles.




WHY INTRODUCE A PER CAPITA CAP

Medicaid spending growth has been volatile.

o In the early 1990s, Medicaid spend‘ing per beneficiary rose rapidly.

~ While Medicaid growth is low today, it mayy weII rise again in the future '
o In fact, CBO pro;ects that Medicaid spendmg growth per beneﬂcuary w1l| rise to nearly 7
| percent by 2002.
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' THE PRESIDENT’S PER CAPITA CAP PROPOSAL

+ The Presndent’s budget constrains spending growth responsmly The Presndent s per capxta |

- cap proposal savmgs $7 bllhon over ﬂve years ‘The per caplta cap

o Creatésan incentive to redzuce cost grOMh wit'hout red.ucin:gjcoveragek.

\ o‘“ ' PreserVes the Fede’ral - State ;partne'rship The Federal go’vernme’nt will continue to share

“in"the States’ costs when ‘they face" unexpected recessions or changes in demograph!cs T
o Lets States demde how to improve efﬁmency States will deC|de how best to reduce thelr

costs through a flex1b|e spendlng l|m|t and moreased program ﬂeX|b|||ty offered inthe -
President’s budget ‘ | o :

-constrained-if today’s growth rates rise exoesswely The growth limit, which para!lels the rate
o of prlvate spendmg growth wnl not be breaohed un!ess Medlcald mflatlon rises..

o _ lncreases taxpayer confldence in the program. By requi rlng a much greater level of

budgetary accountability, the per capita cap enhances the public support for Medicaid. ~

o0

R ———

M_;_g_ Keeps spendmg growth in hne w1th the private: sector Medlcald spendmg wn!l only | be L ’
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HOW THE PER CAPITA CAP WORKS
Setting the Federal limit. Each State will have one spendmg limit for its Medncaxd benefits
spending. This limit is calculated by multiplying:

o - 1996 Medlcald spendmg per beneficiary (eeparately for aged dlsabled adults & chlldren) by

o An mﬂatlon ad}uster setin !eglslatlon by

o “Irle'tee@qedl”rqumpe_r“of beneflexerles__eovered by the States.(by ty'peOf'beneﬁcia’ry)._

The Federal government will match State_expe'nditures as under current law up to this limit.

Poomraen

Excluded'expendifures. ’Spending not counted toward this limit includes all DSH, Medicaid
spending on Medicare cost sharing, and other miscellaneous expenditures unrelated to benefits.

- e e . . e e e e e e e e e e e e e e me e A -t

Setting the inflation adjuster. The President’s budget:limits Medicaid spending growth to the
average growth in nominal GDP per capita plus 2 percentage points in 1998, and plus 1
percentage point for all subsequent years. This averages about 5 percent between 1997 and
2002. e |

'Recognizing that there is a debate aboUt what is the most-appropriate index, we intend to work with
- Congress, States, researchers and others to develop the best inflation adjuster. :

12




-FLEXIBILITY OF THE PER CAPITA CAP

Ad‘justs‘for changes in a State’s population.
o ' Each State has a unique and chenging mix of"peopte it. covers through Medicaid.

o 'Consequently, the per capita cap expllmtly adjusts for changes in both the number and mix of
beneficiari es : ,

o Forinstance, a State that- expenences a rapid rise in |ts elderly population will receive a ~
greater increase in their limit than a State with an equal rlse in Medicaid children, given the
hngher cost of care for the elderly

Allows savings from one area to offset overspending in another. There is only one limit per

.. State. This. means that if a State is able to produce extra savings from its elderly program but R
" overspends on its children, it may use those savmgs to offset the extra spendmg, thus recemng full

matchmg payments

13




ADDRESSING DIFFERENCES ACROSS STATES

Helpmg in the transition. The budget includes about $1 bllhon (from the per capita cap savmgs)
in a capped, temporary pool to assist States and other entltles who may be dlsproportxonately
affected by the new Medicaid polncnes . .

Medlcald Commission. The per caplta cap represents a. major change in Medicaid fmancmg
The Presrdent s budget wutl establlsh an mdependent rmpartlat commrssron to examme

o leferences in base year spendmg The commission will examine States’ Medlcald
f spendlng patterns to better understand why there are differences.

o Atternatlve Medicaid matchmg rates The commission w1|l also assess whether the current
Medlcald match ing rate, created in the 1960s, is still a farr and accurate formuta

At the end of two years, the commission wil recommend” any changes to the Medicaid matching

rate, per capita cap growth rates or base year spending that ensure equltab!e treatment across
states - : t , :

14




MEDICAID FLEXIBILITY PROVISIONS

Unprecedented flexibility. The President’s proposes Uhprecedented flexibility in Medicaid so that
States, not the Federal government, can determine how best to achleve the savings targets in the
budget. Under the plan, States can: :

o Reform their programé without the need for a waiver,

© Set provider paymeht and managed care rates with less Federal micromanagement, and

o Administer their programs with fewer and simpler Federal requirements.

15 -




'FREEDOM FROM WAIVERS

Manéged care without a wai:ver (1915(b)) with new qu_a-lity standards

Home and community-based care programs without a wéi-ver (1915(c))

Expénsion to people with incomes up to 150 percent of poverty without a waiver (1115)

16




FLEXIBILITY IN PROVIDER PAYMENTS AND MANAGED CARE

Repeal Boren amendment

Eliminate cost-based relmbursement requnrement for Federa!!y qualified health centers (FQHCs)
and rural health clinics (RHCS)

‘Replace “75/ 25" éhrtj'llhiént*édhﬁde”itidﬁ"r'u}lé' With féasonable quality standards ™
Reduce the number of managed care éontracts subject to Federal review
'Revise outdated upper payment limits for managed care . . .

Allow States to l‘et mania‘gedcarﬁe pia’ns use nominal‘ciopayments |

7|




SIMPLIFICATION OF ADMINISTRATIVE REQUIREMENTS

. Eliminate a series of unnecessary Federal requirements, including:
° Requirement for private health insurance purchasing when cost effective -

O

Computer systems requirements

o Increase matching payment for nursing home survey and certification requirements

18




' MEDICAID FY 1998 PROPOSALS

STATE FLEXIBILITY AND NEW INVESTMENTS

PROMOTING STATE mmmw

Increase Flexibility in Provider Pameng

0

Repeal Boren Amendment

Repeal the Boren amendment for hospitals and nursing homes, while establishing a clear
and sunple pubhc notice process for rate setting for both hospxtals and nursing homes.

Modify the process for determmmg payment rates for hosp:tals nursing facilities and

- Intermediate Care Facilities for the Mentally Retarded (ICF s/MR) to add a public

notification process that provides an opportunity for re\new and comment, which should
result in more mutually agreeable rates.

Eliminate cost-based renmbursement for health clinics

Federal requirements that most Federally Qualified Health Centers (FQHCs) and Rural
Health Centers (RHCs) be paid based on costs would be removed beginning in 1999; and
a capped, temporary ﬂmdmg pool would be established to help these facilities during the
transition, ;

Increase Flexibility in Program Eligibility

o

Allow Budget Neutral ehglblllty s:mphﬁcatlon and cnmllmcnt expansion

Enable States to expand or simplify ehgnbnhty to cover mdmduals up to 150 percent of
the Federal poverty level through a simplified and expedited procedure. Current rules

‘would be retained to the extent they are needed to ensure coverage for those who do not

meet the eligibility criteria of the new option. Federal spending would be restrained by the
per capita cap for current eligibles and such expansions would be approved only if they
were demonstrated to be cost nieutral (i.e. no credit for persons who were not otherwise
Medicaid eligible in the determination of cap number). '~

This proposal enables States to expand to new groups that are not eligible under current
law without a Federal waiver. Administration would be streamlined and simplified in that
States would be able to use the same eligibility rules for everyone eligible under the new
percent-of-poverty option in place of the current plethora.of different rules for different
groups. Integrity of Federal spendmg limits would be mmntmned by the cost neutrality
requirement.

'



Guarantee eligibility for 12 months for children

This proposal would permit States to provide 12-month cohtimious Medicaid eligibility for
children ages 1 and older. (Continuous coverage was enacted for infants by OBRA 90.)

This proposal would provide stable health care coverage for children - particularly
children in families with incomes close to the eligibility income limits, who often lose
eligibility for 2 month due to an extra pay period within a month. This proposal would
also reduce State administrative burden by requiring fewer eligibility determinations.

Eliminate angg_gg ary Administrative Requirements

o

Eliminate OB/Peds physician qualification requirementx

Federal requirements related to payment for obstetrical and pediatric services would be
repealed. States would only have to certify providers serving pregnant women and
children based on their State ilcensure requirements :

The minimum provider qualification requirements under current law do not effectively

- address quality of care.. In addition, current law fails to recognize all bodies of specialty

certification, so certain providers are precluded from participation in Medicaid (e.g.,
foreign medical graduates). Congress amended the law in 1996 to include providers
certified by the American Osteopathic Association and emergency room physicians.

Eliminate annual State reporting requirements for certain providers

States would no longer have to subxmt reports regarding payment rates and beneﬁcxary .
access to obstetricians and ped:atnclans . -

Current law assumes that access is linked to pajfment rates.r .However, the State-reported
data do not reveal much regarding the link between payment rates and access.

Eliminate Federal requirements on private health insurance purchasing

Eliminate requirement that States pay for private health insurance premiums for Medicaid
beneficiaries where cost-effective.

The current law provision is not necessary. States have an inherent incentive to move
Medicaid beneficiaries into private health insurance where it is cost-effective. The
proposed per capita spending limits increase this incentive. The current, detailed, one-size-
fits-all Federal rules hinder States from designing programs that most effectively suit local
circumstances.



Snmpllfy computer systems reqmrements

Eliminate detailed Federal standards for computer systems desxgn State systems would be

held to general performance parameters for electromc clauns processmg and information
retrieval systems. » :

Current detailed requirements for system design were developed for an earlier time in
which technology was primitive and detailed Federal rules were necessary to move States
closer to what was then state-of-the-art. This is no longer the case. It is now sufficient to
require States merely to show that their State-designed system meets performance
standards estabhshed under an outcome-onented measurement process

!

~ Reduce unnecessary personnel reqmrements

We would work with States and State employees to replace the current, excessively
detailed, and ineffective Federal rules regarding administrative issues that are properly
under the purview of States, such as. personnel standards, and training of sub-professional

- Increase Flexibility Regarding Managed Cagg

Modify upper payment limit for capitation rates

Modify upper payment limit and actuarial soundness standards for capitation rates to
better reflect historical managed care costs by requiring actuarial review of the rates.

The current Medicaid upper payment limit for managed care contracts (i.e., 100% of fee-
for-service) is not an accurate payment measurement for Medicaid managed care plans. It
does not reflect historical managed care costs and States claim it is inadequate to attract
plans to participate. This proposal would modify the definition of the UPL to more _
accurately reflect Medicaid spending. It would also modify actuarial soundness standards.

Convert managed care waivers [1915(b)(1)] to State Plan Amendments

Permit mandatory enrollment in managed care without federal waivers. States would be
able to require enrollment in managed care without applying for a freedom of choice
waiver [1915(b)(1)]. States would be allowed to establish mandate enrollment managed
care programs through a State plan amendment. Qualified IHS, tribal, and urban Indian
organization providers would be guarantwd the right to panxcxpate in State managed care
networks.

This proposal would provide States greater ﬂexibility in ad_ministering their State Medicaid
programs by eliminating the freedom-of-choice waiver application process. States would
not have to submit applications for implementation or renewal. The Administration is
pursuing strategies to assure quality in Medicaid managed care that are more effective and
less burdensome than the assurances added through the waxver‘process Guaranteeing

urban Indian orgamzat:on provzders ‘the right to participate in State Medicaid managed

i



care networks integrates ITUs into managed care delivery systems and recogmzcs their
unique hea.lth delivery role. : :

Modify Quality Assurance with new data collection authority while eliminating
75/25 enrollment composition rule

“Replace the current enrollment composition rule with a new quality data monitoring
system under a beneficiary purchasmg strategy with new data collection authority.

As part of the continuous effort to ensure Medicaid managed care beneficiaries receive
quality care, HCFA proposes to implement a "beneficiary-centered purchasing” (BCP)
strategy. BCP will replace certain current federal managed care contract requirements.
The current enrollment composition rule (i.e., 75/25 rule) requires that no more than 75
percent of the enrollment can be Medicare and Medicaid beneficiaries. The current
requirement is a process-related, ineffective proxy for quality. This requirement would be
replaced with a quality monitoring system based on standardized performance measures..

HCFA, in collaboration with States, would define and prioritize a new standard set of
program performance indicators, including a new quality monitoring system. These
measures would be used to quantify and compare plans’ quality of care, provide purchas-
ers and beneficiaries with the means to hold plans accountable, and provide HCFA with
comparable data to compare the performance of State programs to eﬂ‘ecnvely hold States
accountable as well.

This proposal would enhance the Secretary’s ability to ensure that beneficiaries’ interests
are being protected as enrollment in managed care increases, and to detect and correct
possible abuses by managed care plans A more outcome oriented quality review process
is vital to the Federal and State oversight of managed care plans to ensure that Medicaid
beneficiaries are receiving the hxghest quality care poss:ble -Data would be vital to the
success of such an effort.

1

Change threshold for federal review of contracts

~ Raise the threshold for’the federal review of managed care contracts from the current .
$100,000 threshold to $1 million contract amount (or base threshold for federal review on -

lives covered by plan).

This proposal would provide greater State flexibility in management and oversight of
Medicaid managed care programs. ' It would also reduce the number the of managed care

plan contracts requiring HCFA review and approval.
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Nominal copayments for HMO enrollees . 3 -

Penmt States to xmpose normna! oopayments on HMO enrollees

ThlS proposal would bnng policy on Medncald copayments for HMO enrollees more in line
with Medicaid copayments that a State inay elect to nnpose in fee-for service settings. It
would also allow HMOs to treat Medicaid enrollees in a manner similar to how they treat .
non-Medicaid enrollees. However, impact on beneﬁcmnes wouid not be harmful since
copayments, if imposed, would stﬂl have to be normnal :

vIncrease Flenbihg Rgga_l_'gmg Long:Tgrm Q!_:_'g o

Convert Home and Commumty Based Warven (1915(c)) to Sute Plan Amendments

Give Statec the opt:on to create a home and oommumty-based services program ‘without a ,
Federal waiver, through a State plan amendment. This proposal would benefit States and .
beneficiaries by eliminating the constant and costly necessxty of renewmg the waivers,
whlle ensunng a hngh level of care. ! , ‘

t
[

' Increase the Medicaid Federal fi nanclal pamclpatwn rate from ‘75 percent to 85 for ‘
-nursing home Survey and Certlf' catlon activities | B

[

Raise the Medlcald F ederal ﬁnancml pamcnpatlon (FFP) rate to 85 percent

Federal funding i is unportant to mamtam both quality standards estabhshed by OBRA 8‘7
and resulting enforcement activities; Increasing the Medicaid federal financial
participation percentage to 85 percent would encourage States to increase total spendmg
on nursing home survey and cemﬁcatlon actmtles ' o o

T

Permit waiver of prohibition of nurse aude tralnmg an'd‘co'mpetency evaluation

. programs in certain facilities. Clarify that the trigger for drsapproval of nurse aide

or home health aide training and competency eva]uatlon programs is substandard .
quahty of care (Medlcazre and Medlcald) - . ~
v ’ f ' ) .
This would allow States to waive the prohfbmon on nurse, aide training and competency
evaluation programs offered in (but not by) a SNF or Medlcmd NF if the State: (1)

determines that there is no other such program offered within a reasonable distance of the

facility; (2) assures, through an oversight effort, that an adequate environment exists for

operatmg the program in the facility, and (3) provides notice of such determination and
assurances to the State long-term care ombudsman. The proposal would also make clear -

. that a survey finding substandard quahty of care, rather than the mere occurrence of an

extended or paﬂxal extended survey is what tnggers the sanctxon of the training program

The current prohnbmon on nurse mde training and competency evaluatlon programs causes
a special problem for rural nursing homie where a community college or other training -

facility may be inaccessible to nurse aides. This proposal would safeguard the a."aﬂabahty -

of nursing homes which might otherwise stop participation in Medicare and Medicaid as a



result of losing a training program’s approval. This proposal is also a part of the -
Vice-President’s Reinventing Government initiative. A clarification of the circumstances
under which a program must be sanctioned is needed because the fact that an extended or ‘
partial extended survey is conducted is not, in itself, an mdlcatxon that substandard quality
of care exists in the SNF, NF, or HHA.

Eliminate repayment requirement for alternatwc remednu for nursing home
sanctions :

Eliminate the reqmrement for repayment of federal funds received if a State chooses to use
alternative remedies to correct deficiencies rather than termmatxon of program
participation. -

This proposal would allow States to promote complianc{: by employing alternative
remedies on nursing facilities. This provision for alternative remedies gives States the
flexibility for more creative implementation of the enforcement regulations.

Delete Inspection of Care requii'ements in mental hospitals and Intermediate Care
Facilities for the Mentally Retarded (ICFsYyMR) :

- Eliminate the duplicative requirement for fnspectioa of Care (I0C) reviews in mental
hospitals and ICFs/MR. The survey and certification reviews that currently take place in
mental hospltals and ICFs/MR would remain in place.

+ Inspection of Care (I0C) reviews were originally desxgned to ensure that Medicaid
recipients were not being forgotten in long term care facilities. The current survey process
has been improved through a new outcome-oriented process that protects reclplents in
mental hospitals and ICFs/MR from improper treatment. Consequently, IOC reviews are
no longer needed and are, in fact, in direct conflict with the revised ICF/MR survey
protocol. The current requirement for two reviews (IOC and the ICF/MR survey) has
become duplicative. If the IOC were eliminated, the ICF/MR survey and certification
process would remain in place.

Altern atwe sanctions in Intermedute Care Facnlntm for the Mentally Retarded
(ICFs/MR)

Provide for alternative sanctions in ICFs/MR that already are available for nursing homes.
Alternative sanctions that currently are available in nursing homes include: directed in-
service training, directed plan of correction, denial of payment for new admissions, civil
monetaxy penalties and temporary management, :

Sanctions other than immediate termination were estabhshed for nursing homes under the -
OBRA-87 legislation, but not for ICFs/MR. This proposal would extend the alternatlve o
sanction option to ICFs/MR.



=y (,z 3

RECONCILIATION HEALTH PROVISIONS

MEDICAID
HOUSE SENATE ADMIN. POSITION STATUS
Coverage of | Option to cover Not included Support neither Members’ issue
$8l Kids certain SSI kids o Budget Agreement
DC, Neither DC included but Support Senate if: Members’ issue
Territories not 70%; Includes | Higher FMAP
Territories but w/ ,
different levels :
Medicare Medicaid pays full | Medicare block Support House if: Members’ issue
Premium premium w/ 100% | grant through Replace 100% extra
Assistance Federal matching | Medicare premium with 100%
for Low- to 135% of full premium for
Income poverty; 100% of higher than 135% of
Benes extra premium to poverty f
175% of poverty
Cost : Current Law Allows states to - Support House Members' issue but
Sharing for require limited ? : may be accepted by
optional cost sharing for Democrats if subject
coverage optionai eligibles to comparability,
statewideness, and
anti-discrimination
‘ provisions
DSH High-DSH get High-DSH get Support neither Members’ issue
Ailotments twice the cut as higher cuts; states | Prefer somé {bipartisan
low-DSH using MH DSH get | protection for high- workgroup to begin
greater cuts DSH states meeting 7/14]
DSH Excludes DSH States must Support House & House is in; Others
Retargeting | from managed prioritize hospitals; | Senate if: are Members' issues
‘care payments Limits payments to | Add Federal .
Mental Hospitals standard for formula

Repeal of Phase out cost- No provision Support repeal if Members' issue
Cost-Based | based some protection
FQHC/RHC reimbursement for clinics
payments :
1115 demo. | Extend 1115 w/ Extend 1115 Support House Members’ issue
extensions budget neutrality regardless of budget neutrality
‘ budget neutrality; w/ provision for AZ
exception for AZ :

July 13, 1997



ADMIN. POSITION |

STATUS

HOUSE SENATE

Returnto None Includes Support Senate, if: | Members’ issue
Work demonstration to Raise income :

aliow workers with | eligibility ceiling from

disabilities to buy 250% of poverty (too

in low)
Asset None Amends HIPAAto | Oppose Senate Receded to Senate
Divestiture provide sanctions | Current laws are

for people who sufficient

help in disposing

assets
Data Requires MMIS None Support House Receded to House

data " -

Alaska None Increase to 59.8% | Oppose Senate Members’ issue
FMAP ‘
MC Lock In 6 months 12 months Support House Receded to Senate
Privatization | Includes No provision Oppose House Receded to House
Waiver of No provision >Incyluded Oppose Senate Members' issue
NY provider
tax
Breast No provision Included Support Senate Members’ issue
cancer [note: may need to
coverage reconsider] i
MC Quality [many] [many] Support in general Resolved at staff

level

July 13, 1997
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. MEDICAID & CHILDREN IN THE HOUSE AND SENATE BILLS
(FY 1888-2002, in billions of dollars)

HOUSE SENATE
MEDICAID
SAVINGS
Budget Agreement
DSH (1) -13.1 -12.3
Boren 1.2’ -1.2
FQHC Payment Reform -0.3 -
Other i
Medicaid Rates for Medicare Cost Sharing (2) - -5.0
Veterans' pension treatment - -0.1
. SUBTOTAL -14.6 -18.6
SPENDING
Budget Agreement
bC - 0.3
PR and Terdtories - 0.2
Premium Asst. for Medicare Benes (3) 1.5 0.0
Indirect Effect of Medicare Changes (4) - 11 19
Children ‘
S8l children (5) 0.0 -
12-Month Continuous Eligibility 0.7 0.1
New Enroliment 0.6 2.6
OBRA Children Phase-in - 04
Presumptive Eligibility 0.4 -
Other ’x
Working Disabled - 0.0
Access to Emergency Care 0.1 a1
Emergency Services for Aliens 0.1 -
Assuring adequate managed care payments 0.0 0.2
Alaska Match ) 00. 0.2
Optional coverage breast cancer - 041
Waiver of Certain Provider Tax Provisions - 0.2.
Continuation of 1115 Waivers - 0.8
Coverage of Physician Assistants 01 -
SUBTOTAL: WITH CHILDBEN'S HEALTH 4.6 71
SuUB : WITHOUT CHILDREN'S HE 29 4,0
' TOTAL MEDICAID: WITHOUT CHILDREN'S HEALTH 1.7 ~14.6
CHILDREN :
Grants {6) 14.2¢ 23.8
Medicaid Spending 1.7 3.1
TOTAL CHILDREN 15.9° 26.7

(1) House DSH offset is lower because CBO assumes that states direct some of the children's tunds to
these hospitals. Senate DSH savings includes savings from reducing paymants to.:menal hospitals.
{2) This policy increases Medicare costs by +$2.9 billion for a net effect of -$3.1 billion '

(3} The Senate includes a Medicare block grant of $1.5 billion for this purpose
(4) The higher cost in the Senate is due to the home heaith copayment.
{5) House includes a state option that costs $45 miliion over 5 years,

{B) Includes the $8 billion from the 20-cent tobacco tax.



' BUDGET ISSUES: MEDICAID AND CHILDREN’S HEALTH

MEDICAID
. Low-income Medicare beneﬁciaryipreminm protection: :
| - : Support House‘s Medicaid approach (versus Senate’s Medicare block grant);
support payment of premium, not home health component only
. DC, Territories, coveraée for certain disabled'ohildren: |
- Maintain budget agreement commitments I
e .D.‘:_‘f,H retargeti‘ng:‘v ‘ |

- Support Senate’s prowsrons that states prioritize payments to hospltals and
phase down payments mental hospitals : .

CHILDREN’S HEALTH
. Funding:

- Support Senate's $8 billion revenue from tobacco tax for children’s health (other
$6 billion for other children’s needs) but with no sunset after 2002. Also, funds in
budget should mcrease annually to account for inflation and enrollment growth

*  Meaningful benet”ts

- Support Senate s FEHBP Blue Cross / Blue Shield. If list of options is substituted
for FEHBP-only option, could accept most popular state employee' HMO plan
(may want to specify that it includes well child care) and recommendation from -
American Academy of Pediatrics as well as FEHBP. Make certain that each plan
' optuon includes basm benefits including mental health, vision and hearmg

S Support Senate’s cost shanng protections for children- below 150% of poverty; .
"~ could compromlse to allow it to be nominal cost shanng '

. Accountability:

- " Oppose House’s direct service option which CBO assumes will be funneled to
: DSH hospitals to reduce their cuts. Support House and Senate’s exclusion of
mandatory and optional Medicaid children; Senate’s financial maintenance of

effort lf narrowed Senate’s ban on provrder taxes and donatlons for state share.

. Efﬁcrency:

- Support \ranatlon on the Senate formuia that gives extra matching rate for any

"~ new child-enrolled in Medicaid (including children currently eligible. but not
enrolled) ‘Support provision of higher matching rate (or requirement) for states to
use schools to educati ion and/or enroll children in programs V

July 18,1997



THE PRESIDENT’S FY 1998 BUDGET: PER CAPITA CAP & DSH REDUCTIONS
‘ IN THE MEDICAID PROGRAM

~ The President’s budget saves $9 b1lhon in net savings over five years and takes a’ number of steps

" to preserve and strengthen the Medicaid program. It preserves the- guarantee of coverage for the

37 million low-income children, pregnant women, people with dlsablhtles and older Americans
who depend on Medicaid for basic health coverage and long- term care, while at the same time
strengthenmg Medicaid’s fiscal discipline and buxldlng on the success of the past few years in
constralmng excessive growth in spending. ‘ :

« . Contains Important Investments in Medlcald The Pre51dent s budget invests about
$13 billion in expanding coverage for ellglble children, restoring coverage for some
groups who lost it as a result of last year’s welfare reform law, and contains other -
investments, including helping people with disabilities who ‘earn above a certain income
level retain thelr Medlcald coverage L : ; ‘{ '

. ; | Recognizes That Medicaid Spendmg Growth Has Slowed and Achieves Modest
‘Savings. The $22 billion in gross savmgs comes from two sources:- :

. Reducmg DSH. Two thirds of the savings, or roughly $15 bllhon comes from -
reducing the amount the Federal government spends on so-called - - -
“d1sproportlonate share hospitals” (DSH) ‘ .

S
. Implementmg a Per Caplta Cap.- One third. of the savmgs or roughly $7
- billion, comes from a “per capita cap” policy that w111 11m1t Federal Medlcald
spendmg growth on a per-beneﬁmary ba51s ‘

. Fundmg the Transxtxon These savmgs are net of a $2 4 billion mvestment to
- assist States and prov1ders in.the transition to the new DSH and per capita cap "
pohmes About $14 bllhon over five years will belincluded in a supplemental
fund to help cover the costs of care delivered in Federally Qualified Health
Centers (FQHCs) and Rural Health Clinics (RHCS) In addition, $1 bllhon over
five years is reserved for a “transition pool” to assist States and safety net '
providers that are dxsproportlonately affected by the new pohcles

. Reduces DSH. Spendmg (Net Savmgs of $15 Blllmn Over Five Years)

e ._ Controllmg DSH Spendmg ‘The Federal government will spend about $10

~ billion on DSH in FY 1998, which is an important source of support for many
hospitals that serve a disproportionate number of Medicaid and low-income

- patients. In the late 1980's and early 1990's, DSH spendmg was growing at -
double-digit rates, and was the driving force in Medicaid’s high growth rates.
"While DSH growth has moderated~-partly because of changes made by the
Congress and the' Administration i in 1991 and in OBRA 1993--both the HCFA
actuarles and CBO s analysts beheve that the growth w1II accelerate again.



. Freezing DSH Spending at the 1995 Levels. The Administration’s policy
essentially freezes DSH spending in 1998 at 1995 levels, with a gradual decline to
$8 billion in spending for FY 2000-2002. (Under the CBO baseline, DSH
spending would have grown to about $14 billion by 2002).

. Distributing DSH Savings Fairly. DSH savings are achieved by taking an equal
percentage reduction from States’ 1995 DSH spending, up to an “upper limit.” If
a State’s DSH spending in FY 1995 is greater than 12 percent of total Medicaid
spending in that State, the percentage reduction is applied to this 12 percent rather
than the full DSH spending amount.  This “upper limit” maintains the policy
balance struck by Congress in the DSH provisions it enacted in 1991 and 1993,
which recognized that some States’ Medicaid programs are particularly dependent
on DSH spending. Like those earlier Congressional enactments, this “upper
limit” policy ensures that the few States with high DSH spending are not bearing
most of the impact of the savings policy. :

. Better Targeting DSH Money. The Administration believes that DSH dollars
should be targeted to the providers that need them most: those hospitals that
disproportionately serve a high volume of Medicaid patients, the uninsured, and
low-income people. We continue to support better targeting of DSH funds. But
because implementing a policy to target DSH funds more effectively is
technically complex and could have potentially disruptive effects in some States
and for providers, our policy does not specify a mechanism for targeting. We

" want to work with the Congress, the States, providers, policy experts and
advocates to develop an appropriate targeting mechanism.

. Helping FQHCs and RHCs Make the Transition. To respond to the special

' needs of critical safety net providers, the President’s plan includes a temporary
fund of about $1.4 billion over five years to help cover the costs of care delivered
in FQHCs and RHCs. The Administration believes that this supplemental fund
will help these providers during the transition to a per capita cap, and will also
compensate for our proposed repeal of cost-based relmbursement for these
famlmes, effective in FY 1999.

Implements a Per Capita Cap (87 Billion Net Savings Over Five Years). Under the
per capita cap policy, Federal Medicaid spending growth will be limited on a per
beneficiary basis. The per capita cap is designed to maximize States’ responsiveness to
the health care needs of their Medicaid populations. It does this by adjusting the cap
when enrollment increases when, for example, there is an economic recession. The per
capita cap will work as follows:

. Calculating the Cap. The cap would be the produét‘of three components:

1) State and Federal spending per beneficiary in the base year
(FY 1996), including administrative costs; -



i
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2) An index spec1ﬁed in leglslatmn (for years between the base year and
the current year) and

3) The number of beneficiaries in the current year.

To allow for a change in the mix of Medicaid beneficiaries over time, the plan
would calculate the cap by using the specific spending per beneficiary and number
of beneficiaries in four subgroups: the elderly, individuals with disabilities, non-
disabled adults, and non-disabled children. The spending for each of the four
groups would be combined to establish the spending limit for the State.

Each State would be able to use savings from one group to support expenditures
for other groups or to expand benefits or coverage. Once the cap is calculated, it
would be multiplied by the State matching rate to determine the maximum
Federal spending in each state. The Federal match would continue until the
capped amount for the State is reached.

Determining the Index. The index we have used is the growth in nominal GDP
per capita (based on a five-year rolling historical average), plus adjustment factors
that account for Medicaid’s high utilization and intensity. Over the budget
period--1998-2002--the index would allow per capita spending to increase by an
average of 5 percent per year. By 1999 and subsequent years, the index will be
nominal GDP per capita plus 1 percent.

Finding the Most Appropriate Index. Our policy development to this point has
focused on an index based on the growth in nominal GDP per capita, but we are
reviewing indexes that could more precisely reflect:growth in health care costs,
and in particular, the volume and intensity inherent in a program that serves many
low-income people. Recognizing that there is a debate about which is the most
appropriate index, we intend to work with the Congress, the States, policy experts,
and other stakeholders in order to facilitate the development of the best mdex
possible. ) .

Exempting Spending From the Cap. Certain aspects of Medicaid spending not
tied to individual beneficiaries or not under direct control of the States would not
be subject to the cap: vaccines for children, payments to Indian health providers
and Indian Health Services, DSH payments, and Medicare premiums and cost-
sharing for dual eligibles and qualified Medicare beneﬁciaries (QMBs). On the
other hand, Medicaid expenditures for services and administration delivered under
Section 1115 demonstration waivers would be subject to the per capita cap.

Assessing the Impact of the Per Capita Cap.' After 2000, when both the HCFA
actuaries and CBO’s analysts have indicated that they expect Medicaid spending
growth on a per capita basis to rise more rapidly again, the per capita cap would
constrain Medicaid growth per-person (for non-DSH benefits and administration)
to about 5 percent per year.



If the Administration and the States are successful in holding spending growth per
beneficiary to about S percent a year during this period--which is close to the
annual growth rate CBO is projecting for private insurance on a per-person basis--
the per capita cap will produce little to no savings. But if the projections that per -
capita spending growth will rise again turns out to be correct, the Administration’s
policy will prevent that increase from overtaking our balanced budget.

Creates Transition Pool for Those Who Are Disproportionately Affected By New
Policy. We also include about $1 billion in capped “transition pool” funding over five
years to assist States and safety net providers who are dlsproportlonately affected by the
Medicaid savings policies.
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Medicaid Talking Points for California

I am well aware of your concerns about a Medicaid per capita cap. You.should know that we did
not design this budgetary contraint mechanism to save significant dollars. We are advocating it
to ensure that the program and the taxpayers who support it do not experience a return to the
excessive growth rates we saw in the early 1990s.

The fact that our proposal only achieves $7 billion in savings off of an over $600 billion baseline
illustrates that we are sensitive to the fact that program growth has declined recently. Moreover,
the way we designed the per capita cap ensures that there is no 31gn1ﬁcant savings from this
mechanism until the turn of the century.

We recognize that some States, including California, are concerned because they have low per
person spending in the base year which will be “locked in forever” in the per capita cap funding
formula. We certainly do not want to punish States like California who run efficient Medicaid
programs, and we are open to discussions about ways to protect against any unfair or
disproportionate impact on the State.

Specifically, a number of Members of Congress have asked us to consider applying what is
known as differential growth rates to States” Medicaid allocations to start to bring States which
have higher base rates much closer to lower base rate states like California. We are working with
them and would welcome any suggestions you may have in this regard as well.

I am also aware of your concerns abour reductions in Disproportionate Share (DSH) spending.
We have designed the savings to be particularly sensitive to California DSH concerns, but I am
well aware that savings from this program will pose funding challenges for you. It is our belief,
however, that our reinvestments in health coverage -- for chﬂdren and for legal 1mm1grants in
particular -- will help offset DSH savings. :

One great challenge will be to better target the remaining DSH dollars to institutions most in
need. We are workmg on ways to do just that and we look forward to working with you on this
issue as well.

Lastly, we are quite proud of our commitment to provide additional flexibility to States to better )
and more efficiently administer their Medicaid programs. Our elimination of burdensome waiver \
processes that stand in the way to expand into managed care and to provide new home and

community based options to institutional care will be particularly empowering to States.

As we review different flexibility options, we welcome any thoughts you may have to make
certain we strike the right balance between flexibility and accountability. You should all look at
our upcoming discussions on reforming Medicaid as an opportunity to make the program more
responsive to the needs of your constituents. I know that this is a mutual goal we both share. |
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CALIFORNIA

California is a rare example of a state that used to. be a high disproportionate share
(high DSH) state and, within the last two years, has become a low DSH state. The state
and ‘Congressional delegation lobbied hard and successfully for a modification in the
Senate-passed DSH funding cut formula that prov1ded for a special DSH freeze calculation.
They wish to keep their formula and we are doing nothing to undermine their position.
In fact, we are providing “technical” assistance to the budget leaders and are forwardmg
formu]as that exphcltly protect the “California” deal. ?
i .

In addition, although we have consistently advocated for bettér DSH targeting within the

Medicaid formula (a position that California opposes because they feel they already have a

. targeting mechanism that addresses our concern about hospitals disproportionately serving

the uninsured), we have apparently lost the argument. All we are pushing for is a requirement
that a state publish a state plan that indicates how they are gomg to protect vulnerable hospltal

Cahfomta can more than live with that posmon ~
|

P
i .

:Suggested Talkmg Pomts

. We recognize the special Medicaid needs of the Cahforma delegatlon ‘As many of you
‘ know, before the original budget agreement was reached, we worked with you to drop the
- per capita cap provision from the agreement. . We willlwork with you again in the budget
agreement and I am confident we will work out an arrangement that is acceptable.

e  We all recognize that Medicaid is going to make a contmbutlon to deficit reduction.
However, it will be a relatively modest one, pamcularly when compared with Medlcare
However, there is no reason why we carmot mltlgate unanticipated and overly negatlve
effects of DSH savings. - ,

. I understand the agreement you reached in the Senate is somethmg you feel, at minimum,
- you need to have in the final package. It protects California from an overly harsh hit.

. I want you to know that, although Medicaid DSH savings formulas will no doubt change
numerous times between now and the time the final balanced budget bill hits the
President’s desk, we believe that the basic outlines of the Senate agreement can and likely
will be retained. We will do nothing to alter that course of action and (without gomg into
detalls) we are worklng with the Hill on exphclt Ways to assure that end.

o Lastly, as you may know, we proposed to better targethSH dollars within the state’s to
ensure that they went to the hospitals who were disproportionately serving the uninsured.
We recognize that, since California has developed it own fairly well functioning formula, -
you may not have wanted this type of Federal dxrectton It looks like you will win that
argument. I will take this opportunity to tell you that we will reluctantly accept that

‘ reahty (Buck any unforeseen problems to Chris J.) ‘ :



Questions & Answers on Medicaid and Children’s Health in the Mid-Session Review

.« What are the dtfferences in OMB and CBO sconng of the Medicaid pr0v1510ns‘?

Net Medlcald savings from the BBA are $14 b11110n over ﬁve years under CBO scoring
and $8.8 billion over five years under OMB scoring. The scoring of four policies (DSH,
Boren Amendment, FQHC reimbursement, and Medlcald rates for Medicare cost sharing)
‘contribute to most of the difference in the savmgs estimates. In general, the savings are
~ lower under OMB scormg because the OMB Medlca.ld baselme is lower than the CBO
" baseline. , : T

. .Explain the Children’s Health estlmates

Both OMB and CBO scored the Chlldren s Health provxslons thh $24 bllhon in costs
over five years. Of the $24 billion, roughly $20 billion is for grants to States for the new
program and $4 billion is from Medicaid interactions with the new program.

. Why are five-year Medicaid ‘sevings $0 in the Mid-Session Review?

The Balanced Budget Agreement format was a,eonvenient‘ way for the Administration

- and Congress to track the major categories of spending and savings during the budget
negotiations In addition to the Medicaid savings policies, many other parts of the budget
(e.g., changes for immigrants and Veterans’ programs) affected Medlcald mdtrectly At
the tlme, these effects were tracked separately

When you shift to a more tradltmnal budget aceountmg structure, thh all of the changes
- to Medicaid tracked on a unified basis, OMB estimates that the total net effect on the

Medicaid baseline will be $0 over five years. CBO would estimate that the total net

effect on the Medicaid basehne would be approx1mately $7 2 b11110n in savmgs over the
- same period.: - - ; . o :




Medicaid and Children’s Health
(Costs/Savings, $ in Billions)

Budget Agreement | CBO Scoring of BBA .| OMB.Scoring of BBA
| 9802 | 9807 | 9802 | 9807 | 9802 | 98-07
Medicaid | -13.6 | -655 | . -140° | - -480 | 88 310 -
Children’s | T A N o
Health 160 | 389 | 239 | 481 | 243 | 515
Medicaid f B e o
Immigrants 1.7 30 | 0 20 [ 35 | . 35 | . 80
| Medicaid | S | S
Costs 11 11 ol | 12”8 12

e The Budget Agreement called for net Medlcaxd savings of $13.6 billion over ﬁve years. ,,): 2
CBO scored net Medicaid savings of $14.0 over five years from the BBA. OMB (the 3; P
o HCFA Actuarres) scored net Medicaid savmgs of $8.8 bllhon over five years. ' ' T
< v I
5 Y\ ’\/ Four Medlcmd savings proposals contnbute to most of the difference in OMB and CBO
Q) {1’5( ~ scoring. Because the OMB Medicaid baselme is lower than the CBO baseline, the HCFA
N\ Actuaries assume less savings from: the new dlsproportlonate share hospltal (DSH)
\\/Q b, v) payment limits; the repeal of the Boren Amendment; the elimination of 100 percent of
N .- cost reimbursement for Federally qualified ] Health Centers; and allowmg States to pay
D 0 Medlcald rates for Medicare cost-sharing obhgatlons

« '~ OMBand CBO scoring of the Children’s Health propo’sals is roughly the same. Of the -
' $24 billion in spending on children’s health over five years, approximately $20 billion is
for grants to States and approximately $4 billion is from increased Medicaid spending -
related to children’s health. The Budget Agreement called for $16 billion i in spending
over five years. The BBA included a tobacco tax, which mcreased spendmg on
' Chlldren s Hcalth to $24 bllhon over five years ‘

e The FY 1998 Mld-Sessmn Revrew will mclude OMB scormg of Medlezud and Chlldren s
- Health provisions in the BBA. Medrceud and Children’s Health scoring will be displayed
. two different ways in the document The document wﬂl show. savings and. spendmg that .
:“match the categones outlined in thé Budget Agreemen The ‘document will‘also sho
+'total Medicaid savings estimate that includes th\e ‘effec of all'of the BBA proposals
R (Medlcard Chlldren s Health, Imrmgratx & proposals) on Medrcald




«  The following tables show the two ways Medicaid savings will be displayed.

( Display Similar to the Budget Agreement (Costs/Savings, $ inBillions)

1998- 2002

| (total will include Medicaid and SSI costs) -

| | | 1998-2007
Net Medicaid Savings 88 310
Children’s Health* | 243 51.5
Immigration total will include | total will include

3.5 io Medicaid

| 8.0 in Medicaid

Net Savmgs from Veterans Proposals
(total will include VA savings and Medicaid costs)

total will include

12 in Medicaid

total will include
1.2 in Medicaid

- * Children’s Health total includes $4 billion in Medicaid costs over five years, and $11. 8 bllll()n

over ten years

Display S_hdwing a ‘Comprbehensive Medicaid Total:(Cost's/Savings, $ ih‘Billions)- |

' 1998-2007

11998-2002
Total Medlcald Savmgs 0.0 “ -10.0
Children’s Health - ©20.3 39,7




Medxcald Baselme Comparlson «OMB and CBO Post~Rec0nc|hatmn Baselines

(Fiscal Years, $ in Billions)

Growth

Growth

o ) o . e o . ‘ . Total Total
. 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 98-02 97-02 98-07 97-07
OMB aneline o AP S . s
FY 1998 Mid-Session Rcvnew Baselme*" 97.5 103.7 1107 1192 . 1286 138.6 1503 . 163.1 177.3 192.5 209.0] 600.8 1,493.0
Growth : ’ 6.3% 6.8% 7.6% 7.9% 7.8% 8.4% 8.5% 8.7% 8.5% 8.6%| - 7.3% 7.9% .

" Total Medxcmdmeczsofmw BBA‘ 00 07 01 07 -1 -6 18 20 21 23 0.0 -10.0
FY98 MSR"Pest-—BBA" Baselme f' ‘ 915 104.8 HLS - 1190 '12;{.9 < 1376 . 1487 1613 1753 190.3 206.71 . 6007 1,483.0

.. Growth S 74% 6.4% 68%  15%  15% 81% 85% . ..87% 8.6% 8.6% 7.1%, S 7.8%
CBO Baseline . : o ) . )

. January 1997 CBOBaseline 986 . 1053 113.6 122.9 1328 1438 155.9 168.7 1831 - . 1989 . 2162 618.4 1,541.2 )
‘Gmwth g 6.8% 19%" 8.1% 8.1% 83% 8.4% 8.2% 8.6% 8.6%% 8.7% 7.8%| 8.2%
Total MedxcaidEffects of199? BBA* 000 06 0.4 -14 .29 37 - 45 5.2 -5.8 6.7 17 7.7 377
CBO "Post-BBA" Bascline 986 1059 32 121.4 1299 140.1 1513 1635 1773 1922 208.6] - 6106- 1,503.5
Growth S ' 74%  69% 73% - - 10% - .1.9% 8.0% 81% : 8.4% 84% . - 8:5%| - ’ 7.3% 7.8%
*Includcé_ Medicaid effects of (Z_hiidm‘s Health, Welfare, Medicare; and Veterans' Provisions = -

; Page 1 :
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‘OMB MIDSESSION REVIEW (MSR):

HEALTH ESTIMATES
MEDICARE
Savings: OMB I ~ CBO 5
$150 billion over 5 years " $112 billion over 5 years*
$270 billion over 7 years $200 billion over 7 years
$513 billion over 10 years A $386 billion over 10 years

* OMB counts some Medicare that appears in the Medicaid tables agamst the $115 b,

'ARGUMENTS AGAINST RELEASING OMB ESTIMATES

. CBO has already projecfed a sdrplus If we add a hew different set of
" numbers, it will change the focus from the idea that there is a surplus to why
- are they different.

. Equal to vetoed $270 billion: 7-year sévings is the exact same number --
$270 billion -- that we vetoed in 1995. :

. 'Higher than CBO’s final scoring of the Republicans’ 1995‘budget:
"~ OMB’s 7-year savings of $270 billion is higher than the CBO December
© 1995 estimate of $226 billion for the Republicans’ 1995 budget.

. Overestimated savings means underestimated deficit: If the savings are
overestimated, OMB will have to increase their deficit projections in
December s baseline.



. MEDICAID .

Savings: , OMB - CBO

~ $9 billion (0) over 5 years ~ $14billion (7) over 5 years |
$31 billion (10) over 10 years ~ - $48 billion (35) over 10 years

- * The unbracketed number include spending according to the budget agreement format; the bracketed
numbers are OMB’s method of counting (includes kids’, immigrant, and VA spending). -

Concerns: -
. No savings. OMB wants to display Medicaid numbers so that there are no savings.
How to explain if released:

. Baseline dlfferences OMB assumes that there is lower Med1ca1d spendmg in the areas
affected by the budget than CBO. .

CHILDREN’S HEALTH

Spending: - -OMB _ ‘ | ' - CBO' o
$24 billion (20) over 5'years - $24 billion (20) over 5 years
$52 billion (40) over 10 years " $48 billion (40) over 10 years .

* The unbracketed number include spending accordmg to the budget agreement format the bracketed
numbers do not mc ude the Medicaid chlldren s spending. :

Concerns:

. 5 million children covered? Since costs should be‘based on coverage, people will .
- appropriately ask if OMB assumes that.5 mxlhon ch1ldren are covered OMB will not
 take respon31b111ty for that number Co

‘How to explam. if released:

.. - Up to 5 million children covered: The Administration has consistently estimated that up
" to 5 million uninsured children will be covered by the children’s health initiative. In
contrast to CBO, we believe that states are more likely to use the Federal funds for
coverage than to replace existing state spending.



FY 1998 President's Budget Baseline

Savings
Per Capita Cap
DSH (net of pools)

Subtotal Savings

Welfare

Legal Immigrant Provisions
Keep Medicaid for Disabled Kids
Refugee/Asylee Exemption

Kids Initiatives
12 Month Eligibility
Indirect Impact of Kids Health Demos

Other

Puerto Rico

Extension of VA Sunset
Working Disabled

Raise DC FMAP to 70%

Interactions
Part B Premium Interactions

Total Net Savings

New Outlays

‘OMB Estimates of the FY 1998 President's Budget Medicaid Proposals

(dollars in billions)

23

, - . . Total Total
- FY 1998 FY 1999  FY 2000 FY 2001 FY2002 FY2003 FY2004 FY2005 FY2006 FY2007| 1998-2002 | 1998 -2007
104.4 1112 119.6 129.1 139.2 1508 1634 177:4 192.2 208.4 603.4 1,495.5
0.0 0.0 0.8 24 4.0 6.6 99 136 -17.7 223 72 772
02 -1.6 3.3 4.9 5.6 -7.0 76 82 -89 9.6 -15.2 -56.4
02 1.6 . 41 73 9.7 -13.6 -17.5 21.8 -26.6 318 224 -133.6
0.6 0.8 1.0 1.2 1.3 1.5 1.6 1.7 1.9 2.0 4.9 13.5
0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.3 0.6
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1
0.3 0.5 0.7 1.0 1.2 1.3 1.4 1.5 1.6 1.8 3.6 11.2
0.1 0.1 0.2 0.3 0.4 0.4 0.4 0.5 0.5 0.5 1.1 3.4
0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.3 06
0.0 0.3 0.3 03 0.3 0.4 0.4 04 0.4 04 12 3.2
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1
0.2 0.2 0.2 02 0:2 0.2 0.2 0.3 0.3 0.3 0.9
0.0 0.0 0.1 0.2 04" 0.6 0.9 12 1.5 1.8 0.8 6.8
1.4 0.4 -14 -39 -5.8 90 - -124 -16.1 -20.3 -24.9 93 91.9
105.8 111.6 11822 125.2 1334 141.8 151.0 1613 171.9 183.5 594.2 1,403.6
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CBO 1/97 Baseline
Savings

Per Capita Cap 1/
DSH

" Pool Amounts

- —-FQHERHC - -— - === = -

Transition Pool 1/
Subtotal Savings

Welfare
- Legal Immigrant Provisions

Keep Medicaid for Disabled Kids -

Refugee/Asylee Exemption

Kids Initiatives
12 Month Eligibility
Outreach - Kids Health Demos

Other
Puerto Rico
Extension of VA Sunset
Working Disabled
Raise DC FMAP to 70%
Eliminate Vaccine Excise Tax

Ipteractions :
Part B Premium Interactions

Total Net Savings

New Outlays

CBO Estimates of the Final FY 1998 President's Budget Medicaid Proposals
(dollars in billions)

. Total Total
FY 1998 FY 1999 FY2000 FY2001 FY2002 FY2003 FY2004 FY2005 FY2006 FY 2007 | 1998 -2002 | 1998 - 2007
1053 1136 1229 1328 1438 1559 1687 1831 1989 2162 618.4 1,541.2
0.0 -0.5 -15 2.6 -39 -5.4 -6.8 -7 -1l -138 -8.5 -54.3
-0.3 2.1 38 47 -5.6 -6.6 17 -89 -102  -116 -16.6 -61.5
e 00- = - 05 - 0 - 03— 027 0 - =00 < 0.0~ 000 00| 14
0.0 0.4 0.3 0.2 0.1 0.1 0.0 0.0 0.0 0.0 1.0 1.1
-03 -1.7 4.6 -6.8 92  -118  -145  -176 213 254 -22.7 -113.2
0.9 0.9 11 13 1.6 1.9 23 2.8 33 338 5.8 19.9
01 02 02 0.2 0.2 0.3 03 03 0.3 0.4 1.0 2.5
0.0 00 00 0.0 0.0 0.0 0.0 0.0 00 00 0.0 0.0
0.9 0.9 1.0 10 LI 12 12 13 - .14 1.4 4.9 114
0.1 0.1 02 0.2 0.2 0.2 0.2 0.2 02 02 0.8 1.8
0.0 0.0 0.1 01 - 01 0.1 0.1 0.1 0.1 0.1 03 0.8
0.0 03 03 03 0.3 03 0.3 0.4 0.4 0.5 L1 3.1
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
0.1 0.2 0.2 0.2 0.2 0.2 0.3 0.3 0.3 0.3 0.9 23
-0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00 0.1 -0.1
0.0 0.1 0.2 0.2 0.4 0.6 0.8 11 13 1.6 0.9 6.3
1.8 11 -1.6 33 51 270 -89 <112 140 -171 -7.0| -65.3
1071 1147 1213 1295 1387 1489 1598 1719 1850  199.1 611.3 1,476.0

1/ Memorandum: The per capita cap and transition pool policies assumed in the initial CBO estimates do not reflect final policy decisions.
The per capita cap growth rate in the final policy is equal to the growth in nominal GDP per capita plus 2% in 1997 and 1998 and 1% thereafier.
Additionally, the transition pool in the final policy totals $1.0 billion over five years. CBO provided unofficial estimates of the final policy. -
CBO unofficially estimated gross savings of $22.7 billion over five years and net savings of $7.0 billion over five years from the final policy.
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Medicaid Per Capita Cap and DSH Policies

CBO January 1997 Baseline
(Dollars in Billions)

Total Growth
FY 1997 FY 1998 FY 1999 FY 2000 FY 2001 FY2002 FY 2003_ 1998 - 2002 | 1997 -2002

CBO January 1997 Baseline

Total Qutlays 98.6 105.3 113.6 1229 132.8 143.8 155.9 618.4

Growth ' 6.8% 7.9% 8.1% 8.1% 8.3% 8.4% 7.8%
. Per.CapitaSpending . .. ... ... ... . 2876 __ 3,031 . 3219 ..3429 = 3,653 . 3900.. _ 4179} . _ S

Growth- 5.4% 6.2% 6.5% 6.5% 6.8% 7.1% 6.3%

CBO Scoring of Final FY 1998 President's Budget ,

Per Capita Cap Savings . 0.0 0.0 -0.5 -1.5 2.6 -3.9 -S4] -8.5

DSH Savings 0.0 -03 -2.1 -3.8 -4.7 -5.6 -6.6 -16.6

Pools 0.0 0.0 0.9 0.7 0.5 0.3 0.2 24

Total Cap/DSH Savings 0.0 -0.3 -1.7 -4.6 -6.8 -9.2 -11.8 -22.7

Resu]ting Baseline 98.6 105.0 111.9 118.3 126.0 134.6 144.1 595.7

Growth 6.5% 6.6% 5.7% 6.5% 6.8% 7.0% 6.4%
\ Resulting Per Capita 2,876 3,023 3171 3,300 3,466 3,651 3,862

Growth . 5.1% 4.9% 41%  5.0% 5.3% 5.8% 4.9%

Per Capita Cap Assumptions: f .

Growth in Nominal GDP Per Capita 3.90% 3.80% 3.70% 3.70% 3.80% 3.90% 4.00%

Additive Factors 2.00% 2.00% 1.00% - 1.00% 1.00% 1.00% - 1.00%

Index Growth 5.90% 580%  4.70% 4.70% 4.80% 4.90% 5.00% 5.0%

Estimates of CBO's Private Spending Growth Per-Privately Covered Person ,

‘ ‘ 3.8% 4.9% 48%  48% - 4.6% 4.6%

Growth




lj’reside'nt Clinton Fought to Protect
The Most Vulnerable People

[

Several provisions in last year’s welfare reform bill had nothing to do with the goals of welfare
reform. The President said so at the time and promised to work to correct these provisions. He

fough to ensure that any agreement protects the most vulnerable in our society.

THE PRESIDENTFOU_GHT TO BETTER PROTECT:

CHILDREN

v

Food Stamps. Helps put food on the table for ten million American children
each mohth. Last year’s welfare reform bill cut food stamps too deeply --
especially for families with children with high housing costs. To help ameliorate
these cuts, President Clinton restores the link between benefits for such families
and housing costs. :

Keeping the Federal Guarantee to Medicaid. President Clinton fought to
preservethe federal guarantee to Medicaid coverage for the vulnerble populations
who depend on it. :

Medicaid Preserved for Vulnerable Children. President Clinton fought to
allow children now receiving Medicaid to keep their coverage if the lose their SSI
eligibility following last year’s definitional change. :

Medicaid for Legal Immigrant Children. Because it is the right thing to do, the
President worked to ensure that Medicaid covers legal immigrants children whose
families are impoverished.

LEGAL IMMI GRANTS WITH DISABILITIES

v

Restore SSI and Medicaid. Presidgnt Clinton believes, as many Americans do,
that law-abiding immigrants who pay taxes, play by the rules, but are disabled
should hgve access to the basic benefits of SSI and Medicaid..

PEOPLE WHO WANT TO WORK BUT CAN’T FIND A JOB

v

Food Stamps for Childless Adults. Last year’s welfare reform bill harshly
restricted food stamps to unemployed childless adults to three months over a 36
month period. This time restriction ignores that finding a job takes time. -
President Clinton proposes an alternative six month out of 12 restriction.
Additionally, this budget establishes new funding to support close to an additional
400, OOO more work slots from 1998 to 2002



!
|
!
i
!
!
|
i
|

FINISH THE JOB EOF | WELFARE REFORM

v

Give States and: cities the help they need to place the most disadvantaged welfare
recipients in las:ting jobs. The Welfare-to-Work Jobs Challenge created by the President

- would make available the resources needed for States and cities to move one million of

the hardest-to-serve recipients into paid employment and keep them there. States and
localities could use the WTW Jobs Challenge funds for wage subsidies to private
employers, transportation and other post-employment supportive services essential for
job retention, and other effective job creation and placement strategies.

Provide incenti‘ifes for private employers to give welfare recipients the chance
they need. Most welfare recipients very much want to work. The President’s
welfare-to-work Etax credit allows employers to claim a credit of up to 50 percent

of the first $10,000 in wages paid during a year to a worker who had been on
welfare for a prdlonged period of time. The credit is available for up to two years
of work, giving employers a considerable incentive to not just hire but make

efforts to retain ];ong-term welfare recipients.



POTENTIAL CHILDREN'S HEALTH INITIATIVES '

Base Proposal: Premium Assistance to Families with Workers in
Transition

Cost and Number Benefiting: About $2 billion per year. Our FY97 Budget
assumed about $9 billion over 4 years. Our FY97 Budget proposal was
estimated to help about 3 million people each year, including 700,000 children.
Funding the program for 5 years would increase the number of adults and
children helped, but would cost about $3 billion in 2002.

1 ,
Target the 3 Million Children Now Eligible But Not Receiving Medicaid

Cost and Nurinber Benefiting: $500-$800 per child per year, so expanding
coverage to 1 million of the 3 million eligible but not enrolled cost the federal
government $500-$800 million a year.

Add Stafe Options to Further Expand Coverage.

Cost and Number Benefiting: Unknown at this time, but because this
approach would provide for greater flexibility in designing benefits and
copayments, and would -- at states' option -- extend eligibility of children's
coverage from one to 12 months, states and health plans would likely be very
interested in pursumg this approach

Grants to States to Develop Innovative Partnerships to Insure Children

Cost and Number Benefiting: Flexible. A $100 million per year federal
program could provide preventive service insurance for 2 million children or
traditional insurance coverage for 180,000 children. So, for example, a $550
million investment could provide traditional coverage to about 1 million
children. The proposal could be a demonstration or a national program.

Health Care:to Children in Targeted Communities Through Health Centers

Cost and Number Benefiting: Flexible. Each $100 million a year could
provide services to 500,000 children though school based health centers or to 1

million people including 440,000 children though CHCs each year.

‘ .
Set-Aside Funding to Expand Health Insurance or Services to Children
Through Medicaid, Grants to States, and/or Tax Credits.

i



President Woi‘ked to Modernize and Strengthen Medicare
and Medicaid

THE PRESIDENT REJECTED THE 1995 REPUBLICAN BUDGET IN

LARGE PART BECAUSE OF DEEP CUTS IN
. MEDICARE AND MEDICAID.

THE 1995 REPUBLICAN BUDGET CONTAINED DANGEROUS MEDICARE

| STRUCTURAL REFORMS THAT WOULD HAVE UNDERMINED THE
PROGRAM AND IMPOSED PREMIUMS AND BURDENS THAT WOULD
HAVE HURT OLDER AND DISABLED AMERICANS. IT WOULD HAVE:

o< Increased premiums from 25% of Part B program costs to 31.5%. These
higher costs would have placed a large financial burden on Medicare beneficiaries
-- three-quarters of whom have incomes below $25,000. In 1996 alone, this
would have increased costs per elderly couple by $268.

P< Eliminated balance billing protections, allowing doctors in the new private fee-
for-service plan options to overcharge above Medicare’s approved amount leaving
the elderly vulnerable to higher costs and giving doctors in the fee-for-service
program an incentive to switch to private health care plans, reducing access for
beneficiaries in the traditional plan.

&< Encouraged “Cherry Picking” that would have harmed beneficiaries and
damaged the Medicare program. The Republican proposals would have
introduced nationwide health plan options, such as medical savings accounts and
risky “association” plans, that would have led to risk selection, thereby increasing
the costs of what would be a sicker and weaker traditional Medicare program.

i
H

&< Included only $100 million in investments in preventi‘;e benefits.

ES Repealed the Medicaid program and replaced it with a block grant. The plan
* would have eliminated the Federal guarantee Medicaid provides to poor families.
In 2002 alone, 8 million people could have lost their health coverage, because of
inadequate funding. In addition, as many as 330,000 people could have been
denied nursing home coverage.
] :

< Elimina:ted the guarantee of Medicaid coverage of Medicare deductibles,
copayments, and premiums for older Americans and people with disabilities
near or below the poverty line known as “Qualified Medicare Beneficiaries
(QMBs)”. They set aside less than half the money needed to cover premiums for
QMBs and set aside no funding for deductibles or copayments. More than 5
million elderly and disabled poor Americans would have lost their guarantee that
Medicaid covers Medicare cost-sharing. '

i
I
i
i



THE PRESIDENT WORKED TO EXPAND
COVERAGE FOR CHILDREN

TEN MILLION AMERICAN CHILDREN TODAY
LACK HEALTH CARE COVERAGE.

THE 1995 REPUBLICAN BUDGET WOULD HAVE MADE THE PROBLEM
| WORSE. IT WOULD HAVE:

&< Created Block Grant that would have increased the number of uninsured children.
The 1995 Republican budget even failed the “do no harm” in the areas of children’s
health. That budget eliminated the guarantee of a meaningful Medicaid package for poor
children and attempted to replace Medicaid with an insufficiently funded block grant
program. ; '

I

&< Would have forced states to decrease the number of insured children by as many as
3.8 million due to a lack of sufficient funds, according to a study by the Department of

Health and Human Services.

&< Elimidated the Medicaid phase-in for children between the ages of 13 and 18.

. THE PRESIDENT FOUGHT TO ENSURE THAT ANY BALANCED BUDGET
AGREEMENT EXPANDS CHILDREN'’S HEALTH COVERAGE. HIS CHILDREN'S
HEALTH INITIATIVE PROVIDES HEALTH COVERAGE FOR AS AMNYAS 5
MILLION ADDITIONAL CHILDREN BY:

v Improving Medicaid and Adding Medicaid Investments. The President’s budget
works to enroll as many of the 3 million children who are eligible but not enrolled for
Medicaid, to'expand coverage to children who are above the current income eligiblity
standards, to provide additional coverage to children and legal immigrants.

v~ ANew Capped Mahdatory Grant Program That Provides Additional Dollars
to Leverage Federal dollars to Supplement States Efforts to cover uninsured
children i in working families. :



~

EXPAND CHILD HEALTH COVERA GE TO AS MANY AS 5 MILLION CHILDREN

Children’s Health Initiative. President Clinton has proposed measures that would lead to health

coverage for as many as 5 million additional children and includes:-

v Medlcald Improvements and Added Medicaid Investments. The Pres1dent s budget works to
enroll as many of the 3 million children who are eligible but not enrolled for Medicaid, to expand
coverage to children who are above the current income eligiblity standards, and to provide
additional coverage to children and legal immigrants.

v A New Capped Mandatory Grant Program That Provides Additional Dollars to Leverage

Federal ddllars to Supplement States Efforts to cover uninsured children in working families.-

STRENGTHENED AND MODERNIZED MEDICARE AND MEDICAID

Comprehensive Structural Reforms and Improvements. The President’s Medicare proposals make
the changes necessary to modernize Medicare and prepare it for the retlrement of the baby-boom
generation while p]acmg no undue burdens on beneficiaries. :
v’ Contains 1mportant structural reforms that will modernize the Medicare program,
preparing it for the Baby Boom generation. :
v Extends the solvency of Medicare Trust Fund for at least a decade
v Provides beneficiaries more options and better information
v Expands coverage of critical preventive treatments of diseases such as diabetes
and breast cancer.

The President remains strongly committed to preserving the federal Medicaid guarantee, while

v Giving states unprecedented flexibility, and
¢ Protecting the Federal Treasury from increased Medicaid costs.
¢ Improving Medicaid and Investing for Additional Populations.

STRONGER ENVIRONMENTAL PROTECTION AND ENFORCEMENT

Increasing our Efforts to Safeguard our Resources. President Clinton is committed to increasing our

+ efforts to safeguard our natural resources as well as ensuring the public health. He has proposed to:

v Accelerate Superfund cleanups by almost 500 sites by the year 2000.
v Expand the Brownfields Redevelopment Initiative to help communities cleanup and redevelop
contaminated areas with grants and targeted tax incentives.

¢ Boost environmental enforcement by 9 percent to protect public health from environmental

threats. _
¢/ Better protect nati(')nal parks through increased funding and improvements.

PROTECT THE MOST VULNERABLE

Doing What’s Right to Help our Most Vulnerable People. The Welfare Reform Bill signed last year

included overly deep cuts -- unrelated to welfare reform -- that affect legal immigrants, children, and

individuals looking for, but unable to find work. President Clinton is seeking to address these problems.

¢ Restore basic health and disability benefits for immigrants unable to work due to disability.

v Restore Medicaid coverage for poor legal immigrant children, and all children who lose SSI
benefits as a result of changes in the definition of childhood disability.

v Give refugees and asylees more time to naturalize.

v Delay imposition of the food stamp ban until October 1, 1997 to glve immigrants who are
attemptmg to naturahze time to complete the process.



Welfare Reform
(outlay savings in billions of dollars) .

: : o | SYear 10Yearv
_Immigrants o - .27 26 25 20 20 20 20 -20 19 20 118 - 216 S
.FoodStamps...© . - .03 03 ..03.-.03 .03 .03- 03 ..04_.0. 4.--04-.. -1 6. .- 33 . ..
- Welfare to Work -- 03 05 06 02 - -- -- - -- -- / ‘1.6 - 16
- Welfare reform,net - - - 33 34 34 25 24 24 23 23 23 2 2 15.0 26.5
(Numbers may not add due to rounding) S T | '_ ‘
Deséription
Immigrants
. Curren nt rec ipients and new gpp_l ggms Restore SSI and. Medlcald benefits for all legal immigrant adults who are curremly

receiving SSI and Medicaid who became disabled after entering the U.S. Provide access to SSI and Medicaid to all legal
immigrants who became disabled after entering the U.S. and who are not currently receiving benefits if the 1mm1grant entered

before their sponsor was reqmred tosigna legally bmdmg affidavit of support (May, 1997)

’NQ_QBH.&BL& Retain SSI and Medicaid for new entrants who become dlsabled after-entering the UsS. New entrants who

apply for disability benefits and have legally binding. afﬁdav1ts of support from their sponsors would have the income of their
sponsor deemed to them _ , _

~ Children. Restore SSI for approximately- 6,000 legal immigrant ohildren currently'receiving SSI. Provide access to SSI and

Medicaid for legal immigrant children who are not currently receiving benefits and do not have legally binding affidavits of

: ~ support. New entrant children who have legally binding affidavits of support would have the income of their sponsors deemed
S for SSI and Medicaid. : :

efugees and asylees. Lengthen the exemptlon for refugees and asylees from the first 5 years in the country to 7 years for SSI
and Medicaid.



Food Stamps

.. Retain "3 in 36" time limit but redirect $470 million in existing Food Stamp Employment and Training Program_ﬁlnds and add
- $375 million in new funding to create an additional 120,000 work slots monthly for individuals subject to the time limits
(includes the cost of providing on-going benefits to individuals fulfilling the work re(;uirements)

. Permlt States to exempt 10 percent of the 1nd1v1duals who would lose beneﬁts because of the time Ilmxt enablmg Statcs to
_exempt 40, 000 md1v1duals who want to work but are unable to find a job> w1th1n the threesmonth time limit._..._.... .. . _

We{fare to Work

e - AddS$l.6 bxlhon to. TANF, allocated to States through a formula and targeted within a State to areas with poverty and
~ unemployment rates at least 20 percent higher than the State average. A share of funds would go to cities with large poverty
populations commensurate with the share of long-term welfare recipients in those cities. Eligible activities include job
4 retennon serVICes job retentlon or creatlon vouchers; and private sector wage subsidies for new jobs Iastmg 9 months.

e [Include tax mcentwes to create _]Ob opportunities for long-term welfare recipients. Thc new credit would glve employcrs a

50% credit on the first $10,000 a year of wages for up to 2 years. Also expand the exxstmg WOTC to able-bodxed childless -
adults ages 18-50 who face work and nme limit requirements. I :

May 1,1997



