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SENATOR KYL'S MEDICARE PHYSICIAN PAYMENT AMENDMENT , 	 i 

• 	 "Kyl amendment?' waters down recent budget provision: Eliminates the two-year exclusion 
from Medicare for: physicians who privately contrJct with beneficiaries (Le., Medicare doesn't 
pay; beneficiary agree to pay whatever rate the physician charges). 

I 

• 	 Senator Kyl is holding Nancy Ann Min DeParlJ,s nomination hostage: The Senator has put a 
I 	 , . 

hold on the nomin,ee for Administrator of the Heal,th Care Financing Administration (HCF A) 
until the Administration makes concessions on this provision. 

, , 	 II 

Arguments in Favor of the Amendment I 

• 	 Prevents doctors: from serving low-income ben~ficiaries: The two-~ear exclusion may force 
some doctors who want to private contract for sorbe of their services to abandon low-income 
Medicare beneficiaries who cannot afford the contract rates. 

, : 	 : 

• 	 Beneficiary "choice": As with the BBA, this giv~s beneficiaries choice -- they should have the 
right to pay higher rates for the doctor of their cheice. 

, 	 I 

• 	 Even the bureaucratic National Health Servic~ allows private contracting: By excluding 
physicians who privately contract, Medicare is being more rigid than even the most overly 
bureaucratic, nationalized health care system in the world, the British system. 

, 	 I 
I 

Arguments Against the ~mendment 

• Opens the door to pervasive and undetectable :fraud: Ifphysicians can selectively contract for 
beneficiaries and/or services, Medicare will have1to track every. single contract to tell which bills 
to pay and which' are subject to private payment.] Inevitably, doctors will get paid twice. 

I 

• 	 Encourages two!..tiered system: Encourages private contracting by creating an incentive to 
accept Medicare Irates only for healthy beneficia~ies or well-paid services. 

- Rural bkneficiaries could suffer: EvJ if one rural doctor decides to privately contract 
for some or all services, it could result iq reduced access for low-income beneficiaries 
who cannot pay their local doctor the fuV cost of the service out of pocket. 

, 	 I
i 	 . 

The best, academic health center spec~alists may become inaccessible: These 
physicians, who might otherwise stay in;Medicare to serve all beneficiaries, could start 
rationing their s<?rvices by wealth, eroding access to quality care for all beneficiaires. 

I 
• 	 British system is not enviable: This amendment may create a British-like system -- where 

specialty services are available via a waiting lis~ while the best physicians treat wealthy people 
privately. This two-tiered system is exactly wlult Medica,re was designed to avoid. 

, 	 ! . 

• 	 Opposed by beneficiary groups: While the AMA claims this provision gives beneficiaries more 
choice, beneficiaries do not agree. Virtually all10ftheaging groups, including the Leadership 
Coalition on Hdalth Care and AARP, oppose this amendment as undermining Medicare and 

, 	 I 

beneficiaries' protections. I 	 . . 

• 	 Unfair process: Republicans agreed to the twofyear exclusion in the BBA only three months 
ago. To, in the,last days of the session, hold up: a qualified nominee on an important issue 
without a publiC or bi-partisan process is unwaHanted and ill-advised. 

: 	 I . 



KYL AMENDMENT QUESTIONS 

, 

Q. 	 ISN'T IT TRUE THAT BY OPPOSING THE KYL AMENDMENT, MEDICARE 
IS BEING MORE STRICT THAN EVEN THE BRITISH HEALTH CARE 

I 

SYSTEM, THE' MOST BUREAUCRATIC SYSTEM IN THE WORLD? 

A. 	 Actually, if we ail owed certain doctors to pick and choose which Medicare beneficiaries 
they want to senfe based on wealth, we would end up with a system exactly like the 
British system where the government system only offers specialty services on a waiting 
list while the best physicians treat people in the private system at higher rates. This two­
tiered system is ~xactly what Medicare was designed to avoid. 
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Union, the Presid~nt's Quality Commission will have made recommendations on a range 
ofconsumer protections and the bipartisan bills on the Hill will be more fully developed. 
The President should ask Congress to take immediate action to pass legislation (either our 
own or a bill that!we endorse) to improve consumers protections and quality health care. 

: cp.t.! 
Children's Outreach IIHtiative. 1P~~~ wfr made an unprecedented investment in the 
health of our children, the largest~~the enactment of the Medicaid program in 
1965. But now we have: to make this investment a reality and ensure that children truly get the 
health care they need to grow strong and healthy. I am calling on those across the nation -- the . 
millions of eligible foundations, states, providers, schools child care centers -- to reach out to 
find these kids who are bligible for the new children's health program or Medicaid and make sure 
they are enrolled. Our children deserve this national effort. 

Fraud and Abuse. Taking steps to root fraud and abuse out of the Medicare and Medicaid 
programs. First step fo~ the Medicare Commission, 

. I 

I 
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To: Chris Jeililings 

From: Bill Vaughan 

Re: Arguments on Kil 
i 
I· .

The following letter riJ.~ght be one way ofarguing this Kyl re-opening stuff! 
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SI~I.·ARC~ER. TEXAS. CHAIRMAN 

C:OMriiu~f oWWAY'$ ANI) MWe 

NANC'I' l, ~ CoNN/;CTICtIT A.t.:~ate'Or.STAIJ. 
JIhI~.lOUISlANA ~N._lII.suec:oMMIfTliiST_~JOHIoI ENSIGN. N1!VAI)A 
JOH CHRISIENSSN. NEBRAST.A COMMIli"EE ON WAYS AND MEANS
4'Of'LIP M. CIIANI;.lU.INOIS 
WO IoIOIiGWTOH. ~YORC JAHICIl MAys. ""N()lI1TY CKIU COUNSel. 


, _JOIjNsON, TEXAS IIU.v~suaor::ioMr.IITicE MINOiv:!Y . 

U.S. HOUSE OF REPRESENTATIVES 

.0fI'I'l0EY PEn S1'AItk.. CAI.JI'.OIIII<ur. 
WASHINGTON, DC 20515~~~~=: 

JOHN lEWis. GEORGIA 
XA.'iIER BECElIfb!\. pw..1!'CRNlA 

bo-_ SUBCOMMrrrEE ON HEALiH 
IlL!. ~QEIf, TEXAS . 
awusB. RANCEI.. Hl:WYOIaC 

September 8, 1997 

Franklin Raines, Director 

Office ofManagemeht and Budget 

The Old Executive Office Building 

Washington, DC 20S03 


Dear Director Raine~: 

Included in the Balat;iced. Budget Act is an amendment by Senator Kyl allowing a 
doctor to sign private cOntracts with Medicare beneficiaries requiring those 
beneficiaries to give :up their Medicare insurance when they use that doctor. A 
dOctor who signs such a contract must make a commitment not to bill Medicare 
for any ofhis patien~ for a wo year period. 

Advocates ofprivat~ contracting support it in the name of freedom. 
, I 

, 

I had thought it was Justplain greed-:o-the desire ofa doctor to bill anyairi6unt 
rather than have to lIve with the Medicare resource-based relative value fee 
schedule. I 

But'perhaps it is a qtiestion offreedom, in which case the hettertesponse by the 
public would be to abcept this proposal-::..but the public should h~l've the freedom to 
bill the doctor, With ;interest, for all the public subsidies he or she has received. . 

I 
The reason that Am~rican medicine is a world 'leader and that medicine haS moved 

I , 

beyond the level ofpenicillin, amputations, and mustard plasters is the hundreds 
ofbillions'oftaxpa~er dollars that have been poured irito the National Institutes of 
Health,the Public Health Service, the various health professions manpower 
training programs, :rt1edicare's Graduate Medical Education programs (which 
average about $60>QOO a year in subsidy for the training ofeach resident doctor), 
and the capital assi$mce to the hospitals in which these doctors trained. 



, 
SEP-18-87 17,01 FROM',I.IAYS&MEANS DEMOCRATS STA 10,202 PAGE 3/3 

, ' 
~ " 

The doctors who adv~cate private c'ontracting tend to say that they are specialalid ':~ 
I " , ' 

can command extra fees. The only reason that is true is that the public has 
, I . ,.',' 

substantially subsidii~d their education and theresearch on which their fame and 
fortutte rests. 

For a doctor to now .Jrant to private contra<?t and avoid Medicare patients would be 
like a West Point cadet saying that he or she did not want to serve inthe Regular

I, , ' , 

Art:tiy after graduation. That may be freedom, but it is a subsidy we do not permit. 

In the case of these d6ctors who became competent through the massive health 
subsidies we have provided, we should permit them to priv'a~ly' contract as long 
as they repay, with iD:terest, the estimated value of the subsidies they received. 
I hope the Office ofManagement and Budget could estimate the total value of 
physician and clinica~ practice health subidies, including tax subsidies, that have 
been provided over the past forty years. From this we could develop a formula so 
that when, for example, a 55 year old doctor 'decides he wants the freedom to 
private contract, he c~ also have the freedom to repay the public for its 
investment in makin~ him such a wonderful doctor who can command such high 

, fees. 

".Thank you for. your ~Sistance v.ith this request. 

Sincerely, 

pi 
Pete Stark 

Member ofCongress, , 


, I 

i 
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Memorandum 

To: Sarah Bi~nchi 
From: Kevin Brown 
Date: 

I 

October ,3, 1997 
Subject: Kyl Amendmerit Briefing by AARP 

Longworth 1100, lOam 
. I 

3 representatives from AARP led discussion , 

The first document attached summarizes everything discussed in the briefing. If you want a 
summary, I can write one, however, the attached document covers point by point what was 
discussed. I 

Can you get me some C;:liff's Notes on Medicare?! I felt very overwhelmed observing the 
briefing, however, I find it very interesting. Please refer any documents to me that might help 
me understand the syst~m better. 

) 


=- .1, 
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Bringing lifetimes ofexperience and leadership to serve all generations. 

M~dicare Physician Private Contracting 
S.1194/H.R.2497 

Some physicians ar~ urging Congress to repeal important program integrity and 
consumer protection provisions that are part of the Medicare private contracting section 
of the Balanced Budget Act of 1997. AARP believes that such attempts would leave 
Medicare vulnerable to greater fraud and abuse and beneficiaries at risk of higher 
health care costs. ' 

Background 

Section 4507 of thei 
, 

Balanced Budget Act of 1997 (BBA) allows physicians to contract 
privately with Medicare beneficiaries for services that would otherwise be covered by 
the program. Under a private contract arrangement, a beneficiary agrees to pay 100% 
of whatever amount the physician charges for services covered by the contract. 
Medicare does not pay any portion of the cost of these services. Prior to the BBA, 
covered services provided to a Medicare beneficiary enrolled in Part B were bound by 
Medicare's payment rules and private contracting was not allowed. (There are no 
restrictions on private contracting for services the program does not cover.) While 
there was some ane~dotal evidence of "private arrangements" for covered services, 
these were not co~istent with , the Medicare statute. 

I 

The BBA provisio~, which originated in a floor amendment offered by Senator Jon Kyl 
(R-AZ) on June 25; was intended, according to Senator Kyl, to allow "for those 9 
percent of the physicians who do not treat Medicare patients to continue to treat their 
patients as they alWays have." 

To protect Medicare from fraud and to ensure that private contract arrangements are 
I 

limited to the narrow subset of physicians who otherwise would not be available to 
Medicare beneficiaries, the BBA provision is limited to physicians who agree, in an 
affidavit, to forgo all reimbursement from Medicare for at least 2 years. To ensure that 
beneficiaries know the consequences of their decision to contract privately with one of 
these physicians, the new law also requires the doctor to disclose to the beneficiary that 
no Medicare paym~nt will be made for privately contracted services, no balance billing 
limits will apply, nb Medigap coverage will be available, and the services to be 

I ' 

performed would be paid for by Medicare if provided by another physician. In other 
words, if a physician and a beneficiary want to have a private agreement, they can, but 
the beneficiar~ knows up ~t, at least in general terms, to what they are agreeing. 

American Association of Rerired Persons 601 E Street, NW Washington, DC 20049 (202) 434-2277 
I 

Margaret A. Dixon, Ed.D. President Horace B. Deets Executive Director 
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S. 1194/H.R. 2497 - Proposals to Amend the EEA Private Contractin2" Provision 

On September 18, less than 2 months after the BBA was signed into law, Senator Kyl, 
with the strong backing of the American Medical Association (AMA), proposed 
repealing some of the Qrogram integrity and consumer protections included in the 
private contracting provision and expanding the scope of private contracting far beyond 
the original Kyl proposal. 

If Section 4507 of the Balanced Budget Act of 1997 is amended by S. 1194/H.R. 2497 
the resulting law would: 

• 	 Allow all physicians to charge more than the levels set by the Congress or 
negotiated with Medicare +Choice plans by contracting privately with beneficiaries. 
S. 1194 and H.R. 2497 would permit physicians in the traditional Medicare 
program as well: as those in HMOs and the new Medicare +Choice plans to contract 
privately with their patients. The contract - which would have to be signed by the 
beneficiary and the provider prior to services being provided - would indicate that 
no . claims would! be submitted to Medicare for payment for the services identified in 
the contract. The beneficiary would have to agree to be responsible for 100% of 
the physk;ian's qharges for all privately contracted services. 

• 	 Expand the private contracting provision in the BBA to allow physicians to charge 
higher fees by contracting privately on a service-by-service, or "a la carte," basis. 
This means that ~ physician could bill a beneficiary for 100 % of his charge for 
some of the services the beneficiary received and bill Medicare for other services. 

• Allow physicianS to negotiate higher charges privately with low-income "dually 
,', eligible" and Qualified Medi~are Beneficiary (QMB) recipients. 

• 	 Repeal the requi~ement in the BBA for physicians who privately contract for higher 
fees to file an affidavit with the Health Care Financing Administration (HCFA) and 
forgo reimburserpent from Medicare for all Medicare patients for 2 years. 

• 	 Allow Medicare to collect only "the minimum information" necessary from 
physicians to assure that the program doesn't pay for services that have already 

I 

been paid for by !the beneficiary (See page 3). 

• 	 Maintain the provision that physicians who have been excluded from the Medicare 
program for frau~ and/or poor quality of care disclose this fact to beneficiaries in 
the contract. ' 

2 



• 	 Maintain the B:ijA requirement that the contract a beneficiary signs clearly indicate 
that: claims will not be submitted to Medicare by either the physician or the 
beneficiary; the:beneficiary is responsible for the full cost of the privately 
contracted serviees; balance billing limits do not apply to contracted services; 
Medigap coverage will not be available for contracted services; and the services to 
be performed c6uld be paid for by Medicare if provided by another physician. 

, , 

The Kyl Bill Would Hurt Beneficiaries and Medicare 
, 

• 	 The Kyl Bill Leaves Beneficiaries and the Medicare Program More Vulnerable 
to Fraud and Abuse 

, 
:::;. 	 HCF A _i which already confronts significant fraud and abuse in Medicare ­

could find it more difficult to prevent or detect fraud or abuse because the 
bill eliminates provisions from the underlying BBA that would have made 
more careful tracking possible. S. 1194 and H.R. 2497 provide that only 
"die minimum information necessary to avoid any payment under part A or 
B for ser:vices covered under the contract" ,would be given to HCFA or 
Medicare +Choice plans for use in determining which claims should be paid 
by Medicare. This choice of language may, intentionally or not, tie the 
hands of :program administrators seeking to protect the fiscal integrity of the 
program.: For instance, will this information specifically include the names 
of the doctor and the patient, as well as the specific services affected by the 
contract?: Consider this example: a physician who contracts privately with a 
beneficiary for payment of two of five services might fraudulently file a 

, claim with Medicare for all five services - even though only three services 
should be paid by the program. In this case, unless HCFA has complete 
information on each private contract - including the doctor, patient, and 
specific services involved - and can align it with claim filings, both 
Medicare and the beneficiary could end up paying for the same services. 

: 

:::;. 	 Allowing!physicians to privately contract with low-income dually eligible 
and QM~ beneficiaries also creates the possibility of Medicaid fraud if 
physicians bill both the beneficiary and state Medicaid programs - which are 
also struggling with the problem of fraud and abuse. 

:::;. 	 Beneficiai-y costs could increase signifiGantly because physicians would be 
free to "unbundle" services that are normally paid for as a package of 
services. lIn these cases, beneficiaries - particularly when they are very ill -­
would pay significantly more out-of-pocket because they would pay for each 
individual service rather than for a group of services. 

3 




I 

• 	 Allowing Private Contracting Arrangements in Medicare +Choice Plans Poses 
Unique Probleths: 

=- Under BBA, the Medicare program will make per capita payments to the 
new Medicare + Choice plans. In return, these plans will provide 
beneficiaries with health care services, including physician services. Since 

I 

the Kyl bill allows physicians to privately contract for services they provide 
to beneficiaries in Medicare + Choice plans, physicians could be paid twice 
for the same services. For instance, physicians in the new Provider 
SponsorM Organizations (PSO) could be paid once by Medicare through its 
per capita payment and again by the beneficiary for the same service through 
the private contract arrangement. Since the per capita payment is made in 
advance ito the plans by Medicare, this double payment would be very 
difficult,: if not impossible, for Medicare to recoup. 

I 

=- The capitated payments Medicare makes to HMOs and the new 
Medicare+Choice plans include funds to cover physicians' services. Yet if 
physicians are allowed to privately contract with beneficiaries in these plans, 
the plans would be able to keep the funds for services not provided by the 
plans, but which beneficiaries paid for under private contracts. 

=- BeneficHtries are likely to join Medicare + Choice plans because they believe 
these plans may cost them less out-of-pocket than traditional fee-for-service 
coupled 'with supplemental insurance (Medigap). S. 1194 and H.R. 2497 
would uhdermine efforts to encourage more beneficiaries to enroll in the 
new Medicare + Choice plans because beneficiaries could end up paying 
more, not less, for their care. 

I 

=- Physicians who contract with employer-provided plans to provide care for 
younger1workers typically abide by the plan's reimbursement rates and the 
limits oq eprollee out-of-pocket costs. However, under the new Kyl 
proposal, doctors who contract with Medicare. HMOs and the new 
Medicar~+Choice plans would not have to adhere to the plan's 
reimbudement or to beneficiary out-of-pocket limits as they have to in 

I 

compara:ble private sector arrangements. They would be able to privately 
contract !with beneficiaries enrolled in these plans. This practice essentially 
would deny Medicare beneficiaries a protection enjoyed by millions of 
workers . and their families. 

4 




• 	 Physicians Won't Have to Disclose the Cost of Services Being Privately 
Contracted: As with the underlying BBA, the new Kyl bill does not require 
physicians who contract privately to disclose their fees to beneficiaries before the 
services are provided. There would be no fee schedule, no limits on what 
physicians may charge under a private contract and no protection from out-of­
pocket costs under Medigap policies. Therefore, beneficiaries would not know 
what their out-of-pocket liability for private contract charges would be and would 
have difficulty tiudgeting for the costs of their care. While this may be manageable 
for some wealthy individuals, it may not be manageable for the average beneficiary. 

I 

• 	 The Kyl Bill Leaves Low-Income Beneficiaries Vulnerable: The Kyl bill would 
allow physicians to contract privately with beneficiaries who are dually eligible for 
Medicare and Medicaid as well as those low-income beneficiaries who are eligible 
for the Qualified Medicare Beneficiary (QMB) program. By definition, these are 
beneficiaries with very modest incomes -- below 100 % of poverty. It is unclear 
whether or to what extent this would leave state Medicaid programs vulnerable to 
higher costs. 

AARP believes that the new Kyl bill would weaken critical protections in BBA for 
beneficiaries and the fiscal integrity of the Medicare program. For many 
beneficiaries, the "choice" available under the Kyl bill could mean an immediate 
and dramatic incr~ase in out-of-pocket costs for physicians' services. Equally as 
important, for the Medicare program, the Kyl bill would add to the already critical 
problems of fraud and abuse. . 

AARP Federal Affairs i 

10/3/97 
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Following aretbe text of tbe original Kyl Amendment adopted in Senate 

I 


June 25; 

tbe text of tbe amendment as enacted in tbe BBA; 

and tbe text of BR 2497 

·AMENDMEr.'T NO. t68 

(Purpose: To allow medicare beneficiaries to 
enter Into private contracts for services) 
On page 685. after line 25. add the follow­

ing: 
SEC. . FACn.rfATlNG THE tlSE OF PRIVATE CON· 

TR.ACTS tINDER THE MEDICARE 
PROGRAM. 

ra) IN GENERAL.-Title XVIII of the Social 
Security Act (42 U.S.C. 1395 et secp Is 
amended by inserting after section 1804 of 
such Act (42 U.S.C. 1395~2) the following: 
"CLAR/FIC.~TIO:< OF PR/\'An: CO!'IRACTS FOR 

HEALTH SER\'/CES 
"SEC. 1805. (a) Is G£SEP~\L.-Nothing In 

this title shall prohibit a physician or an­
otlier healtli care prolesluonal wh1)1JO'llSIR!t 
proVide Items or services untlel the 1Jt0000000m 
under thIs title lrom eDtellllg iuto'"'a-1!fTVne 
contract with a' medicare Illffi'eficlary ror 
healtll services for which no chum lor pay-' 
ment is to be sUbmitted u.nder this t:1'tl-e.-­
~!b) LIMITATION ON Acn:AL CRAimE NOT 
ApPLlCABLE.-Section 1848(g) shall not apply 
with respect to a health service provided to 
a medicare beneficiary under a contract de­
scribed In subsection (a). 

"(c) DEFINITION OF MEDICARE BENE­
FICIARY.-!n this section, the term 'medicare 
beneficiary' means a.n individual who is enti­
tled to benefits under part A or enrolled 
u.nder part B. 

"(d) REPORT.-Not later than October 1. 
2001. ,the Administrator of the Health Care 
Financing Administration shall submit a re­
port to Congress on the effect on the pro­
gra.m under this title of private contracts en· 
tered Into under this section. Such report 
shall Include­

"(1) analyses reiudlng­
"(A) the fiscal Impact of such contracts on 

total Federal expenditures under this title 
and on out-of-pocket expenditures by medi· 
care beneficiaries for health services under 
thiS title; and 

"fB) the quality of the health services pro­
vided under such, contracts: and 

"(2) recommendations 'as to whether medi­
care beneficiaries should continue to be able 

to enter private contracts under this section 
and If so. what lell'lslative change". If any 
should be made to Improve such contracts:~. 

(b) EFFECTIVE DATE.-The amendment 
made by subsection (a.l,shall apply with re­
spect to contracts enr.ered Into on and a.fter 
October 1. 1997. 



. SEC. 46IY1. USB OF PRlVAT.B .CONTRACTS BY MEDICARE BENE­
FICIABIES. 

(a) ITEMS OR SERVICES PROVIDED THROUGH PRIVATE CON­
TRACTS.- : 

.(J) IN GENERAL-Section 1802 (42 U.S.C. 13900) is amend­
ed by adp.ing at the end the following new subsection: 
"(b) USE OF PRIVATE CONTRACTS BY MEDICARE BENE­

FICIARIES.- . 
"(J) IN GENERAL-Subject to the provisions of this sub­

section,nothing in this title shall prohibit a physician or practi­

tioner from entering into a private. contract with a medicare 
'-;: beneficiaz. for any item or service- . 

W for which no claim for payment is to be submittel 
under thr.s title, and . 

"(B) for which the physicicmor practitioner receives­
'. "(i) no reimbursement under this title directly or 
on a capitated basis, and 

"(it) receives no amount for such item or service 
from an orgtmi.zation which receives reimbursement for 
such item or service under this title directly or on a 

. capitated basis. 
"(2) BENEFICIARY PROTECTIONS.­

"(A) IN GENERAL.-Paragraph (1) shall not apply to 
any.contract unless­

. 	 . "(i) the contract is in writing and is signed by the 
medicare beneficiary before any item or service is pro­
vided pursuant to the contract; 
, "(ii) the contract contains the' items described in 

subparagraph (B); and '. 
"(iii) the contract is not entered into at a time 

when the medicare beneficiary is facing an emergency 
· or urgent health care situation. 
"(B) ITEMS REQUIRED TO BE INCLUDED IN CONTRACT.­

Any contract to provide items and services to which para­
graph (J) applies shall clearly indicate. to the medicare ben­
eficiary that by signing such contract the beneficiary­

,. 	 "(i) agrees not to submit a claim (or to request tho' 
· the· physician or practitioner submit a claim) unth 

. . this· title for such items or services even if such item. 
. . or services are otherwise covered by this title; 

"(ii) agrees to be responsible, whether through in­
surance or otherwise, for payment of such items or 
services and understands that no reimbursement will 
be provided under this title for such items or services; 

· "(iii) acknowledges that no limits under this title 

(including the limits under section 1848(g)) apply to 


· amounts that may be charged for such items or serv­
'ices; . 

"(ivY acknowledges that Medigap plans under sec­
" tion 1882 do not, and other supplemental insurance 
· plans may elect not to, make payments for such items 
· and services because payment· is not made under this 
, title; and 

"(v) acknowledges. that the medicare beneficiary 
, 	 has the right to have such items or services provided 

by other physicians or practitioners for whom payment 
would be made under this title. 

Such contract shaU also clearly indicate whether the physi­

cian or practitioner is excluded from participation under 

the Med&care Program under section 1128. 

"(3) PHYSICIAN OR PRACTITIONER REQUlREMENTS.­

"(A) IN GENERAL-Paragraph (1) shall not apply tt> 
any contract entered into by a physician or practitioner w 
less an affidavit described in subparagraph (B) is in effe. .,,_ ..... 

",. ,;" ", .',..... ­
," -.'. ~', '-;' . 	 ,... ..,.' ~."'~',~' ., .. 

"J, 
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during tIu! period any item or nrvice is to be prollided pur­
suont to tIu! contrtu:t. 

"(B) AFFlDAvrr.-.An o.f1i,da.llit is described in this sub­
pa1YJl11"Oph if­

"W tIu! o.f1i,da.vit itkntifies ~ ph)'sici.tm or practi­
tilmer and is in writing and is sigruNt by tIu! physici.tm 
or practitioner; 

"fii) the of/id.twit provides th4t tIu! physici.tm or 
practitioner will not submit ~.r cltJim under this t#le 
for any item or service provided to any Medicare bene­
fU:iory (and will not receiue any reimbursement or 
amount described in J101TIlP'DPh (1)(B) for any such 
item or service) during tlu!i@j- period be.ginning on~ 
the dele tIu! afIid.o.vit is s' . and 

"(Ui) a copy of tIu! lIit is filed with tIu! Sec­
retory no l.cter than 10 !)'S after tIu! first contract to 

. which. such Offid.o,lIit applies is entet:ed into. 
"(C) ENFORCEM1lNT.-If a physician or proctitioner 

signing an offid.o,lIit under sub~ph (B) knowingly 
and willfully submits a claim uiider thiS title for any item 
or nrvice prollided during tIu! 2-yea.r period described in 
subparogiaph (B)(ii) (or receives any reimbursement or 
amount described in po1YJI11"Oph (1)(B) for any such item or 
nrvice) with respect to such af/ido.llit- . 

"(i) this subsection slioll not apply with respect to 
any items and seruiceB prollided by the physician or 
.proctitioner pursuant to any controct on and after tIu! 
date of such submission and before the end of such pe­
riod; and 

"(it) no payment .shall be ma.cle under this title for 
any item or service (umished by tIu! physician or proc­
titioner during the period described in clouse (i) (and 
no reimbursement or p!zyment ofany amount described 
in pa1YJl11"Oph (1)(B) sholl be ma.cle for any such item 
or service). 

"(4) LIMITATION ON AC1'UAL CHARGE AND CLAIM SUBMISSION 
REQUIREMENT NOT APPUCABL&-Section 1848(g) sIuU.l not 
apply with respect to any item or seroice prollitkd to a Medicare 
benefU:iGry under a controct described in po1YJI11"Oph (1). 

"(5) DEFIN1T10NS.-in this subsection: 
"(A) MEDICARE BENEFICIARY.-The term 'medicare ben­

eficiary' means an indillidual who is entitled to benefits 
underport A or enrolled under part B. 

"(B) PHYSICJAN.-The term 'physician' has the meaning 
gillen such term by section 1861(r)(I). 

"(C) PRAC71770NER.-The term 'proctitioner' has the 
meaning gillen such term by section 1842(b)(18)(C). " 
(2) CONFORMING AMENDMENTS.- , 

(A) Section 1802 (42 U.S.c. 13950) is amended by 
striking "Any" and inserting "(a) BASIC FREEDOM OF 
CROICE.-Any". 

(B) Section 1862(0) (42 U.S.C. 1395y(0)), tJB amended 
by sections 4319(b) and 4432, is amended by striking "or" 
at tIu! end of paragraph (17), by striking tIu! period at the 

end ofpo1YJI11"Oph (18) and inserting "; or", and by adding 
after paragraph (18) tIu! following new paragraph: 
"(19) which are for items or services which are fumisb.ew 

pursuont to a prilltJte contract described in section 1802(b)." 
(b) REPORT.-Not later than October I, 2001, the Secretory of 

HeoJ.th and Human Services shoJ.I submit a report to Congress on 
tIu! effect on the program under this title ofprilltJte contracts entered 
into under the amendment ma.cle by subsection (a). Such report
shoJ.I include- . 

(l) onoJ.yses rega.rding-
W tIu! fisco1 impact of such contracts on total. Federal 

expenditures under title XVIII of tIu! Social Security Act 
and on out-of-pocket expenditures by Medicare benefU:i.ories 
for heoJ.th seroices under such title; and. . 

(B) the quality of the heoJ.th services prollided under 
such contracts; and 
(2) recommendations tJB to whether Medicare benefU:i.ories 

should continue to be able to enter prilltJte contracts under sec­
tion 1802(b) of such Act (tJB added by subsection (a)) and if so, 
what legislative changes, if any should be ma.cle to improve 
such contracts. 
(c) EFFECTIVE DATE.-The amendment ma.cle by subsection (a) 

sholl apply with respect to contracts entered into on and after Janu­
ary 1, 1.998. 

".'" : ..... 
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'105th CONGRESS 

1st Session 
To amend title XVIII of, the Social Security Act to clarify the 

" right of Medicare beneficiaries to enter into private contractsII with physicians and other health care professionals for the 
provision of health services for which no payment is sought under 
the Medicare program. 

IN THE HOUSE OF REPRESENTATIVES 

September 18, 1997 


Mr. 	 ARCHER (for himself, Mr. THOMAS, Mr. GINGRICH, Mr. ARMEY, Mr. 
DELAY, Mr. BOEHNER, Mr. LIVINGSTON, Mr. HYDE, Mr. STUMP, Mr. 
COMBEST, Mr. TALENT, Mr. CRANE, Mr. NORWOOD, Mr. GANSKE, Mr. 
LINDER, Mr. PAUL, Mr. COOKSEY, Mr. COBURN, Mr. SHAW, Mr. 
MCCRERY, Mr. RAMSTAD, Mrs. JOHNSON of Connecticut, Mr. COLLINS, 
Mr: CAMP, Mr. SAM JOHNSON of Texas, Mr. ENSIGN, Mr. HAYWORTH, 
Mr. WELLER, Mr. ISTOOK, Mr. ROHRABACHER, Mr. DAN SCHAEFER of 
Colorado, Mr. BARTON of Texas, Mr. BONILLA, Mr. BOB SCHAFFER of 
Colorado, Mr. DOOLITTLE, Mr. MILLER of Florida, Mr. SMITH of 
Michigan, Mr. HASTINGS of Washington, Mr. MANZULLO, Mrs. CUBIN, 

. Mr. HOEKSTRA, Mr. UPTON, Mr. HOSTETTLER, Mr. KNOLLENBERG, Mr. 
STEARNS, Mr. DICKEY, Mr. THORNBERRY, Mr. SESSIONS, Mr. CANNON, 
Ms. GRANGER, Mr. BRADY, Mr. HILL, and Mr. SALMON) introduced 
the following bill; which was referred to the Committee on Ways 
and Means, and in addition to the Committee on Commerce, for a 
period to be subsequently determined by the Speaker, in each 
case for consideration of such provisions as fall within the 
jurisdiction of the committee concerned 

A BILL 
To amend title XVIII of the Social Security Act to clarify the 
right of Medicare beneficiaries to enter into priv'ate contracts 
with physicians and other health care professionals for the 
provision of health services for which no payment is sought under 
the Medicare program. 

[Italic->] Be it enacted by the Senate and House of 
Representatives of the United States of America in Congress 
assembled, [<-Italic] , 
SECTION 1. SHORT TITLE. 

This Act may be cited as the 'Medicare Beneficiary Freedom To 
Contract Act of 1997'. 
SEC. 2. USE OF PRIVATE CONTRACTS BY MEDICARE BENEFICIARIES FOR 

PROFESSIONAL SERVICES. 
(a) IN GENERAL- Section 1802 of the Social Ser.urity Act (42 

U.S.C. l395a) is amended by striking subsection (bl, as added by 
section 4507{a) of the Balanced Budget Act of 1997 (Public Law 
105-33), and inserting the following: 

. (b) CLARIFICATION OF USE OF PRIVATE CONTRACTS BY MEDICARE 
BENEFICIARIES FOR PROFESSIONAL SERVICES­

. (1) IN GENERAL- Nothing in this title shall prohibit a 
medicare beneficiary from entering into a private contract with 
a physician or health care practitioner for the provision of 
medicare covered professional services (as defined in paragraph 
(5) (C» if- ­

· (A) the services are covered under a private contract 
that is between the beneficiary and the physician or 
practitioner and meets the requirements of paragraph (2); 

· (B) under the private contract no claim for payment for 
services covered under the contract is to be submitted (and 
no payment made) under part A or B, under a contract under 
section 1876, or under a Medicare+Choice plan (other than 
an MSA plan); and 
.. (C) (i) the Secretary has been provided with the minimum 

information necessary to avoid any payment under part A or 
B for services covered under the contract, or 

· (ii) in the case of an individual enrolled under a 
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'(ii) in the case of an individual enrolled under a", " contract under section 1876 or a Medicare+Choice plan 
(other than an MSA plan) under part C, the eligible 
organization under the contract or the Medicare+Choice 
organization offering the plan has been provided the 
minimum information necessary to" avoid any payment under 
such contract or plan for services covered under the 
contract . 

. (2) REQUIREMENTS FOR PRIVATE CONTRACTS- The requirements in 
;this paragraph for a private contract between a medicare 
beneficiary and a physician or health care practitioner are as 
:follows: 
" . (A) GENERAL FORM OF CONTRACT- The contract is in writing 

and is signed by the medicare beneficiary. 
· (B) NO CLAIMS TO BE SUBMITTED FOR COVERED SERVICES- The 

contract provides that no party to the contract (and no 
entity on behalf of any party to the contract) shall 
submit any claim for (or request) payment for services 
covered under the contract under part A or B, under a 
contract under section 1876, or under a Medicare+Choice 
plan (other than an MSA plan) . 

· (C) SCOPE OF SERVICES- The contract identifies the 
medicare covered professional services and the period (if 
any) to be covered under the contract, but does not cover 
any services furnished-­
" . Ii) before the contract is entered into; or 

· (ii) for the treatment of an emergency medical 
condition (as defined in section 1867(e) (1) (A», unless 
the contract was entered into before the onset of the 
emergency medical condition. 

· (D) CLEAR DISCLOSURE OF TERMS- The contract clearly 
indicates that by signing the contract the medicare 
beneficiary-- " 

· Ii) agrees not to submit a claim (or to request that 
anyone submit a claim) under part A or B (or under 
section 1876 or under a Medlcare+Choice plan, other 
than an MSA plan) for services covered under the 
contract; 

· (ii) agrees to be responsible, whether through 
insurance or otherwise, for payment for such services 
and understands that no reimbursement will be provided 
under such part, contract, or plan for such services; 

'(iii) acknowledges that no limits under this title 
(including limits under paragraph (1) and (3) of 
section 1848Ig» will apply to amounts that may be 
charged for such services; 

· (iv) acknowledges that medicare supplemental 
policies under section 1882 do not, and other 
supplemental health plans and policies' may elect not 
to, make payments for such services because payment is 
not made under this title; and 

· Iv) acknowledges that the beneficiary has the right 
to have such services provided by (or under the 
supervision of) other physicians or health care 
practitioners for whom payment would be made under such 
part, cont~act, or plan. 

Such contract shall also clearly indicate whether the 
physician or practitioner involved is excluded from 
participation under this title . 

. (3) MODIFICATIONS- The parties to a private contract may 
mutually agree at any time to modify or terminate the contract 
on a prospective basis, consistent with the provisions of 
paragraphs (1) and (2). 
: . (4) NO REQUIREMENTS FOR SERVICES FURNISHED TO MSA PLAN 

ENROLLEES-The requirements of paragraphs (1) and (2) do not 
apply to any contract or arrangement for the provision of 
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apply to any contract or arrangement for the provision of 
services to a medicare beneficiary enrolled in an MSA plan 
under part C. 

'(5) DEFINITIONS- In this subsection: 
'(A) HEALTH CARE PRACTITIONER- The term 'health care 

practitioner' means a practitioner described in section 
1842 (b) (18) (C) . 

'(B) MEDICARE BENEFICIARY- The term 'medicare 
beneficiary' means an individual who is enrolled under part 
B. 

'(C) MEDICARE COVERED PROFESSIONAL SERVICES- The term 
'medicare covered professional services' means-­

'(i) physicians' services (as defined in section 
1861(q), and including services described in section 
1861 (s) (2) (A», and 

'(ii) professional services of health care 
practitioners, including services described in section 
1842 (b) (18)(0), 

for which payment may be made under part A or B, under a 
contract under section 1876, or under a, Medicare+Choice 
plan but for the provisions of a private contract that 
meets the requirements of paragraph (2). 

'(D) MEDICARE+CHOICE PLAN; MSA PLAN- The terms 
'Medicare+Choice plan' and ',MSA plan' have the meanings 
given such terms in section 1859. ' 

'(E) PHYSICIAN- The term 'physician' has the meaning 
given such term in section 1861(r) .'. 

(b) CONFORMING AMENDMENTS CLARIFYING EXEMPTION FROM LIMITING 
CHARGE AND FROM REQUIREMENT FOR SUBMISSION OF CLAIMS- Section 
IB4B(g) of the Social Security Act (42 U.S.C. 1395w-4(g» is 
amended-- ' 

(1) in paragraph (1) (A), by striking 'In' and inserting 
'Subject to paragraph (B), in'; 

(2) in paragraph :(3) (A), by striking 'Payment' and inserting 
'Subject to paragraph (8), payment'; 

(3) in paragraph (4) (A), by striking 'For' and inserting 
'Subject to paragraph (8), for'; and 

(4) by adding at the end the following new paragraph: 
. (8) EXEMPTION FROM REQUIREMENTS FOR SERVICES FURNISHED UNDER 

PRIVATE CONTRACTS-, 
. (A) IN GENERAL- Pursuant to section IB02(b) (1), 

paragraphs (I), (3), and (4) do not apply with respect to 
physicians' services (and services described in section 
IB61 (s) (2) (A) ) 'furnished to an individual by (or under the 
supervision of) a physician if the conditions described in 
section IB02(b) (1) are met with respect to the services. 

'(B) NO RESTRICTIONS FOR ENROLLEES IN MSA PLANS- Such 
paragraphs do not apply with respect to services furnished 
to individuals ,enrolled with MSA plans under part C, 
without regard to whether the conditions described in 
subparagraphs (A) through (C) of section IB02(b) (1) are met. 

'(C) APPLICATION TO ENROLLEES IN OTHER PLANS- Subject to 
subparagraph (B) and section lB52(k) (2), the provisions of 
subparagraph (A) shall apply in the case of an individual 
enrolled under a contract under section IB76 or under a 
Medicare+Choice plan (other than an MSA plan) under part C, 
in the same manner as they apply tO,individuals not 
enrolled under such a contract or plan. '. 

l' 
" (c) CONFORMING AMENDMENTS­

(I) Section IB42(b} (IB) of the Social Security Act (42 U.S.C. 
1395u(b) (IB)} is amended by adding at the end the following: ' 

'tE) The provisions of section IB4B(g) (B) shall apply with 
respect to exemption from limitations on charges and from billing 
requirements for services of health care practitioners described in 
this paragraph in the same manner as such provisions apply to 
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Medicare Current Beneficiary Survey (MCBS) reveal whether beneficiaries report problems obtaining· 

care or have become less satisfied with the care received. Gathering data on beneficiary complaints about 

access to physicians can complement the MCBS data. Both physician surveys and claims data can be used 

to assess physician iwillingness to serve Medicare beneficiaries. Over the years. the Commission has 

analyzed data from ;these varied sources to provide the Congress with an assessment of how Medicare 

beneficiaries are faring under the policies adopted in OBRA89 and modified since that time. 

A key element in the Commission's monitoring strategy has been to focus on access for vulnerable 

groups of beneficia~es. These groups. such as African Americans and those living in poverty areas and 

in Health Professional Shortage Areas (HPSAs), are believed to be more likely to experience access 

problems related to payment policy changes. Historically. much of the research on access for 
vulnerable groups, including that of the Commission, has been descriptive in nature. focusing on 

differences in access between these groups and others. The Commission's recent work has addressed 

the underlying rea~ons for those problems, such as differences in income, supplemental insurance 

coverage. and health status. 

* 
Since it began its monitoring efforts. the Commission has found consistently that access has remained 

good for most ben~ficiaries. Any decreases seen in use of selected services since the fee schedule was 

introduced appeari related not to changes in payment rates but, rather, to changes in treatment• 
modalities and ot:her factors unrelated to access. Beneficiaries report no increases in problems

I . 

obtaining care and their satisfaction with care continues to be high. 

Despite these generally positive findings on access, the Commission is concerned that some vulnerable 

groups, including iAfrican Americans. continue to experience access problems that existed prior to 

1992. These groups use fewer primary care services than others and visit emergency rooms more often 

than others. In surveys, they report more problems obtaining care and lower satisfaction with care. 

With respect to oeneficiary financial liability. OBRA89's charge limit is constraining the additional 

amounts physicians bill beneficiaries. Charges above the limit have declined since 1992. Commission 
I 

analyses have shown that most charges exceeding the limit do so by relatively small amounts. 

The full implementation of the Medicare· Fee Schedule does not diminish the need for monitoring. 


Further developments in both Medicare and the broader health care market will continue to affect 

I 

beneficiaries. For;example, flaws in the current VPS system could result in substantial reductions in 

. payments to physicians (see Chapter 12). Proposed changes in the VPS policy to correct these flaws 


could have differential effects on physicians depending on the mix of services they provide. Other 

. policy changes, such as implementation of resource-based practice expense relative values, scheduled 

for 1998, will reduce payments for some services while increasing payments for others (see 

Chapter 13). Fin~lIy, changes in the market for health services, such as the growth of managed care, 
could affect the cost and availability of care under Medicare fee for service as well. 
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The C1mmission's mandated reports on access and financial liability will be submitted to the Congress 

in May,; This chapter previews analyses to be presented in those reports. The first section updates the 
Commission's earlier work on beneficiary access using Medicare claims data and data from the 

Medicare Current Beneficiary Survey. It also presents an analysis of factors contributing to the access 
problems of vulnerable groups of beneficiaries. The chapter then turns to issues of beneficiary financial 

liability, for physicians' services, updating information on assignment rates and the percentage of 
physicians participating in Medicare. In addition, this year the Commission has broadened its 

examination of beneficiary financial .liability to include information on beneficiary out-of-pocket 
spending for other services in addition to physicians' services. Plans for additional work to be included 
in the Commission's mandated report$ are discussed in both sections of the chapter. 

ACCESS TO CARE 

Analyses of Medicare claims data and responses to the Medicare Current Beneficiary Survey al10w the 
Commission to assess service use and beneficiaries' experiences in obtaining care. These Medicare 

" program data are updated each year. 

Changes in Beneficiary Use of Services 
I 

Growth ;in beneficiary use of services was relatively modest in 1996. The volume and intensity of all 
services :per beneficiary rose at a rate of 1.0 percent between 1995 and 1996 (Table 14-1).' 

The low 'volume growth in 1996 may b~ part of a trend that emerged in the early )990s. Before 1992, 
volume growth was volatile. During th~ 10 years ending in 1991, the annual rate of volume growth 
ranged from 3.7 percent to 10.0 percent. Volume growth was low for two consecutive years only once 
during tnat period, in 1984 and 1985,(PPRC 1996). By contrast, volume growth has been low­

, . 

5 percen~ or less-every year since 1992.­

Claims ~ata do not reveal changes in beneficiary access to care that are clearly related to changes in 
Medicare's physician payment rates (Table 14-1). Between 1995 and 1996, some services with 
payment', rate decreases also experienced a fal1-off in volume (e.g., outpatient visits and 
electrocardiograms), while for others the volume increased (e.g., cataract lens replacements and 
echocardlograms). Evidence of a possible relationship between lower Medicare payment rates and a 
decline in beneficiary use of services would prompt further analysis by the Commission.2 

.... 1/ 
~ 

1 Two 'limitations of the claims data should be considered when interpreting these results.' First. the claims files are 
incomplete since they include only those claims processed by September of each year. or three months beyond the half-years 
under study~; Second. analysis of a 5 percent sample of claims means the payment rate and service use measures presented are 
subject to sampling error. Further details on the Commission's analyses of Medicare claims data are provided in Monitoring 
Access ofMf!dicare Beneficiaries (PPRC 1995). 

~ Further analysis of the relationship between payment rates and use of services would require consideration of factors 
other than payment rates which may influence use of services. Those factors include health system characteristics, such as 
physician supply and improvements in medical technology, as well as beneficiary characteristics, such as health status and 
supplement~1 insurance coverage. 

301 Physician Payment Review Commission 



I' 
Table 14-1. Ch~nge in Payment and Use per Beneficiary for Selected Services, 1992-1996 

( percentage) . 

Annual Percentage Change 
Percentage

1992-1995 	 1995-1996 of 1996 
Payment Count Payment Count Physician 

per of per of Services 
of Service Service Volume" Servicesb 'Service Volume" Servicesb Outlays 

All Services 2.8 4.1 3.8 -2.2 1.0 -2.0 100.0 

Primary Care Services 
Office and other outpatient visits 
Emergency departtnent visits 
Nursing facility Jrest home visits 
Home visits 

6.9 
6.2 
9.0 

10.8 
10.7 

4.1 
3.0 
9.3 
7.6 
4.5 

3.3 
2.7 
7.5 
6.0 
3.9 

0.7 
-1.2 
0.4 
1.4 
3.1 

1.7 
-0.7 
2.4 
6.5 
4.8 

0.7 
-1.9 
1.9 
5.4 
3.8 

22.8 
16.3 
2.6 
2.1 
0.2 

Other Evaluation and Management 
Services 5.4 5.0 2.5 1.9 0.5 -1.8 18.2 

Surgical Services ' 
Cataract lens rept'acement 
Joint prosthesis 
Coronary artery bypass graft 
Transurethral pro:state surgery 
Arthroscopy , 

Open prostate surgery 

2.8 
-1.1 
2.2 
2.6 
5.6 
1.6 
.5.0 

2.3 
-1.3 
5.0 
5.4 

-12.1 
7.5 

-15.5 

5.7 
-1.3 
4.5 
6.3 

-11.8 
7.3 

-14.9 

. 

-5.0 
-15.5 

-4.8 
-3.1 
0.5 

-7.2 
0.5 

2.5 
0.9 
2.4 
4.5 

-9.3 
0.3 
7.3 

3.6 
0.9 
2.5 
5.7 

-8.4 
-0.1 
5.5 

21.6 
2.9 
1.4 
1.4 
0.3 
0.2 
0.1 

Other Nonsurgical ~ervices 
Diagnostic radiology, other 
Electrocardiograms 
Echocardiograms 
CAT scans 

-0.2 
0.2 

-5.1 
-0.1 

4.8 
0.4 

13.3 
3.0 

4.0 
0.8 

13.7 
4.1 

-4.1 
.-3.1 
-2.7 

-15.2 
-3.8 

0.0 
-0.8 
-2.7 
13.2 
6.2 

-3.4 
-2.4 
-5.7 
25.3 

6.0 

37.4 
3.1 
2.0 
1.8 
1.6 

Colorectal endoscopy 
Magnetic reson~nce imaging· 
Upper GI endoscopy 
Angioplasty 
Mammography 

-0.8 
1.6 

-4.2 
-6.5 
1.1 

2.3 
10.9 
3.8 

10.5 
-1.7 

-2.3 
11.3 
2.5 

10.4 
'0.8 

-5.0 
-1.2 

-10.3 
-10.4 

-0.5 

2.0 
11.3 

1.5 
8.5 

-3.2 

-0.5 
10.7 
0.7 
5.2 

-1.5 

1.4 
1.1 
0.9 
0.6 
0.4 

SOURCE: 	 Physician Payment Review Commission analysis of 1992-1996 Medicare claims, 5 percent sample 
of beneficiaries. , 

" Measures chanQe in outlays if prices were frozen (number and intensity of services). 

b Measures change in the number of services only. 

C Not applicable due to payment change. 

NOTE: Data are for the first six months of each year. 

The use of some services decreased between 1995 and 1996 (Table 14-1). The volume of transurethral 
prostate surgery dropped by 9.3 percent, and the volume of mammography fell by 3.2 percent. Other 
services with volume decreases are office and other outpatient visits (-0.7 percent), routine diagnostic 
radiology (-O.~ percent), and electrocardiograms (-2.7 percent). 

I 
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Reductio~s in the use of transurethral prostate surgery do not appear to be related to access to care. 
Such reductions have occurred in previous years and appear to be part of changes in treatment 

modalitiesfor prostate disease (PPRC 1996). 

In the case of mammography, the Commission has found that less than 40 percent of female Medicare 
beneficiari~s receive a mammogram every two years (PPRC 1995). Claims data show that 
mammogr~phy volume growth was 20 percent from 1990 to 1991, the first year that Medicare coverage 
was extended to include screening mammography.3 Since then, mammography volume growth has 
been low, suggesting that awareness of the screening benefit may not have increased after its initial 
announcement. 

Other declines in service use-office visits, routine diagnostic radiology, and electrocardiograms-are 
more difficult to explain. In an environment where practice patterns are changing, because of managed 
care and other influences, some decreases in volume may not be surprising. The decreases could be the 
result of improved efficiency in the delivery of services, or they could involve reductions in the use of 
needed services. 

Because of the uncertainty about the cause of some volume decreases, the Commission will examine 
the affected ~ervices further in its upcoming access report. Some of this work will assess whether use of 
needed services has decreased. The Commission will use clinically based indicators of access,. . 
developed by RAND, for this analysis (PPRC 1995). These indicators will not provide a 
comprehensiye assessment of why the volume of selected services decreased. They can show, however, 
whether cert~in services that experienced an overall decline in use also declined in relation to specific 
conditions for which they are considered necessary. Other work will consider decreases in use of 
services by g~ographic area to explore the relationship between health care market characteristics and 
changes in the volume of services. 

Access As R,eported by Beneficiaries 
, i 

The Commission's analyses of beneficiary reports about their access to care have been updated with 
data from the! 1995 MCBS. The MCBS provides information on specific aspects of beneficiary access 
to care, such as difficulty in finding a physician, delays in seeking care, availability of a usual source of 
care, and satisfaction with care. 

Access for All Beneficiaries. Responses to MCBS questions were used to construct eight measures 
of access to care. Four of these measures address the process of care: whether a beneficiary (1) had 
troublegetting care, (2) had a problem but did not see a physician, (3) delayed care due to cost, or , . 

') Previously, Medicare covered only diagnostic mammography. 
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(4) did not have a physician or physicians' office as a 'usual source of care.4 Four other measures 
address nonclinical oU,tcomes of care: (l) strong agreement with ,the statement "physician checks 
everything," (2) strong agreement with the statement "great confidence in physician," (3) very 

satisfied with availability of medical care at night and on weekends, and (4) very satisfied with overall 

quality of care. All these measures are believed to be sensitive to changes in access but can be 
influenced by other factors, such as the quality of care received. 

Data from the 1995· MCBS show that access for most beneficiaries remams excellent and that 
'measures of access are essentially unchanged from previous years. Among all beneficiaries, about 
4 percent had trouble getting care, and 10 percent to 12 percent either had a problem but did not see a 
physician, delayed care due to cost, or were without a physician or physician's office as a usual Source 
of care (Table 14·2)~ Measures of nonclinical outcomes (e.g., very satisfied with the availability of 
care) from th'e 1995 J0CBS also show little change from previous years. Of the respondents, 26 percent 
strongly agreed with :the statement that their physician checks everything; 27 percent reported great 
confidence in their' physician (Table 14-3). About 21 percent said they are very satisfied with the 
availability of medical care, and 33 percent are very satisfied with the overall quality of care 
(Table 14.3).5 ' 

Access for Vulnerable Groups. Data from the 1995 M CBS show essentially no change in the access 
problems reported by some vulnerable groups in earlier rounds of the MCBS. Nonwhite and Hispanic 
beneficiaries, and those with no supplemental insurance, reported more trouble getting care 
(Table 14·2).6 The ifunctionally disabled, who require help with activities of daily living, were also 
more likely to have trouble getting care. Each of these groups was also more likely to have delayed care 
because of cost. No~white and Hispanic beneficiaries, and those without supplemental insurance, were 
also less likely to have a physician or physician's office as a usual source of care. 

Distinctions among I groups were also found in their responses to questions on nonclinical outcomes, 
such as satisfaction ;with the availability of care (Table 14-3). Compared with their counterparts, four 
groups-nonwhite oeneficiaries, those needing help with activities of daily living, those over the age of 

4 Over the successive annual rounds of the MCBS. similar percentages of beneficiaries have indicated they have "had a 
problem but did not see a physician," This measure is influenced both by the extent to which beneliciaries have health 
problems and by the extent to which they do or do not see a physician. For 'access monitorin'g. the extent to which 
beneficiaries see a ph~sician is more important. but the structure of the MCBS does not permit separation of the two 
influences. Because of the measure's stability, this limitation of the MCBS does not seem important. If the measure does 
change. the Commission will attempt to determine whether the change is due to the extent to which beneficiaries are seeing a 
physician when they have a health problem. 

S Analyses of nonclinical outcomes distinguish those respondents who are "very satisfie'd" or "strongly agree" from all 
others, This approach fonforms with concerns noted by Ware (1995) about collapsing categories in ordered scales. such as 
"very satisfied" and ··satisfied." Collapsing categorical responses to survey questions masks important differences among 
perceptions of health ~are outcomes, 

b Within Hispanic popUlations. access to care may vary depending on a per.son's ethnic origin (Schur et al. 1987). Since 
MCBS respondents de,signating themselves as Hispanic are nol asked about ethnic origin. the analysis does not address these 
subgroups, 
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Table 1~-2. Medicare Beneficiaries Reporting Problems with Access, 1995 (percentage) 

Had Problem. 
" 

1 Had Trouble But Did Not Delayed Care No Usual 
population Group Getting Care See a Physician Due to Cost Source of Cares 

All Beneficiaries 4 11 10 12 
" 

Race 
African American 5 14 12 19 
White .! 3 10 9 11 
Other 7 14 12 25 

Ethnicity 
Hispanic b b 14 27 
Other ; 

I, 

b b 9 11 

Functional' Disability 
Help neyded 8 17 15 9 
No help, needed 3 10 9 13 

Age 
i
l

i 

85 years; and over b 7 5 7 
Under 85 b 11 10 12 

I' 

Supplemental Insurancec 

No 9 19 24 27 
Yes 3 10 8 10 

SOURCE: l' 	 Physician Payment Review Commission analysis of 1995 Medicare Current Beneficiary Survey, 
, 	 ' 

a Defined as not identifying a physician's office or a particular physician as a usual source of care, 

b No statistically significant difference between population groups at the 5 percent level. 

C Supplemental insurance includes private and public coverage, 

NOTE: 	 This analysis excludes institutionalized beneficiaries and beneficiaries enrolled in managed-care 
plans, 

85, and those without supplemental insurance coverage-were less satisfied with the quality of their 
care. Afrkan Americans and Hispanics were also less apt to agree with statements that they had great 
confidence, in their physician or that their physician checks everything. African Americans and those 

without supplemental insurance were less likely to be very satisfied with the availability of medical 
I 

• ,IIcare. 

Factors Related to the Access Problems of Vulnerable Groups 

,; 

The Commission's analyses of Medicare claims and enrollment data have also shown that some groups 
of behefid~ries. such as African Americans and those living in urban poverty areas and urban Health 
Professional Shortage Areas, use fewer primary care services and make more viSits to emergency 
rooms and:hospital outpatient departments than others. Health outcomes, measured by mortality rates 
and other indicators, are often poorer for these groups (PPRC 1993; PPRC 1995; PPRC 1996). 

, 
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Table 14-3. Medicare Beneficiaries' Attitudes Toward the Care They Receive, 1995 
( percentage) 

Strongly Agree with Strongly Agree with Very Satisfied VerySatisfied 
! "Physician Checks "Great Confidence with Availability with Overall 

population Group Everything" in Physician" of Medical Care Quality of Care 

All Beneficiaries 26 27 21 33 

Race 
African American 
White 
Other 

19 
27 
28 

20 
28 
27 

10 
22 
21 

20 
35 
24 

Ethnicity 
Hispanic 
Other 

33 
26 

a 

a 

a 

Functional Disability 
Help needed 
No help needed 

23 
27 a 

18 
21 

29 
34 

Age 
. 85 years and over 
Under 85 

, , 
23 
27 

24 
27 

21 
18 

28 
34 

Supplemental Insurance~ 
No 
Yes 

22 
27 

22 
28 

16 
21 

25 
34 

SOURCE: 	 Physician Payment Review Commission analysis of 1995 Medicare Current Beneficiary Survey. 

a No statistically signific~nt difference between population groups at the 5 percent level. 

b Supplementa', insurance includes private and public coverage. 

NOTE: 	 This analysis excludes institutionalized beneficiaries and beneficiaries enrolled in managed-care 
plans. ' 

This year. the Commission sought to move beyond describing the access problems of vulnerable groups 

to identifying factors contributing to those problems. Such analyses are meant to show whether there 
. are factors that could be influenced by Medicare payment policy. Previous research has shown that 

access is related, in' part, to personal characteristics, such as age, income, and education, of those 

needing care (Aday. and Andersen 1981; Weissman and Epstein 1994). Characteristics of the health 
care system, such as the availability and organization of services, have also been shown to be associated 
with access (Aday ;md Andersen 1981; Weissman and Epstein 1994). It is in this second area where 
payment policy may playa role. 

Methods. To an~lyze factors related to the access problems of vulnerable groups of Medicare 

beneficiaries, regr~ssion analyses were conducted using data from the 1994 MCBS. The analyses 


. allowed the estiI1jlation of independent statistical relationships· between explanatory variables, 


measuring benefici,ary and health system characteristics, and various measures of access to care. Some 
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Figure 14~1 . Beneficiaries Who Are Very Satisfied with Overall Quality of Care, by Health 
Status (percentage) 

SOURCE: Physician Payment Review Commission analysis of 1994 Medicare Current Beneficiary Survey. 

NOTE: . Percentages adjusted for differences in beneficiary and health system characteristics. See 
discussion in text. 

explanatoryyariables described characteristics of beneficiaries, such as age. sex. race. and self-reported 
health status. Residence in a HPSA described the health system available to beneficiaries.7 Other 
variables c~ptured a combination of personal and health system characteristics. such as secondary 
insurance c~verage. Dependent variabl~s in the analysis (measures of access to care) included the 
eight proce~s and n~nclinical outcomes measures used in the MCBS analysis described above.R 

This analys~s is limited by the set of variables available from the MCBS. Some important factors­
such as health behaviors .and attitudes, better measures of health status. and some aspects of the 
availability or services-are not addressed by the MCBS. Other measures, including clinically oriented 

outcomes of,care and the use of high-tech services, could not be included in the analysis because the 
sample size',was too small. Nonetheless, the MCBS does allow analysis of a number of important 
factors believed to influence access to care. 

'I 

Results. SeVeral factors help explain variation in measures of beneficiary access to care. Self-reported 

. health statu~ appears to have an important influence on access, controlling for other beneficiary and 

health systerp characteristics (Figure 14-1). Those reporting poorer health status also cite more access 


1 Alternati'~e regression models were' estimated using a physician-to-population ratio. based on county-level data from 
the Area Resource File. as a measure of. the availability of services. The ZIP code-specific HPSA variable was found to have 
a stronger statistical relationship with the access measures than the county-level physician-to-population ratio. 

K Since th~ dependent variables had a value or either zero or one. logistic regression models were estimated. The models 
were estimated ;with SUDAAN software. which corrected the standard errors of the estimates for the nonrandom design of 
the MeSS. I 
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problems than others and lpwer satisfaction with the care received. For example, 45 percent of those 

reporting excellent health " also report being very satisfied with the overall quality of care. Only 

,24 percent oNhose reporting poor health are very satisfied with the overall quality of care. Those saying 

they are in excellent heal,h are more likely than those in poor health to be without a physician or 

physicians' office as a usual source of care. About 20 percent of those reporting excellent health report 
no physician or physicians': office as a usual source of care, whereas only 11 percent of those citing poor 
health report the same pro,blem (Figure 14-2). Those reporting poor health may be more likely to have 

a physician or physician's! office as a usual source of care owing to their greater need for care. 

A marker of vulnerability, the lack of supplemental insurance coverage, is another factor associated 
with variation in benefiCiary access to care, controlling for other beneficiary and health system 
characteristics. Findings with respect to two of the eight access measures-no physician or physician's 
office as a usual source of care and satisfaction with the overall quality of care-are illustrative. Among 
those without supplemental insurance, 24 percent report not having a physician or physician's office as 
a usual source of care; compared with 11 percent of those with private supplemental coverage 
(Figure 14-3). Supplem,ental insurance coverage was not significantly related to satisfaction with the 
overall quality of care in this analysis. . 

,Race also helps explain hriation in beneficiary access. Compared with whites, more African-American 
beneficiaries are without a physician or physician's office as a usual source of care. The difference 
between the two groups is small, however (Figure 14-4). Fewer African-American beneficiaries are 
very satisfied with the overall quality of care (30 percent) compared with white' beneficiaries 
(34 percent) (Figure 14-5). These differences are smaller than 'those presented earlier in this chapter 
(Tables I4-2'and 14-3). The results presented earlier were not adjusted for beneficiary and health 
system characteristics.' . 

I 

Conclusions. Some i tentative conclusions are possible. Several factors help explain vanatlOn in 
measures of beneficiary access to care. Chief among these appears to be health status. Those reporting 
poorer health status also report more access problems than others and lower satisfaction with the care 
received. 9 Supplemental insurance coverage is another factor that appears to be related' to process­
oriented measures of :access, such as not having a physician or physician's office as a usual source of 
care. but supplement~l! insurance does not seem to be related to satisfaction. 

After adjusting for certain personal and health system characteristics.' some differences in access 
between African-American and white beneficiaries remain unexplained. 1O There' are a number of 

" These fee-for-servi.ce enrollee findings are consistent with the findings of a Commission:'sponsored survey of Medicare 
managed-care enrollees (Nelson et aL 1996). 

10 Other differences;in access between African-American and white beneficiaries. not 'addressed in this analysis. could be 
important and deserve further research. For example. African American beneficiaries are less likely to have supplemental 
insurance coverage thanwhite beneficiaries (Chulis et aL 1993). Some of the association between supplemental insurance 
coverage and access. found in this analysis. could be a combination of the effect of race on supplemental coverage and the 
effect of supplemental doverage on access. 
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Figure 14-2: Beneficiaries with No Usual Source of Care, by Health Status (percentage) 
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SOURCE: 	 Physician Payment Review Commission analysis of 1994 Medicare Current Beneficiary Survey. 

NOTE: 	 F;lercentages adjusted for differences in beneficiary and health system characteristics. See 
discussion in text. 

Figure 14-3. ;: Beneficiaries with No Usual Source of Care, by Supplemental Coverage 
( percentage) 
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SOURCE: PhysiCian Payment Review Commission analysis of 1994 Medicare Current Beneficiary Survey. 

NOTE: Pe'rcentages adjusted 
discussion in text. 

tor differences in beneficiary and health system characteristics. See 
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Figure 14-4. Beneficiaries with No Usual Source of Care, by Race (percentage) 
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SOURCE: Physician Payment Review Commission analysis of 1994 Medicare Current Beneficiary' Survey. 

NOTE: Percentages adjusted for differences in beneficiary and health system characteristics. See 
discus$ion in text. 

Figure 14-5. Beneficiaries Very Satisfied with Overall Quality of Care, by Race (percentage) 
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SOURCE: Physician Payment Review Commission analysis of 1994 Medicare Current Beneficiary Survey. 

NOTE: Perdentages adjusted for differences in beneficiary and health system characteristics. See 
discussion in text. 
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possibleexpilanations for these differences: that is. access may be affected by other factors. which could 

not be addtessed in this analysis. These include other aspects of the availability and organization of 

services: pe~sonal preferences and behaviors of beneficiaries; unmeasured dimensions of health status. 

including genetic and environmental factors; and racial discrimination (Geiger 1996: Escarce et al. 

1993) . 

This analysis was designed to aid development of options for solving the access problems of vulnerable 

groups. Not' surprisingly, it has shown that solving those problems will be difficult. Multiple factors are 

important. hnd some of them, such as health status and supplemental insurance coverage. are only 

indirectly related to Medicare payment policy. 

In the past~ the Commission has recommended that multiple approaches should be considered to 
maintain a~d expand service delivery for underserved Medicare beneficiaries (PPRC 1995). Among 

those approaches are ensuring appropriate numbers and distribution of health professionals; changing 
payment policy; and making certain beneficiaries have access to new health care delivery systems. The 
analysis presented above reaffirms the importance of a broad-based strategy to improve access for 
vulnerable beneficiaries. 

BENEFICIARY OUT -OF-POCKET SPENDING 

A number of policies under Medicare fee for service are intended to protect beneficiaries from excessive 
out-of-pocke~ expenses for physicians' services. Providers are encouraged to bill on assignment, meaning 
that they accept the Medicare payment amount as full compensation and receive payment directly from 
Medicare. The Participating Physician and Supplier (PAR) program provides incentives for physicians to 

accept all of their claims in this manner. For example, payment under the Medicare Fee Schedule is 
5 percent higher for participating physicians than for nonparticipating physicians. In addition, participating 

physicians are provided with toll-free lines if they submit claims electronically, and their names are 
included in the Medicare Participating Physician/Supplier Directory. 

A form ofheneficiary protection also exists for claims that are not assigned. OBRA89 specifies 
percentage limits on the amount that physicians can bill beneficiaries above Medicare's payment 

amount. Th~ limits are 115 percent of nonparticipating physician payment rates, or 109.25 percent 
(115 percen'i of 95 percent) of Medicare Fee Schedule payment rates. 

Together, these policies leave Medicare beneficiaries responsible for a $100 deductible, coinsurance of 

20 percent ofthe Medicare Fee Schedule payment amount, and additional charges (balance bills) of at 

most 15 per~ent of the Medicare payment for physicians' services provided on a fee-for-service basis." 

II Most beneficiaries (about 87 percent) have some form of supplemental insurance policies that cover all or most of 
these cost-sharing expenses (see Chapter 15). 

311 Physician Payment Review Commission 



, 
" 

Each year, the Cqmmission reports on beneficiary financial liability in the context of out-of-pocket 

spending for physicians' services. The Commission has consistently found that the physician payment 

reforms included in OBRA89 have successfully constrained balance billing and increasing numbers of 

physicians are acc:epting Medicare-allowed charges as payment in fulL 

To get a more complete picture of beneficiary financial liability. this year, the Commission has 
expanded its focus to examine beneficiaries' overall out-of-pocket costs related to health care. Those 
costs include Part B premiums ($43.80 per month); Part A and Part B annual deductibies ($100 and 
$760. respectively); Part A and Part B copayments:and balance bills. These are in addition to expenses 
they may incur for supplemental health insurance premiums and services not covered by Medicare. 
Medicare does nqt place any limits on overall out-of-pocket spending. 

This section includes information describing beneficiaries' out-of-pocket health care expenditures, 
'including cost sharing for Medicare-covered services, balance billing from Part B providers. cost of 
noncovered services, and Medicare Part B and private health insurance premiums. It also updates 

information on assignment of claims, the PAR program, and balance billing. 

Total Out-ot-Pocket Spending 

Elderly Americdns spend nearly four times more out of pocket for health care than those, under 65 
(AARP 1995). ,Noninstitutionalized Medicare beneficiaries, on average. spent $2.605 for health care 
in 1996 (Moon let al. 1996).12 Currently, out-of-pocket spending represents 21 percent of household 

income for the ellderly overall. The proportion of income the elderly devote to health care spending has 
risen over the y~ars. In 1987, they spent about IS percent of their incomes on health-related services. 

The elderly po<;>r and near-poor spend an even greater peI:centage of their income on health care 
services than those in wealthier groups. For example. those with incomes below 125 percent of the 
poverty level spend roughly 30 percent of family income, on out-of-pocket health care costs 
(Figure 14-6) (Moon et al. 1996). 

The oldest and'the sickest beneficiaries are at the greatest risk for high out-of-pocket spending. Cost­
sharing burden~ are highly concentrated among the most severely ill. For example. in J996, Medicare­
related out-of-pocket spending for the sickest 10 percent of the Medicare population was roughly 
$5.600 per beqeficiary, while the healthiest 20 percent had no cost-sharing expenses (Moon et aL 
1996). ' , 

Out-of-pocket 'spending on health care also differs across age groups. with the proportion of family 
income devot~d ~o health care costs increasing with age, While those aged 65 to 69 spend about 

I .,' 
l~ This includes cost sharing for Medicare-covered and noncovered services and products, Medicare Part B premiums. 

private health ins,urance premiums. and balance billing, Noninstitutionalized beneficiaries represent 86 percent of the total 
Medicare population, Cost sharing is considerably higher for institutionalized beneficiaries (Moon el al. 1996), 
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Figure 14-6. '~ Average Out-ot-Pocket Health Spending by the Noninstitutionalized Elderly as 
I'" a Percent of Family Income by Poverty Status, 1996 
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SOURCE: 	 Moon et aL 1996. 
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NOTE: 	 The poor are those with incomes at 100 percent or less of the poverty level; the near poor are those 
between 100 and 125 percent of poverty; low income are those between 125 and 200 percent of 
poverty; middle income are those between 200 and 400 percent of poverty; and high income as 
those with incomes over 400 percent of poverty., 	 , 

18 percent of their household income on health care. the oldest beneficiaries (80 and older) spend 

about 25 percent (Moon et al. 1996). 

Spending on health insurance premiums accounts for most of these out-of-pocket expenditures. 

Combined. Medicare Part B premiums. individual private insurance premiums, and employment­

related insurance premiums account for about 45 percent of out-of-pocket costs of noninstitutionalized 

beneficiaries. Of the remaining costs, 17 percent is spent on physicians' services, '13 percent on home 

health services;; 10 percent on prescription drugs. and 7 percent for hospital services. The remaining 

8 percent is split between vision and dental services and durable medical equipment (AARP 1995). 

Financial Liability for PhysiCians' Services 
I' 

Policies design~:d to limit beneficiary financial liability have generally proven successful. In 1996, more ¥ 
than three-fourths (78 percent) of providers who served Medicare beneficiaries were enrolled in the 

participating ph,ysician program, compared with 52 percent of physicians with PAR agreements in 

1992. Participa~ion rates range from a high of 92 percent in North Dakota to a low of 60 percent in 

Idaho. These participating providers accounted for about 92 percent of Medicare charges. for 

physicians' services last year. The proportion of Medicare claims, submitted by participating and 
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nonparticipating physicians, paid on assignment is high and continues to rise, from about 70 percent in 
~ 1986 to 96 percent in 1996. II . 

For the remaining fharges that are not assigned, beneficiaries' cost sharing has largely been contained 

by Medicare's lim,iting charges. As a percentage of Medicare payments. balance bills have been 
declining. On average, balance bills were 23 percent of Medicare payments in 1993. 17 percent in 1994. 

I 

and 15 percent in ~ 995. Preliminary analysis of unassigned claims with balance bills submitted during 
1996 reveals that on average, balance bills were again 15 percent of the fee schedule payment. 
Although the 1999 average of 15 percent may indicate that some bills remain above the limiting 
charge, previous qommission analyses have found that most charges that exceed the limit do so by 
relatively small amounts. The increased compliance with the limiting charge is most likely related to 

Health Care Fina6cing Administration (HCFA) initiatives aimed at better informing providers and 

beneficiaries of ov'ercharges. Legislation enacted in 1994 clarified HCFA's authority to enforce the 

charge limits and require providers to refund any overcharges. 
I . 

Future Work on Monitoring Out-of-Pocket Spending 

Assessing out-of-pocket health care costs and understanding the financial burden these .costs impose on' 
different types of Ibeneficiaries is critical to discussions about how to reform Medicare. Proposals to 
increase the Medicare Part B premium or to charge wealthier beneficiaries a higher premium have 
received attention; recently as policymakers look for ways to contain rising program costs. 

The Commission'sl upcoming report on beneficiary financial liability will include more detailed analyses on 

out-of-pocket health care spending. The most current data from the cost and use supplement to the 1992 

MCBS will be uSFd for these analyses.'~ The analyses will focus on how out-of-pocket spending varies 

among different segments of the Medicare population. Of particular interest are the out-of-pocket expenses 

of traditionally vulnerable groups of beneficiaries. including African Americans. Hispanics, those without 
supplemental insurance coverage. and the oldest and poorest beneficiaries. 
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Chapter 16 


The :Changing Labor Market for 

! 	 . 

Physicians 

The Physic'ian Payment Review Commission's interest in the 

changing labor market for physicians stems from two sources: 

its mandate:'to examine the supply and specialty mix of 
physicians, arid its efforts to monitor changes in the market for 

health service~ and suggest to the Congress the implications of
.' 

these change~ for public policy. 
I 

Over the past:35 years, policymakers have returned periodically 

to issues surrounding the adequacy and competencies of the 
nation's health work force. focusing primarily on physicians. 
For many years, these debates were driven by concerns that an 
oversupply ofphysicians might undermine other efforts to bring 

health care ~osts under control, and that the nation was 

training relatively too many specialists and relatively too few 
physicians in primary care (defined as family practice, general 
internal medicine. and general pediatrics). (Obstetrics­, 
gynecology is not considered a primary care field for the 
purposes of this chapter.) A variety of federal policies have 

been proposed and implemented to address these concerns. 
. ' ' 	 . 

More recently, changes in the health care marketplace have 

created a new context for considering these concerns. Some 
argue that the problems of physician oversupply and specialty 

I 

imbalance are among those that will be resolved by a 
competitive h;ealth care market. In theory, the growth of cost­

conscious integrated health systems will alter the number and 
mix of services used by patients and thus the number and mix 

of health professionals needed to provide those services. These 
.' 	 . 

developments will in tum result in physicians being employed 

at greatlv reduced compensation or being unable to find jobs in- ,. 
medicine. thus sending' a signal to students and educators to 

I 	 . 

This chapter includes: 

• 	 Changes in the market 
for health services that 
affect the physician work 
force 

• 	 Signals of change in 
physician specialty mix 

• 	 Signs of changes in 
demand for physicians 
overall 

• 	 Changes in physician 
employment 
arrangements 
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change. Others do'ubt that market forces will lead to significant change and continue to call for direct 
action by policymakers, educators, and payers to address concerns about supply and specialty mix. An 
argument can als6 be made that market forces cannot be expected to work. given the substantial 
federal subsidies ~or physician training. 

In its 1995 and 1996 annual repons, the Commission examined whether changes in the organization 
and financing of h.ealth care were affecting the labor market for physicians. Two types of change in the 
labor market were assessed: whether there was evidence that increasing demand for primary care 
physicians was leading to changes in specialty mix, and whether there was any indication that the 
market was creati:ng incentives to train fewer physicians overall. I n last year's report. the Commission 
noted that ·the physician labor market was indeed changing, but that these changes. as captured. 
through systematic data, were more modest than suggested by anecdotes. 

I 

In this repon, the Commission once again considers the available empirical data to determine whether 
specialty mix and' physician supply are changing. This year, the signals are ambiguous. While there are 
some signs that ~specialty mix may be changing in response to market demand for primary care 
physicians. there are also signs of continued strong demand for physicians in highly specialized fields. 
In addition, despite common beliefs to the contrary, many indicators do not reflect an oversupply of 
physicians. Finally, changes in the market appear to be affecting the conditions of employment for 
many physicians.,1 

MARKETS RELEVANT TO THE PHYSICIAN WORK FORCE 

, . 

In considering whether changes in the market for health services will influence shifts in physician 
supply and specialty distribution. it is imponant to recognize that there are actually two markets of 
interest: the matket for physicians' services and the market for physician training. This distinction 
matters for two ~easons. First. market pressures may lead to diametrically opposed responses from the 
two markets. AI~hough organized systems of care may be demanding fewer physicians and relatively 
more primary care physicians than in the' past. teaching hospitals, under significant pressure to 
economize. maybe more dependent than ever on using residents to meet service needs. Moreover, even 
if graduates of U.S. medical schools begin to respond to market pressures by increasingly seeking 
positions in pririlary care fields. hospitals may continue to meet their staffing requirements by filling 
positions with international medical graduates (IMGs). 

Second, notwitHstanding substantial changes in the market for physicians' services, the length of the 
training pipeline and the large stock of practicing physicians will preclude any substantial short-run 
impact on supply and specialty mix. For example, a large increase in starting salaries for primary care 
physicians will not likely affect the behavior of individuals who have just begun training in surgical 

This chapter;does not consider the impact of:market changes on the geographic distribution of practicing physicians or 
the demographic composition of the physician work force. 

I 
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specialties. ;As a result. one would expect that indicators measuring the production of physicians would 

lag behind [those measuring changes in the practice environment. Furthermore, given the size of the 

pool of practicing physicians, even substantial changes in the behavior of recent graduates will have 

only a small effect on the size and composition of the physician work force. 
! 

Data are. p~esented in this chapter that describe both of these markets. For example. data on the 

number and mix of residents are indicative of changes in the market for training. Data on physician 

incomes and practice arrangements are relevant to changes in the market for physicians' services. 

CHANGES"IN THE SPECIALTY MIX OF PHYSICIANS 

There are several indicators of potential changes in 'the mIx of physicians in different specialties: 

relative incomes, the availability of jobs. and medical students' expressed specialty preferences. These 

indicators, r,eviewed below. suggest a moderate trend toward generalism. 

In previous:'reports, the Commission also examined data from the annual residency match to consider 

whether there were changes in the types of residency positions sought by graduating medical students. 

Because of)he difficulty in interpreting these data, the Commission has not included them in this 
, 

report.­

Changes in Relative Incomes 
I 

The Commission noted that in 1994 physician incomes had fallen for the first time since the American 

Medical A~sociation (AMA) began collecting these data. In 1995. median physician income 

rebounded. rising about 3.8 percent (Table 16-1). The two-year trend. however. shows a loss of about 

2.5 percent:;As a result. real median incomes remain below those for 1993 (Mitka 1997). Analysis of 

this series fhrough 1994 found the decline in physician earnings was directly (although weakly) 

associated ":ith an increase in managed-care penetration (Simon and Born 1996). 

Although IT)ost specialties experienced income increases in 1995. patterns of income changes differed 

somewhat a~ross specialties. Moreover. the patterns are not consistent within specialty groups (e.g., 

primary care, surgery). For example, while incomes of family practitioners and pediatricians are at a 

new high,. median incomes for internists continue to drop. Median incomes across all physician 

specialties continue to remain far apart however, at $250,000 for orthopedic surgeons and $124,000 for 
those in fa~ily practice. 3 

.
;' .' 

2 Data from the resident match can be difficult io interpret as indicators of labor market change for several reasons. First. 
the number of positions that happen to be offered through the match varies annually. Second. because it is geared to 
graduating medical students. the match does not encompass those fields that are entered in later years (for example, training 
in internal mepicine subspecialties begins after completion of a residency in internal medicine). 

3 Expectations about starting salaries are another potential barometer of income shifts b~tween generalists and ' 
specialists. Regrettably. the annual survey on physicians' expectations about starting salaries that the Commission had 
included in previous reports is no longer available because the firm that conducted it, Physician Services of America, has gone 
out of busines~. 

347 Physician Paymellf Review Commission 



, 

" 

, 

Table 16-1. I Real Median Physician Income, by Selected Specialties and Years 
i (1995 dollars in thousands) 

Specialty 1981 1985 1990 ' 1991 1992 1993 1994 1995 

Primary Care 
Family practice 
Internal medicine 
Pediatrics 

$118 
139 
106 

$107 
139 
106 

$107 
138 
115 

$108 
138 
116 

$108 
140 
121 

$115 
157 
126 

$113 
154 
113 

$124 
150 
129 

Surgery 
General surge~y 
Ophthalmology 
Orthopedics. i 

194 

. 
. 213 196 

202 
311 

188 
221 
259 

194 
188 
269 

236 
191 
283 

226 
180 
279 

225 
194 
250 

, 
Other Specialtie!? 

Anesthesiology 
Obstetrics-gynecology 
Psychiatry 

, 
I 

Radiology 

194 
181 
116 
191 

192 
169 
122 
207 

230 
212 
123 
230 

232 
221 
122 
247 

237 
204 
129 
258 

231 
210 
126 
252 

205 
187 
123 
226 

203 
200 
124 
230 

All Specialties 
I 

152 155 150 154 159 164 154 160 

SOURCE: American Medical Association Socioeconomic Monitoring System, 

• Not available,: 

NOTES: Values have been adjusted for inflation using the gross domestic product deflator. 

Incomes are revenues net of expenses. 

Changes in Jobs Available by Specialty 

Many expect ,the growth of managed-care organizations to result in more job opportunities for primary 

care physicia~s and fewer positions for specialists. The one longitudinal source of information on the 

availability of jobs in different fields is an AMA survey of residency program directors concerning the 
I 

employment ;experience of their recent graduates, their perceptions about the difficulties graduates 

have in gettirigjobs (particularly in clinical practice), and actions they are taking at the program level 

to respond td those issues. This survey was conducted for the first time in 1994 and has since been 

repeated. In 1995, physicians in generalist fields were once again reported to have less difficulty finding 

positions than those in specialties (AMA 1997). For example. fewer than I percent of those in family 
I , • . 

practice rep~rted difficulty finding full-time clinical positions compared with 15.8 percent of trainees in 

anesthesiology, 20.7 percent in gastroenterology, and 14.9 percent in ophthalmology. Overall, the 

percentage of residents having difficulty increased from 6.3 percent to 6.9 percent. The trend varied 

substantially, across fields, however. Residents in a number of fields had less difficulty finding a job in 

1995; these included family practice, anesthesiology, cardiology, and piastic surgery. Others had more 

difficulty. including residents in internal medicine, pediatrics, general surgery, obstetrics-gynecology, 

and ophthaHnology. It is unclear whether changes in rates reflect true differences in job availability or 

altered perc~ptions about how hard it will be to find a full-time clinical position (AMA 1997). 
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A survey of tr~ining outcomes by the American College of Cardiology also suggests that specialists 
continue to be, able to find jobs. Fully 98 percent of those surveyed had obtained a post-training 
position. While: about half found the job search to be very or somewhat difficult. 42 percent found the 
search very or :somewhat easy (American College of Cardiology 1996).4 , 

Changes in M'edical Students' Expressed Career Preferences 
I 

Among the indicators of changes in specialty mix. the plans of graduating allopathic medical students 
sho\'.' a continl!,ed strong trend toward generalism (Table 16-2). Almost 32 percent of graduating 
allopathic medical students n()w indicate they are interested in primary care fields. more than double 
the share just five years ago. And for the first time, interest in primary care exceeds the level in 1980 
when it first started to drop. Interest in primary care has traditionally been higher among osteopathic 
medical students; in 1995, 43 percent selected primary care as a career. the same as in 1982 (AOAI , 

AACOM 1997). 

Among allopat~ic students. anesthesiology and radiology continue to drop in popularity; only I percent 
of medical scho'ol seniors expressed interest in anesthesiology as a career. compared to 7 percent in 
1991 (AAMC 1996a). 

Table 16-2. 	 "Graduating Allopathic Medical Students' Career Preferences, by Selected 
I Specialties and Years, 1980-1996 (percentage) 
I 	 ' 

"I, 

Specialty 	 1980 1985 1991 1992 1993 1994 1995 1996 

Primary Care 31.0% 29.8% 14.9% 14.6% 19.3% 22.8% 27.6% 31.9% 
Family practice ., 14.5 13.3 9.4 9.0 11.8 13.1 15.7 16.6 
Internal medicine 10.6 10.7 2.9 3.2 4.5 6.2 7.7 9.7 
Pediatrics " 5.9 5.8 2.6 2.4 3.0 3.5 4.2 5.6 

Surgery 
General surgery' 4.8 6.2 2.1 2.1 2.1 3.0 3.4 3.8 
Ophthalmology', 3.5 3.6 3.4 3.4 3.2 3.4 3.0 2.7 
Orthopedics 4.8 5.7 4.7 5.3 4.8 5.0 4.5 4.1 

Other Specialties " 
Anesthesiology" 2.3 5.7 7.0 6.8 5.7 4.7 2.9 1.0 
Medical subspeCialties 3.7 10.6 16.0 16.4 14.2 12.2 12.0 11.0 
Obstetrics-gynecology 4.2 5.4 2.5 2.7 3.1 3.8 4.0 4.5 
Psychiatry 2.8 4.2 2.1 1.6 1.5 2.0 2.2 1.3 
Radiology 3.8 5.7 7.7 7.2 7.3 6.6 6.7 4.2 

SOURCE: 1980~1996 Association of American Medical Colleges Medical School Graduation Questionnaire. 

NOTE: Percentages based only on students who had decided on a specialty. Data since 1991 based on 
slightly different question format. 

4 Some 8 percent had no opinion or did not conduct a job search. 
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Changes in the 'Mix of Residency Positions and Programs 

Another measure of potential changes in specialty mix is the mix of first-year residents (Table \6-3). 

Here there is also a trend toward generali~m. although the shift i"s less dramatic than that for the survey 

of medical student career preferences. In 1995. the share of first-year residents in primary care fields 

rose slightly frorit 57 percent to. 59 percent. the ,same level as in 1993. Specialties such as obstetrics­

gynecology and iorthopedics experienced slight losses. ~ Although graduates of osteopathic medical 

schools have traditionally been more primary-care oriented. adding osteopathic residents in osteopathic 

programs to the: count of trainees in allopathic programs does not substantially change the percentage 

in any field bec~use of their relatively small numbers. 

Table 16-3. 	 • Distribution of First-Year ReSidents, by Selected Specialties, and Years, 
: 1980-1995 (percentage) 

Specialty 

Primary Care 
Family practic~ 
Internal medicine 
Pediatrics 

Surgery 
General surg~ry 
Orthopedics 

I 

Other Specialtie~ 
Anesthesiology 

. Obstetrics-gynecology 
Pathology 
Psychiatry 
Radiology 

1980 

54% 
13 
32 
10 

14 
1 

3 
7 
3 
6 
2 

1986 

57% 
13 
34 
11 

13 
1 

2 
6 
2 
5 
1 

1990 

57'% 
11 
36 
11 

13 
1 

2 
5 
2 
5 
2 

1993 

59% 
12 
36 
11 

12 
2 

1 
5 
2 
5 
2 

1994 1995 

57% 
13 
34 
10 

12 
2, 

1 
6 
2 
5 
2 

59% 
13 
35 
11 

12 

1 
5 
2 
5 
2 

SOURCE: 
I 

Journal of the American Medical Association Medical Education Issues. 
I 

NOTES: percentages do not add tei 100 because some specialties are not displayed. 

Includes osteopathic graduates in allopathic programs. 

CHANGING DEMAND FOR PHYSICIANS 

In its 1996 report. the Commission noted that both the market for physicians' services and the market 
for training a'ppeared to be signaling that there are too many physicians overall. This year, the evidence 

is less clear.: Physician incomes (aggregated across all specialties) and the number of first-year and 

, The number of residents in some specialized fields such as anesthesiology is so small relative to the total number of 
residents that only massive changes would affect the specialty's shareof first-year residents, 
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total residents continue to gro\\', although at lower rates than in the past. In addition, the number of 

residency prog~ams is still climbing, although quite slowly in most fields except for family practice. 

The number of'first-year residents increased between 1980 and 1990, with particularly large growth in 

1993. After ret,urning to historical levels in 1994, these figures rose again in 1995 to 21.372 (nearly 

11 percent) (T:able 16-4). The number of first-year residents grew in every specialty tracked by the 

Commission with three exceptions: anesthesiology, obstetrics-gynecology. and orthopedic surgery. The 

overall increase,cannot be attributed to international medical graduates. After reaching nearly 7.000, or 

36 percent of first-year residents, in 1994. the number of first-year residents graduating from foreign 

medical schools fell to about 5.300 (25 percent) in 1995 (Table 16-5). The specialty distribution of 

international medical graduates has changed somewhat since 1990, with a mounting share of IMGs in 

anesthesiology, ,internal medicine, pathology. pediatrics, and psychiatry (Table 16-6). 

Table 16-4. "First-Year Residents, by Selected SpeCialties and Years, 1980-1995 

Specialty 1980 1986a 1990 1993 1994 1995 

Primary Care 
Family practice, 
Internal medicine 
Pediatrics 

2,371 
5,948 
1,864 

2,281 
6,234 
1.938 

1,934 
6,518 
1,937 

2,503 
7,843 
2,454 

2,512 
6,524 
1,999 

2,792 
7,502 
2,273 

Surgery \; 
, 

General surgery' 
Ophthalmology I 

OrthopediCS 

2.539 
b 

218 

2,412 
b 

257 

2,408 
b 

269 

2.567 
b 

353 

2,384 
b 

311 

2,483 
b 

300 

Other Specialties 
Anesthesiology 
Obstetrics-gynecology 
Pathology 
Psychiatry 
Radiology 

523 
1,220 

642 
1,063 

409 

325 
1,048 

415 
980 
257 

358 
1,000 

449 
874 
376 

314 
1,121 

538 
1,096 

430 

258 
1,097 

388 
899 
420 

207 
1,087 

513 
1,010 

434 

All Specialties I' 18.702 18.183 18.322 21.616 19,293 21,372 

SOURCE: Journal of the American Medical Association Medical Education Issues. 

a Data from 1985 are not available. 

b Residents may not enter training in ophthalmology in their first postgraduate year. 
" 

NOTE: Includes osteopathic graduates in allopathic programs. 
11 
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Table 16·5. : Trends in the Number and Percentage of Residents Who Are International 
: Medical Graduates, by Selected Years, 1970·1995 

Percentage Who Are 
Total Number of Residents International Medical Graduates 

Year First-Year All First-Year All 

1970 
1975 
1980 
1985 
1990 
1991 
1992 
1993 
1994 
1995 

11,552 
11,401 
18,702 
19,168 
18.322 
19,497 
19,794 
21.616 
19.293 
21,372 

39,463 
54,500 
61,465 
75.514 
82,902 
86,217 
89.368 
97.370 
97,832 
98.035 

29% 
29 
21 
14 
19 
24 
25 
27 
36. 
25 

33% 
31 
20 

.17 
18 
20 
20 
23 
24 
25 

SOURCE: Journal of the American Medical Association Medical Education Issues. 
I 

Table 16-6. ' 	 Shares of Total Residents Who Are International Medical Graduates, by 
Selected Specialties and Years, 1990·1995 (percentage) 

1990 1991 1992 1993 1994 1995 

Primary Care : 
Family practice 14.8% 16.1% 18.7% 19.7% 17.9% 16.7% 
Internal medicine 28.6 34.1 36.4 39.6 41.9 42.5 
Pediatrics ' 31.4 33.1 33.3 33.6 32.1 50.6 

Surgery 
General surgery 8.5 9.0 10.8 11.4 11.7 
Ophthalmology 3.7 4.6 4.9 6.5 6.6 6.9 
Orthopedics 1.3 1.3 1.2 1.2 1.4 1.7 

Other Specialties 
Anesthesiology 11.5 12.8 14.3 16.1 19.9 24.4 
Obstetrics-gy$ecology 8.0 7.4 7.1 6.1 5.8 6.1 
Pathology , 28.1 28.7 29.6 .30.3 30.4 33.8 
PSYChiatry 21.0 23.0 25.2 32.8 36.1 41.4 

3.8 3.9 4.1 4.7 4.9 5.6 

18.0 20.0 20.0 23.3 24.0 25.5 

Radiology 

All 

SOURCE: Journal of the American Medical Association Medical Education Issues.· 

• Data not available. 

A third indic~tor of the size of the graduate medical education enterprise is the total number of 
residents (Table 16-7) and training programs (Table 16-8). In 1995, allopathic programs grew 

4 percent as t;he result of increases in most major specialties. The number of residents per program 

dropped in s~veral specialized fields. among them anesthesiology (with 58 percent of programs 

becoming sm~l1er during the \994- 1995 academic year), cardiology (30 percent) and gastroenterology 
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(25 percent). Tewer than I percent of programs in family medicine decreased the number of residents 

I: 

(AMA 1997\: 
" 

Table 16-7. 	 Total Residents, by Selected Specialties and Years, 1980-1995 

----_.._---_.;..... 

1980 1986" 1990 1993 1994 1995 

Primary Care 
Family practice 6.344 7.238 6,680 7,976 8.587 9.261 
Internal medicine 15,964 18,116 18,734 20,603 20,693 21,071 
Pediatrics 5,171 5,817 6,115 7,460 7,394 7,354 

surgery 
General surg~ry 7,440 7,880 7,644 8,243 8,217 8,221 
Ophthalmology 
Orthopedics i 

1,480 
2,418 

1.549 
2,822 

1,446 
2,630 

1,674 
3,029 

1.611 
2,903 

1.602 
2,872 

Other Specialties 
Anesthesiology 2,490 3,864 4,889 5.696 5,490 4,861 
Obstetrics-gynecology 4.221 4.525 4,315 5.074 5,046 5,007 
pathology ! 2.186 2,299 2,364 2.731 2,766 2,788 
Psychiatry 3,911 4,892 4,673 5,044 4,979 4,919 
Radiology 2,766 3,095 3,775 4,236 4,189 4,090 

All Specialties i 
'i 62,853 76.815 82,902 97.370 97,832 98,035 

SOURCE: J6urnal of the American Medical Association Medical Education Issues. 

• Data from 1985 are not available. 


NOTE: Includes osteopathic graduates in allopathic programs. 


Table 16-8. 	 Number of Allopathic Residency Programs, by Selected Specialties and Years, 
1979-1995 

Specialty 	 1979 1985 1990 1991 1992 1993 1994 1995 

Primary Care : 

Family practiqe 385 385 383 393 395 407 430 455 
Internal mediCine 443 442 426 427 418 416 415 416 
Pediatrics !: ' 245 236 215 217 214 215 215 215 

Surgery ! 
General surgery 331 306 281 281 270 270 271 269 
Ophthalmology 155 142 136 137 135 135 137 137 
Orthopedics- Ii ' 180 168 163 161 161 161 160 158 

" 

Other Specialties 
Anesthesiology 161 165 155 157 155 155 149 154 
Obstetrics-gynecology 304 292 275 273 273 274 273 272 
Pathology 358 261 217 195 192 188 186 185 
Psychiatry 223 211 196 200 197 198 196 201 
Radiology 221 211 210 210 206 205 206 206 

All Specialties 4,742 4.799 6,938 7,189 7,065 7.277 7,347 7,657 

SOURCE: Jo.urnal of the American Medical Association Medical Education Issues. 
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Changes in college students' willingness to pursue medical careers might be a lagging indicator of a 

tightened labor market for physicians. To date. however. there is no evidence that shifts in the 

organization and delivery of medical care are discouraging college students from becoming physicians. 

For the 1995·1996 school year, the number of allopathic medical school applications rose to an all·time 

high of 46.591, up about 3 percent from the prior year (Barzansky et al. 1996: AAMC 1996b). 

Medical school enrollment has remained relatively flat over the past 20 years (Figure 16·1). The 

10.781 applicants to osteopathic schools in 1995 represented an increase of 5 percent over the prior 

year (AOAI AACOM 1997). 

Figure 16-1. Applicants and First-Year Enrollment in U.S. Medical Schools, 1975-1995 

50,00~J 
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O~,~----------~I--------------~,-------------,--~------~ 
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Applicants - - First-Year Students 

SOURCE: Barzarysky et al. 1996; AAMC 1996b. 

I 
As an indicator <?f change in the labor market for physicians, growth in the number of applications to 

medical school should be interpreted with caution, however. That is because employment prospects in 
other fields also !influence students' willingness to apply to medical school. Uncertainty about future 

prospects in law, business. engineering, and other professional fields thus may contribute to students' 

growing interest :in medical careers. A downturn in the labor market for lawyers has led to fewer law 

school applicant~. Since 1990, the number of people taking the law school entrance exam has dropped 
by one-third. and about 50 of the nation's 180 accredited law schools have reduced class size in recent 
years (Chandrasekaran 1996). 

Other changes, such as the number of physicians taking early retirement or relocating. might also be 

indicators of response to shrinking opportunities for physicians. While there is considerable anecdotal 

evidence that physicians are retiring, moving, and becoming more dissatisfied with their careers, there 
, 
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continue to be no good data sources to track these factors.1> Similarly, changes in the roles of 

nonphysician practitioners who provide primary care services (for example, nurse practitioners and 
physician assistants) might also signal an oversupply of physicians. Such changes are more difficult to 

measure, however, and may be confounded by current restrictions on payment and practice, as well as 

by the varying roles that these practitioners play in managed-care organizations. 

CHANGING TERMS OF EMPLOYMENT 

Changes in the market for health services may have another effect on the labor market for 
physicians-namely, the terms of employment or types of practice arrangements available to new 
physicians. In 1995, the. share of physicians who are employees increased to 39 percent. up from 
36 percent in 11994. At the same time, the share of self-employed physicians dropped to percent 
from 58 percent (Mitka 1996). Union membership has also grown dramatically among physicians, 
although unioH members still account for a small share (less than 10 percent) of the nation's practicing 
physicians ( Worcester 1996). 

, 

A related trend is the growth in salaried positions rather than offers of income guarantees or other 
forms of compensation. Merritt. Hawkins and Associates, a national physician recruitment firm, 
reports that 6? percent of the job searches it conducted between April 1995 and April 1996 were for 
salaried positions, compared with just 44 percent the year before (Kostreski 1996). 

CONCLUSIONS 

The evolving 'market for health services appears to be changing the national labor, market for 
physicians. T~e lack of data at the market level precludes our ability to determine whether these 
changes are more pronounced in the most competitive markets. National data indicate that positions in 
generalist fields are becoming somewhat more attractive but that changes in relative incomes have 
been modest. ,Overall job opportunities for physicians, however, do not appear to be contracting. The 

changing market does appear to be affecting physicians' practice arrangements, with an increasing 
share of physicians becoming employees rather than being self-employed or holding equity in a group 
practice. 

6 Changes in the average retirement age can be obtained from the AMA's Physician Masterfile, but these calculations 
are not made regularly. 
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Extension of Remarks of Congressman Pete Stark 
In the House of Representatives 
September 23, 1997 

In 1995, Medicare Paid 393 Doctors More than $1 Million for Services; 3,152 ' 
Doctors Received between $500,000 and $1,000,000. Now a Greedy Few Want 
More 

. Mr. Speaker: 

The Medicare agency tells me that in 1995, Medicare paid 393 doctors more than 
$1 million for services; 3,152 doctors received between $500,000 and $1,000,000. 

I 

Now a Greedy Few want more .. , 

Despite the ability of ~octors to make a fortune from Medicare by providing 
lots of services to beneficiaries, a few doctors are pushing an amendment by 
Senator Kyl to let doctors privately contract with Medicare benefits. 

Strip away the rhetoric, and a private contract is a contract between a doctor who 
holds his life in your hands in which he demands that you give up your Medicare 
benefits and that you promise not to file a claim with Medicare. Instead, you agree 
to let him charge you anything he wants--because you are desperate for your 
health. We like to think of contracts between equals, negotiated fairly. There is no . 
equality, there is no fairness in these contracts. 

Want an example of aprivate contract? Look at today's Washington Post, page 
B-3, where a doctor ip Manassas, Virginia is being investigated for charging a 
Medicare-eligible pat~ent $12,000 for the injection of a massive dose of aloe vera 
into the stomach in or:der to combat lung cancer. The investigation is due to the 
fact the man died in the doctor's office after the injection. Medicare does not cover 
quackery. It does not pay $12,000 for an injection. But this man and this doctor 
had a private contrac~. There will be a lot more of this murderous nonsense if the 
Kyl amendment succeeds. 

I 



Extension of Remarks of Congressman Pete Stark 
. In the House of Representatives 
September 22,1997 

People hav~ trouble seeing doctors ~ecause they don't have enough money­
not becaus~ Medicare pays doctors too little 

Mr. Speaker: 

The just-enacted Balanced Budget Act includes a provision that allows doctors not 
to participate in Medicare for two years at a time, but instead to private contract 
with patient~ so that they can charge these patients much more than the Medicare 
fee schedule. 

\ 

There is now a move underway to strike the two year requirement and let doctors 
do wallet bi()psies--decide on a patient-by-patient basis whether they are going to 
ask patients:to give up their Medicare rights and insurance and pay the extra in an 
individual p'fivate contract. 

l' 

I can think of nothing that will encourage patients to move into HM:Os faster, so 
that they arJ protected against the fear of this type of doctor extortion. The 
American Medical Association supports the proposal, but it is an idea that must 
have been deviously' planted in their Association by a mole from the HM:O lobby­
-the American Association ofHealth Plans! . 

The proposal is pure greed wrapped in the flag of freedom . 

. Before the Congress is drowned in the rhetoric of this issue, we should note the 
'facts. To th~ extent that Medicare beneficiaries have trouble seeing doctors, it is 
almost totally due to the fact that the cost is too much for the beneficiaries---not 
that Medicare doesn't pay the doctor enough to allow the doctor to see patients. 

d 
" 

" 

. The latest data from the independentCongressional advisory panel--the Physician . 
" Payment As'sessment Commission--shows that only 4% of all Medicare 
beneficiaries reported having trouble getting health care in the last year. About 
11% had a medical problem, but failed to see a physician, while 12% did not have 
a physician's office as a usual source of care. Roughly 10% of Medicare 
beneficiaries delayed care due to cost. Considering all four access measures, about . 



- I 

26% of Medicare beQeficiaries cited experiencing at least one of these problems. 

I 

PhysPRC reports tha~ from their surveys of those who failed to see a physician for 
their serious medical problem, 43 cited cost as the reason. About 8 percent of 

, those who failed to see a physician could not get-an appointment or find an 
available physician. For another 8 percent, transportation was the problem, 13% 

- 'I 

felt there was nothing a doctor could do, and 11 % were afraid of finding 'out what 
Iwas wrong. 

In another words, Congress is preparing to let doctors charge patients infinitely 
higher fees because l~ss than 1 % of all Medicare beneficiaries had trouble finding " 
a doctor (perhaps they lived in a rural area, etc.). Yet over 5% of Medicare's 
nearly 40 million beneficiaries could not get to a doctor because they didn't have 
enough money--and Congress is silent. 

: 

Mr. Speaker, a huma~e Congress, a compassionate Congress, a logical, rational 
Congress would put ~ times as much effort into addressing the problem of doctors 
costing too much as it would in addressing what may be a 1 % problem of a few 
doctors wanting to get paid more. 

, , 

, Where are our priorities, Mr. Speaker? A vote to let doctors, the richest 1 % " 
income group in our nation, charge "the sky's the limit," while ignoring the needs 
nearly 2 million seni~rs who find doctors already too expensive is a shameful 
vote. 

I 

I, 



WANT AN EXAMPLE OF PRIVATE CONTRACTING? 

Dear Colleague: 

, Senator Kyl;wants to make it easier for doctors to forc~ senio~s to give up their 
Medicare rights and be charged the sky's the limit. 

No matter that doctors already make a lot of money from Medicare. In 1995, 
Medicare paid 393 doctors more than $1,000,000. Another 3,152 received, 

,between $500,000 and $1 million. The busiest 10% of doctors average $323,409 
from Medicare. 

The Kyl amendment is just pure, greed. Medicare pays-enough for doctors to see 
Medicare patients. The Physician Payment Review Commission--the 
Congressio~al advisory body on doctor payments--reports thatabout the same 
number of doctors are accepting new, Medicare patients as are accepting new 
private-pay:patients. They report that the main reason Medicare patients have 
trouble seeing a doctor is because the patient doesn't have enough money--not 
because the doctor is not being paid enough. 

Medicare and th~ government have spent hundreds ofbillions to educate doctors 
and support medical research; we spend about $60,000 a year on each resident 
doctor we train; it is only fitting that doctors in turn live with the Medicare fee 
schedule., 

" 

You want t() see an example of a private contract? Look on the back. Charging a 
Medicare e~igible patient $12,000 for a deadly alternative is a private contract. 

Oppose am~ndments to make it easier for doctors to private contract--extort-­

Medicare p~tients. 


Sincerely, 



" . ,, " 

rVa. Doctor's Treatment of Man Who Died Is Scrutinized 
~ 

r " Vz /91=', '. '. ~ ~ , not been charged with any offense. here m"y be. It's still too early to nosed' and that he Jumped at the 
WuhlqtooPostSlafIWriter MacNay, who investigators said still. say." ' chance to beat the disease. He said 

is licensed to practice medicine, did Aspokeswoman for the U.S. Food his father learned about the aloe 
ATexas man who had lung cancer not return phone calls to his Manas- and Drug Administration said that treatment from reading an article 

died in the spring in the office of a sas office yesterday, ' the intravenous aloe vera treatment and found MacNay thi'ough word-of-
Manassas physician to whom he had An assistant to MacNay, Ronald has not been approved by the agency mouth referrals. 
gone for a costly intravenous treat­ Ragan Sheetz, 41. of Manassas, was 'and that of~cials with the National "The treatmen~ ~ him hope,"
ment that is not officially sanctioned arrested Thursday and charged with Cana;r Institute said the,: are ~ot J~es Lander 881d. He completely
but that he hoped would save his life. nursing without a license. According studymg aloe In connection With ~nghtened up. You could just see it 
according to Virginia State Police. to an affidavit that accompanied the cancer treatment I m 8ure he thought it would cure 

'The man, Clarence Holland Land· request for the arrest warrant. Mac- At the same time, the healing him or he wouldn't have gone to 
er. 83, became "violently ill" shortly Nay ordered Sheetz to give Lander properties of aloe are,belng stud!ed VU'lPD,ia" from hi8 home fa Waco. ' 
after the $12,000 treatment was ad· , the aloe vera injection. by r~archers explormg alternative Tex., , ' 
m.iilJstered. and he died May 17, "This procedure was carried out medlcme8 to tr~at diseases, and p,a-, ~n asearch ,w,ammtaf8davit filed 
according to records in Prince Wu. by th subject believed to be Ronald pen and advertisementa about oral Fnday In Circuit Court; ime~ato~ 
....COuntyCircuit Court e . '. ' aloe-based concentrates are found said they ,were seeking "patient filea 
'I1t1e phySician, Donald LMacNay, Sheetz who bas no medi~.lice~se easily, on the' Internet Experta say and other records related to appoint. 


all orthopedic surgeon, is under in­ on file, under D!. MacNay s dtrection that asman, u50 ~cent of the, menta and (the) treatment of other 

vestigation in connection with Land­ and prese~ce, the warrant states. cancer patienta In the United States ,patientawho have received thIs treat· ' 

efa- death and with the treabnent State Pollee spokeswoman,' Lucy . try BOme kind of theripy that i8 not ' ' ment ad have both lived and died." : 

aiiegedly employed-intravenous ~ald~ll !aid ~acNay als~ is un~er ,offidalty sanctioned),. '; ,"', An :atftdavit Was ftled JMterday fa 

administration of -a concentrated mvestigation JR connection With Such, treatments lDclude special Fairfax County Circuit Court to o~'

form of aloe vera and othersubstanc­ Sheetz'saction. diets, vitamins, 'mental imagery, taina'1lelU'Ch warrantfor an office fa 

es," police Said. Aloe vera; a cactus­ "We're looking into questionable ! wearingmagneta,coffeeenemasand Annandale that police eald MIeNa, 

like- member of the my family. is medical practices. drug transaction8' , con8uming cartilage and oil from opened in July. ' 

known to have some heaUni proper· and suspicious cancer treatmenta of sharks. " 'Sheetz was released from, jail on 

ties. , ' ' " . this doctor's office," Caldwell said. Lander's son. Jamei Lander, said persoDaJ recognizaDce. If convicted of 

~;fotite ~d Utat their mvestigation , "At this time we're trying to,deter· that his father was in Scellenthea1th , the felony charge; be could be sen­
I 

lacontinulng 8Ild that MacNay has mine how wide-reaching the practice : before the terminal CanCer Was diag. tenced to up to five JIIR in priaoD~ . ' 

. . ~ .~" '.:':" . 
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Extension of Remarks of Congressman Pete Stark 


In the House of Representatives 

. September 23;1997 


TbeGreedy 

Mr. Speaker: 

A move is underway to let doctors force patients to give up their Medicare 
benefits so that a handful of doctors can charge them anything they want--without 
limit. 

This is a gift to the greediest doctors in the nation. 

Ninety-five percent of the nation's doctors-accept new Medicare patients and the 
Medicare fee schedule. The independent Congressional advisory panel known as 
the Physician Payment Review Commission reports that this is comparable to the 
rate ofdoctors who are accepting new private, non-Medicare patients. In other , 

d 	 words, there is no noticeable difference in access--ability to see a doctor-between 
Medicare and non-Medicare patients. 

. Doctors who accept Medicare and its fee schedule understand the Hippocratic 
Oath and the social compact in which society has paid hundreds of billions of 
dollars for the ~ducation and training and research that make American doctors 
special and in t~m, these doctors accept the Medicare payment system. 

But Congress is about to cater to the few who want more, more, more from people 
in their hour of illness. 

The Employee Benefit Research Institute in its September, 1997 Issue Brief shows 
what a special gift this legislation will be to a few doctors who are out of step with 
their colleagues: 

i 
.1 

Recent findings indicate that only between 4 percent and 
6 percent of physiCians accepting new patients were not 
accepting new Medicare patients. One survey found that 
between 1991 and 1992, the proportion of physicians not 
accepting new Medicare patients increased from 4 
percent to 5.9 percent (Lee and Gillis, 1994). The same 
survey found that between 1992 and 1993 the percentage 
of physicians not accepting new Medicare patients 
decreased to 4.7 percent. Surveys by the Physician 
Payment Review Commission (PPRC) also found that in 
1993 less than 5 percent of phYSicians were not accepting 
new Medicare patients (Physician Payment Review 
Commission, 1994). The PPRC study concluded that the 
implementation of the Medicare fee schedule has not 
caused physicians to close their practices to Medicare 
patients. 
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I 

Franklin Raines, Director 
Office ofManagement and Budget 
The Old Executive Office Building 
Washington, DC 20503 

I ' 
I 

Dear Director Raines: . 

Included in the Balanced Budget Act is an amendment by Senator Kyl allowing a 
doctor to sign private contracts with Medicare beneficiaries requiring those 
beneficiaries to give up their Medicare insurance when they use that doctor. A 
doctor who signs such a contract must make a commitment not to bill Medicare 
for any ofhis patients: for a two year period. 

I 

Advocates of private contracting support it in the name of freedom. 

I had thought it was j~st plain greed--the desire of a doctor to bill any amount 
, rather than have to live with the Medicare resource-based relative value fee 
schedule. 

But perhaps it is a question of freedom, in which case the better response by the 
,public would be to accept this proposal--but the public should have the freedom to 
bill the doctor, with interest, for all the public subsidies he or she has received. 

The reason that Amer~can medicine is a world leader and that medicine has moved 
beyond the level ofpenicillin, amputations, and mustard plasters is the hundreds 
ofbillions of taxpayer dollars that have been poured into the National Institutes of 
Health, the Public Health Service, the various health professions manpower 
training programs, M€;!dicare's Graduate Medical Education programs (which 
average about $60,000 a year in subsidy for the training of each resident doctor), 
and the capital assistance to the hospitals in which these doctors trained. 



\ 
.. 

.) 

... 
.,' 

. . The doctors who advocate private contracting tend to say that they are special and 
I . 

can commaIl:d extra fees. The only reason that is true is that the public has 
substantially: subsidized their education and the research on which their fame and 
fortune rests~ . 

For a doctor:to now want to private contract and avoid Medicare patients would be 
like a Westj>oint cadet saying that he'or she did not want to serve in the Regular 
Anny after graduation. That may be freedom, but it is a subsidy we do not permit. 

In the case of these doctors who became competent through the massive health 
subsidies we have provided, we should permit them to privately contract as long 
as they repay, with interest, the estimated value of the subsidies they received. 
I hope the Office ofManagement and Budget could estimate the total value of

4 

physician and clinical practice health subidies, including tax subsidies, that have 
been provided over the past forty years. From this we could develop a formula so 
that when, f9r example, a 55 year old doctor decides he wants the freedom to 
private contract, he can also have the freedom to repay the public for its 
investment ih making him such a vvonderful doctor who can command such high 
fees. r: > 

I 

Thank you for your assistance with this request. 

Sincerely, 

pi 
Pete Stark' 
Member of Congress 

~ I 
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July 8, 1997 

MEMORANDUM TO, THE PRESIDENT 
" 

, ' 

FROM: Gene Sperling and Chris Jennings, 
, I 

, 

cc. John Hilley, Frank Raines, Jack Lew and Bruce Reed 

I 

SUBJECT: Major Medicare Issues for Conference ' 
J I ' ,. 

Attached is a quick sumplary of the three highest profil~ Medicare issues in the House / Senate 
conference: the high-income premium, changing the age eligibility for Medicare, and the home 
health c~payment. . The ~'ummary includes a brief description, an analysis of policy concerns, 
how the policies could Be modified for possible consideration, and the degree of difficulty to 
make these changes. ' ' 

As we have .discussed, \ye have sent strong signals of opposition to including the age eligibility 
change and the home health copayment in the context of the budget agreement. .John Hilley 
strongly believes. that opening up discussion of these two issues will rupture the House 
Democratic Caucus and would force Senator Daschle to oppose the budget 'in the Senate (the 
Senator explicitly has pointed to these provisions as reasons why he voted against the Senate-

I ' 

passed bill).' i 

While we have expressed our opposition to inclusion of the age eligibility change and the home 
, I 

, health copayment in theibudget agreement, our letter from OMB was careful not in any way to 
rule out possibility of improving and passing improved versions of these ideas in another context. 
In addition, in the OMB: letter and in other communications with the Leadership, we have left the 
door open to the consideration of the high-income premium provision within the budget 
agreement. However, ~e believe that the current Senate provisions need to be revised to address 
the serious concerns outlined in the'attached document. 

i 

, 

I, 



I 

I 

I HIGH-PROFILE MEDICARE ISSUES 

I 
i 

HIGH~INCOME PREMIUM. Increases the Medicare Part B premium for high-income 
beneficiaries, administered byHeahh and Human Services (HHS) or Social Security (SSA): 

I ' 
I ' 
I 

Single beneficiaries::' Begins at $50,000.with full payment at $100,000 . 

Couple: i' ; Begins at $75,000 with full payment at $125,000, 


. . i . . " 	 '. '. 
In 2002, the 25 percent premium would be about $67 per month; under this 
policy, t* highestinc~~e beneficiarieswould pay an extra $200 per month, 
$2,400 per year. 

I 

. I· 	 . 
Concerns: 	 Creates complex ne,w bureaucracy. Duplicates the IRS. HHS .or SSAwould 

have to J.se tax returns, ask beneficiaries their income, and bill and collect ' 
premium~. Having ~other agency have access to income data has potential to 
raise unf6rseen and major privacy concerns. IfHHS or SSA administers the 
income-rblated premium, it could take two to three years to determine how to 

I . 	 . 

reconcile: beneficiary income with the amount of premiums owed. This lag time 
would in~vitably create serious administrative problems including the possibility 
that benenciaries may no longer have the income attributed to them as a result of 
changes in their health and income status ..It would also require recovery of 
premiumlpayments from deceased beneficiaries'·spouses. AARP cites the 

I • " 	 '. 

~~ffic~lt~ of HHS administering this policy as a primary reason why they oppose 
.1 ' 	 , 

I 

CBO ass~mes that more than h~lfthe premium revenue would be lostin its first 5' 
years du~ to inefficiency. If administered by IRS, only apout 5 percent would be 

lost.! 
I 	 " . 

Could ertcourage seniors to'leave Medicare. The policy-to completely eliminate' 
any pre~ium subsidy couldcau~ehigh-income beneficiaries to drop out or' 

. Medicare Part B, leaving traditional Medicare with the sicker, more expensive 
. . I· ' 	 . '. 

beneficiaries. The HCF A actuaries assume that twice as many beneficiaries will 
. drop out ~f Medicare if they must pay the full cost of the' premium rather th,an '75 

I 	 . . . 
percent o,f the premium ... 

I 

I , 


Trust F~nd effect is 1 year to 1 % years.' 

. . . r, 	 . 
Necessary Policy Modification: . . " ..., 
.' AdmiiIister through theIRS; phase out the high-income premium at 75 percent;

I '. 	 , 

not 100 percent of the subsidy. This would reduce the annual maximum 
preniium~to $1,600 for singles and ~ould be paid quarterly (as estim~ted taxes) 
or annually. Some would label this as a "tax". Changing the phase-out loses 

I 	 . 

I 
I 1 -:"'/1. 

, .. " . 'I 



somere~enue but this is more than offset by efficiency gains from IRS 
administration. Saves approximately $7.8 billion relative to $3.9 billion through 
HHS. Could raise the income threshold to address concerns that too many 
·beneficiaries would be affected or that too much revenue is being raised. 

I 

Degree ofDifficulty to fix: 
From a political perspective, this may be the easiest option since we are viewed to 
be relatively down the road on this issue. From a policy perspective, the 
administration of the policy would impose yet another burden on an already 
understaffed IRS which would need additional resources to carry out such a 
significant task. IRS administration would allay ,the privacyconcerns., 

i 

I 


POSTPONE MEDICARE ELIGIBILITY: Extends the eligibility 'age for Medicare from 65 ' 
years old to 67 years 019. Phased in one month at time, with full implemented in the year 2027. 

Concerns: 	 Increases the number of uninsured. In 1997, an estimated 1.75 million 

benefici;;rries aged 65 to 67 have incorp.e below $25,000. These Medicare 


, benefici¥ies may not be able to afford private insurance, possibly increasing the 
proportion of Americans without insurance by 5 percent, according to a 
preliminary Urban Institute analysis. 

No part~al benefit or insurance alternatives. Social Security gives people who 
retire early a portion of their benefits; Medicare offers nothing to such 
beneficiaries. ' ' 

Trust Fund effect is less than six months. 

, 
Necessary Policy Modification: 

Create l\.;1edicare buy-in or premium assistance for COBRA; alternatively, could 
specify ~hat the Secretary must develop policy options by 2000. Note: These 
'options may be expensive. The Medicare spending per enrollee ,- even after the 
budget agreement - is $7~300 in 2003 when the postponed eligibility begins. We 
would n~ed to find a way to means-test the buy-in so that lower-income 65 year 
olds could ,afford coverage. ' 

,Degree ofDifficulty tOiFix: , 
On apoFcy basis, we coul~ probably modify this in a way that addresses our 
primary.concern -- continued, affordable access to insurance for the elderly. From 
a politicfil perspective, it w:Hi be much more difficult because both the business 
and labor communities are foeu'sing their opposition to this policy, fearing a direct 
cost shift. . , ' 


2 




HOME HEALTH CO~AYMENT. Adds'a new $5 payment per Part B home health visit, with 
an annual limit on the c~payments equal to the hospital deductible ($760 in 1997). 

Concerns: 	 Unlikely to change utilization significantly. Over three-fourths of Medicare 
beneficiaHes have Medigap or Medicaid and would not directly pay for the visit. 

I 

Severe iri.pact on low-income beneficiaries. For the 15 perc~nt of beneficiaries 
without Medigap or Medicaid, these costs could be high and might reduce access 
to needeq care. 

I 
I 

Oyer 60 percent ofMedicare's home health users without Medigap have 
inpomes below $10,000: Fully 87 percent have incomes below $20,000. 

Poor home health users without Medigap protection are more likely to. 
have more than 150 visits per year than less. . 

, 
Unfunded mandate to states. Medicaid c,overs cost sharing for millionsoflow­
income Medicare beneficiaries. CBO estimates that stat~s' costs could rise by 
$700 million. 

1 

I 

I 


Necessary Policy Modification:·· 
Extend low-income beneficiary protections; make major changes to curre'nt 
Medigap policies prohibiting coverage of the home health copayments below a 
certain thl-eshold 

I • 	 . • 

Degree ofDifficulty to Ifix: .... 
. Although:not as visible as the first two proposals, this reform may be the most 

difficult from both policy and political perspective. From a political perspective, 
both the aging· advocates as well as the· National Association of Home Care (Val 
Halamanqaris) are lobbying hard to eliminate this provision 

t • •' .!
I 

, 
I . 

. ! 
I 
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I EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AN'O BUDGET 


WASH.INGTON. D.C. ~S03 

THE DIRECTOR 

June 24. 1997 

The Honorable Gerald R. Solomon 
Chainnan 
Committee,on Rules 
U.S. House ofRepre~entatives 
Washington, D.C. 20515 

Dear Mr. Chairman: ' 

As you consi4er this year's budget reconciliation bill, I am writing to transmit the views 
ofthe Administration on the Budget Committee reported legislation on the spending provisions. 
The Administration's views on the tax provisions of the legislation will be transmitted 
separately. 

Many provisions of the reported bill are consistent '\.Vith the Bipartisan Budget 
Agreement. We are pleased. that, consistent with the Budget Agreem~nt. the House is preparing 
to consider two separate reconciliation hills, the first for spending and the second for taxes. We 
expect that this consideration,will continue throughout the process. However, there are a number 
ofimportant areas where the legislation is not consistent with the Agreement. As you know. 
there are ongoing efforts to resolve a number of issues through an amendment at ,the Rules 
Committee.' The Administration intends to continue working closely v.-ith the leadership on 
remedial amendmentS. 

Key areas where the bill is inconsistent with the Budget Agreement include: :failure to 
fully restore SuppleD;lerital Security Income (SSI) and Medicaid benefitS for all disabled legal 
immigrants who are ~r become disabled and who entered the U.S. prior to AugUst 23, 1996; 
assist low-income Medicare beneficiaries in paying additional premium amounts related to the 
horne health reallocation; provide Medicaid benefits for disabled children; implement important , , 

Medicaid investments; properly implement the home heaJ.th reallocation; create additional work 
slots for individuals subject to the Food Stamp time limitS; fully provide for savings from 
spectrum auctions;' ah.d ~nsure that a substantial share ofwelfare-to-work funds go to cities and 
counties vvith large Pov~rty populations. ' 

The Bipartis~ Budget Agreement is good for America, its people. and its future, and we 
are fully committed to working with Congress to see all of its provisions enacted into law by the 
August recess. 



ID, J/ 1,\0 

Items Contrary to the Bipartisan BudgetAgreemem , 

Assistance for Low-Income Medicare BenefiCiaries -- Recognizing that premiums 

represent a significant burden on low-income beneficiaries, the Budget Agreement allocated $1.5 

billion to ease the impact ofhigher premiums on this population. The reported bill falls short of 

this, including only $0.5 billion for this purpose. Additionally, the approach in the bilI is too 

administratively compk;x for the value of the benefit provided. ' 


, Continued SSI and Medicaid Benefits (or Legal Immigrants -- The President stated in his 
June 20 letter to Budget, Committee Chainnan Kasich and Ranking Member Spratt that he will be 
unable to sign legislation that does not include the agreement's policy protecting disabled 
immigrants. The Budget Agreement e~.-plicitly states: "Restore SSI and Medicaid eligibility for 
all disabled legal imniigiants who are or become disabled and who enter the u.s. prior to AUgust 
23, 1996."', The reported bill fails to reflect the Agreement. As a result, in 2002 it would protect 
75,000 fewer inunigrants than called for in the Budget Agreement. In addition, the President's 
strong preference is to d)Ver both elderly and disabled iri:imigrants. We will work with you to 

, identify the necessary r~sources to do so. " ' 

Medicaid Benefits (or Disabled Children - The Budget Agreement clearly inclUdes the ' 

proposal to restore Medicaid for curient disabled children losing SSI because of the new, more,· 

strict definition of childhood elIgibility. The reported bill fails to include this proposal. We 

strongly urge the House to include this provision and retain Medicaid benefits for approximately 

30,000 children who could lose their health care coverage in FY 1998. 


I , 
,: 

, ' 

Me.dicaid Inve~tments -- After extended negotiations that preceded the Bipartisan Budget 
Agreement, the Admihi~tration and the Congressionallddership agreed to specified savings and 
investments in the Medibaid program. over,five yearS. Specifically, the Agreement calls for a 
'higher Federal matching'payment for the Medicaid pro~ in the District ofColumbia and 
adjustments for the Medicaid programs in Puerto Rico ana the territories. The reported bill fails 
to include these provi~i~ns. ,I 

: 
[ 

I ::' . 

Home Health Reallocation -- The home health reallocation in the Budget Agreement is 


not properly reflectediin'the reported bill. During the negotiations, we discussed atgreat length 

the shift of home health ,expenditures to Part B, and it vvas always understood to be immediate. 

We agreed to phase in ~e increased Part B premium. but not to postpone the reallocation of 

home health spending. The Ways and Means Committee's phase.,.in ofthe reallocation means a 

loss oftwo years of solvency in the Part A trust fund, two years which we can ill afford to lose. 

We urge the House to in~orporate the provision incIudedin the Commerce Comminee reported 

title. 
 i 

Additional WorkS/ors for Individuals Subject to the Food Stamp Time Ljmits -- The 

Bipartisan Budget Agreement includes $1.5 billion in additional funding for the Food Stamp 

Program to increase support for work and provide States with flexibility to exempt individuals 
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from the Food Stamp.t4ne limits due to hardship. While we appreciate that the Committee 
reported bill implementS the 15 percent hardship .exemption consistent with the Agreement, the 
bill's approach for emp~oyment and training (E&T) funds for able-bodied childless adults aged 
18-50 falls short ofcreating the maximwn level ofwork slots. The Agreement specifically states 
that existing Food Stamp E&T funds will be redirected and new capped mandatory funding 
added «to create additional work slots for. individuals subj~t to the time limits." The Agreement 
provides $1 billion for this purpose. The approach in the Committee bill would create more than 
100,000 fewer work slots than the Administration's legislative proposal and approximately 
60,000 fewer than the' approach taken by the Senate bill. Specifically, the bill lacks performance 
standards and accountability to ensure thatthe new Federal funding creates additional work slots 
that meet the welfare reform statute's tough work requirE1ments for Food Stamp recipients~ 
particularly by allowing 100 percent ofthe money to b~:Spent on job search activities. 

Spectrum - The'biil needs to be modified to achi~ve the full $2Q.3 billion in savings and 
policies described in the. Balanced Budget Agreement. At a minimum, \lie urge the Rules 

. 1 .' 

Committee to meet the target savings number in the year 2002. It is our understanding that . 
cu:rrent ~ttempts to redraft the bill still fall over $8 billion short oftarget levels. The reported bilI 
does not include two ofthe proposals included in the Budget Agreement. the auction of"vanity" 
toll :free telephone num~ and the spectrum penalty fee. The bill does not include 
reimbursement authoritY for Federal users that are required to relOcate to new spectrum bands. 
Reimbursement ofFedeTal agencies, such as the Depar1ment ofDefense. is critical in order to 
avoid demands for incr~ed discretionary spending (which could total several billion dollars) 
under the agreed upon discretionary spending caps. Additionally. the bill does not provide a firm· 
date for the terminatiQn bfanalog broadcasting. thus causing si~ficant savings reductions, 

Additional coric~ms include the lack ofauthority for the FCC: (1) to retain a portion of 
auction receipts to cove~ the expense ofadministering auCtions that would require additional 
discretionary appropnations to cover these costs; (2) to qse economic mechanisms other than 
auctions where appropriate (i.e., user fees to create incentives for efficient spectrum 
management); and (3)tdrevoke and reauction licenSes when an entity declares bankruptcy, 
which is essential to p:re~g licenses awarded in previous auctions. 

) 

The reported ~iU:also includ.es an expansive definition ofpublic safety that would create 
loopholes pennitting far~too many entities to be exempted from auctions and langUage that would 
protect spectrum for use by specific Federal users, whichis contrary to the AdminiStration's 
policy to manage spectrUm across the Federal governm~t through a process administered by the 
National Telecommunications and Information Administfation. The Administration also has 
concerns with the non-germane language that eliminates !:he Duopoly and Newspaper Broadcast 
Cross-O\\lllership Rules: The reponed bill language could short-change oW' Nation's long­
standing commitment: to: fostering a diverse marketplace of ideas and ignores potential 
telecommunications polICY and revenue gains that may be achieved if the FCC were to repack 
this spec.trum for alternative uses. . . 
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Targeting Welfare-ta-Work Funding ta Cities and Caunties with Large PovertJl, 
EQPulaticms ...:.- The Administration strongly believes that a substantial amount ofall welfare-to- ­
work funds should be managed by cities and other locaI'areas. The welfare-t~work structure 
crafted by the Ways and Means Committee accomplishes this goal through its division of funds 
between fQrmula (50 percent) and competitive (50 percent) grants; its formula grant sub-States 
allocation factors and method of administration; and its reservation of 65 percent ofcompetitive 
grants for cities with large poverty populations. The Education and Workforce Conunittee 
proposal would redu~ the competitive funding share from 50 percent to 5 percent,. thus severely 
restricting the amount for which cities can apply directly_ The Ways and Means proposal ­
accwately reflects the: Agreement. , '­

Additional ConcemS 

Although the Btidget Agreement did not specifi~ly address the folloVving items, the 
Administration has si~cant concerns about them. The;Administration wges the Rules 
Committee to address these concerns. ­

Medicare 

Medical Sayings, Accounts CMSA.tt -- The reported bill provides for a demonstration with 
500,000 participants, co~ting $2 billio~ which is many times larger than any other Medicare 
demonstration. Moreover, the demonstration exposes beneficiaries to any additional charges 
providers choose to leyy without limitation. We strongly believe that the current law limits on 
balanced billing should be applied to this demonstration.- We commend the Senate Finance 
Committee for limiting this demonstration to 100,000 paIticipants, but still prefer a 
demonstration limited:grographically for a trial period. ' 

" 

Medical Malprasi!ice - We believe that the malpractice-provisions in the reported bill are 
extraneous to the Bipartisan Budget Agreement. As you know, the Administration opposed the 
malpractice provisionS i~ the vetoed Balanced Budget bill, as well as those adopted in the House 
verSion ofthe Health Insurance Portability and Accountability Act. We find these provisions 
highly objectionable, an4 we oppose them. ' 

Preventive Benefits - While the preventive benefits in the reported bill are largely the 
same as those advanced In the President's Budget, we bring to your attention the failure to-waive 
coinsurance for mammograms. As you know, mammography saves lives, yet many Medicare 
beneficiaries fail to use this benefit. Research has found that copayments hinder women from 
fully taking advantage' of this benefit. Thus. we continue to support 'Waiving copayments for 
mammograms. 

Medical F4ucation/DisproPQrtiQnate Shar.eJl)SID: Carve-out -- The Administration> s 
budget would move the inedicaJ education (indirect and ~irect) and DSHadjustments out of 
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managed care paymeq,trates and redirect these funds to eligible hospitals that provide services to 
Medicare managed care enrollees. This is an important proposal designed to ensure that the 
Nation's teaching hospitals and those that serve low-income populations receive the Medicare 
payments to which they are entitled. We urge the House to include the Ways and Means 
proposal. 

MedicarePlw? --The bill permits beneficiaries to be locked into a MedicarePlus plan for 
as long as nine months; after a lengthy transition period. We continue to support the monthly . 
disenrollment option as an importarlt safety valve for managed care enrollees who are dissatisfied 
with their managed care plan. Moreover, we would support the ability of these enrollees to opt 
to purchase any Medigap plan of their choice upon disenrollment. . 

We have expressed concerns about balanced billing limits in MedicarePlus plans arid 
anticipate a resolution of this issue such that MedicarePi'us beneficiaries maiI).tain their current 
law managed care prottictions against excessIve cost-sharing (including those prohibiting 
balanced billing). '! 

Prudent Pu!cha"ing -- We are pleased that tJ:teHouse included our proposal to expand the 
"Centers ofExcellence'; program and included a limited demon.strationof durable medical 
equipment competitiv~ bidding in the reJX'rted bill. However, we urge the House to take 
advantage ofall of oUf" prudent purchasing proposals. Tp.e Medicare programjs governed by a 
strict set of proVider payment rules that have the effect otlimiting the ability of the Federal. 
government to secure the most competitive tenns available to. other payers in ihe marketplace. 
We have advanced a set of proposals to allow Medicare,"tbeNation's largest health insurer, to 
also take advantage of lower rates providers offer to other payers. . 

Medicare Commission - The reported bill would establish a Medicare conunission. 
Establishing a bipartisan process that is mutually agreeable is essential to successfully address 

) the challenges facing Medicare. We look fOIWard to working with you on the development of 
the best possible bipax;tisan process to address the long-term financing challenges facing 
Medicare while simul~eously ensuring the sound restructuring of the program to provide high­
quality care for our Nation's senior citizens. 

Hospital Outpatient DepartmentIQPD) Coinsurance Waiver --' While we support the 
policy in the reported bill that allows hospitals to reduc~.coinsurance for beneficiaries without 
being charged with akickback violation, we would urge-the House to include language barring 
such hospitals from charging the Medicare program for bad debt for such waived coinsurance. 
We suggest that hospitals make an election with the Secretary where they choose on an across­
the-board basis for all beneficiaries to' waive coinsurance and consequently do not bill Medicare 
for the waived coinsurance. Such a policy will permit proper monitoring of bad debt. 

5 
I 

. ! 



.JUN-24-S7 20,05 FROM, (/ Ull 

Medicaid 

DiSPIQportionate;Share Ho§pitals -- We have concerns about the allocation ofthe 
disproportionate share hospital (DSH) payment reductions among States included in the reported 
bill. Although we agre.ethat there have been abuses ofthls program in the past, taking such large 
reductions in certain S.tates whose Medicaid programs are particularly dependent on DSH 
spending 'willlikelyafrect their ability to cover services. We urge the House to revisit the FY 
1998 President's Budgetproposal, which ensures that States 'Yith the highest DSH spending are 
not bearing most of the impact of the savings policy. 

We are very concerned that the reported bill does not include anyretargetirig ofDSH 
funds. As the Administration has stated previously, we believe that significant savings from 
DSH payments should, be linked to aD. appropriate targeting mechanism. We support proposals 
that ensure DSH funds·are better targeted to needy hospitals. 

Children's Health 

We beIie\l"e that the $16 billion Children's Health investment should be used for health 
insurance coverage~ Thd Administration does not support the direct services option in the 
reported biJ1. We are concerned that a State could spend all of its money on one benefit or to 
offset the effects ofthe I?SH cuts on certain hospitals, and that children w:ould not necessarily get 
meaningful coverage. 

We are also concmed that the reported bill may not be the most cost-effective manner 
possible to expand cov~e to children" as required by the Agreement. The reported bill 
includes both a Medicaid and a grant option; however, the incentives in the reported bill could . . 
discourage States from choosing the Medicaid option. We believe that Medicaid is a 

. cost·effective approacb to covering low-income children, and would like to work with you on 
strengthening this ·option. We also believe that the grant program should be designed to be as' 
efficient as possible. Th~ provision that allows States to use funds for "other methods specified 
Under the plan'~ mthno ~etails on what this means implies that States may use funds for 
purposes other than the.ihtent ofthe Agreement (e.g., to offset States' share ofMedicaid). We 

. oppose this. . ' 

Weare encouraged that the Senate-reported bill includes notable improvements. 
Specifically, we commend the decision not to allow use of the $16 billion investment in areas 
other than iI1$urance coverage and.the improved definitio:h ofbenefi.ts relative to the House 
Commerce Committee Pfovisions. We are also extremely concerned about the inadequacy ofthe 
bill's benefits definition ~d the lack oflow-income protections. . 

As the Administration has stated many tunes, we do not support limiting access to . 
medically necessary benefits, including abortion services.· We would like to work with the 
Congress to resolve this ~ssue. 
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Minimum Wage and Workfare 

The Administration strongly opposes the proposals in the reported bill on the minimum 
v.-age and welfare work requirements. TIie proposals in the reported bill are not part of the 
Budget Agreementand~ had they been raised during negotiations, we would have strongly 
opposed them. These proposals would undermine the fundamental goals ofwelfare reform. The 
Administration belie~es strongly·that everyone who can work must work. and those who work 
should earn at least t4eminimum wage and receive the protections ofeXisting employmentlaws 
-- whether they are coming offwelfare or not.: These proposals do not meet this test. 

Welfare-to-Work 

. i 
We are piease,d that the reported bill includes provisions that would address priorities, 

including: the proVision of formula grant funds to States based on poverty. unemployment, and 
I ','

adult welfare recipie~; a sub-State allocation ofthe formula grant to ensure targeting to areas of 
greatest need; targeting:'ofat least 90 percent offormula funds to individuals in greatest nee4; 
appropriate flexibilitY for grantees to use the ~ds for a broad may ofactivities that offer 
promise ofpermanent placement in unsubsidized jobs; funds awarded on a competitive basis; 
and a substantial set-~ide for evaluation. We look forward to working with the Congress to 
refine these provisioqs. . '. 

I .. ' 
Welfare·to-WOrk Performance Fund - The reported bill does not includea performance 

fund. It js essential that welfare-to-work funds generate greater levels ofplacement in 
unsubsidizedjobs thaa States will achieve with TANF and other funds. We hope the House will· 
consider a mechanism t~ pro'Yide needed incentives and rewards for placing more of the hardest­
to-serve in lasting,unsubsidizedjobs that promote self-sufficiency. We look forward to working 
'\Vith the Congress duruig conference to refme these provisions. 

I :. ' ' 

WQrker Displacement n We strongly urge the House to adopt, at a minimum, the 
provisions onworkeridisplacement included in H.R. 13~S, the House.:.passedjob training reform 
bill which were incluadl in the Education and the Workforce Committee reported bill and apply 
both to activities und9r the new welfare-to-workgrants and ~ANF. 

Distribution oifFunds bv Year-· It does not appear that the bill's allocation of$3 billion 
in budget authority'over fiscal years 1998-2000 would. when combined with the program 
structure, result in anioutlay pattern consistent with an estimate ofzero outlays in FY 2002t as 
provided in the Budg~t Agreement. The Department ofLabor is available to help craft language' 
that satisfies the Agreement. 

, I : 

, i 1 ' , . 


Repeal ofMaintenalfce ofEffort Requirement on State Supplementation ofSSI Beneflts 
I 

The Administration strongly opposes the repeal of the maintenance-of-effort requirem~t 
because it would let States significantly cut, or even eliminate, benefits to nearly 2.8 million po~r 

7 



\ 

I, 


I' 


• 



.' .'. 

. . 
. .' 

, . . ' . 
. .. . .' . 



lU,JUN-2Q-Sr 20.0b FROM, 

elderly, disabled, and ,blind perSons. Congress instituted the maintenance-of'-effort requirement 
in the early 1970s to p~vent States from effectively transferring Federal benefit increases from 
SSI recipients to S~te tteasuries. The proposal also could put at risk low-income elderly and 
disabled individuals who could lose SSI entirely and possibly then Jose Medicaid coverage as 
welL The AdministIa;tion opposed this proposal during last year's welfare reform debate. 

• j ; 

Student Loans 

The Administiation opposes the provision regarding administrative cost allowances 
(ACAs) togwiranty agencies in the Federal Family EduCation Loan Program (FFELP). The 
provision would mandate ACAs to be paid ala rate of0.85 percent ofnew loan volume from 
mandatory funding aU,thorized under Section 458 ofthe Higher Education Act of 1965 (REA), up 
to a cap of$170 millionjn FY 1998 and 1999 and $150 million in FY 2000:-2002. It would 
represent a'new entitlenient to these agencies not included in the Budget Agreement. Moreov:er ' 

. " '. ' 
any allowance to these agencies should bear some relationship to the costs these agencies incur 
and not be based on an ~bitrary formula. This is an issuyfor ,the upcoming HEA 
reauthorization. 

MEWAs 

The reported ~ill includes language from H.R. 1515, the "Expansion ofPortability and 
Health Insurance Covera.ge Actof 1997," in the budget reconciliation legislation. We believe 
that,the bill as currently'draftedhas inadequate consumer protections and has the potential to 
result in premium increases for small businesses and employees who may bear the burden of 
adverse selection. H.R.'1 515 would transfer the regulation ofa large health lnsurance market 
away from the States through the preemption ofState laws under the Employee Retirement 
Income Security Act f'~RISA"). 

Although ther~ ~urrent1y is strong bipanisan interest in strengthening consumer 
protections in health plans governed solely by ERISA, the current protections in ERISA are weak. 
and inadequate. Any legislation like the current bill that expands ERISA's scope must be 
acCompanied by an expansion ofconsumer protections. 'The Administration opposed these 
MEWA ,provisions when they were considered last year, ,and we believe it would be unfortunate 
and unwise to introduge; this level ofcontroversy into the budget reconciliation process. This far:­
reaching proposal should receive much greater analysis and discussion before consideration for 
enactment. 

Privatization 

The reported bill would allow the eligibility and enrollment determination functions of 
Federal and State health and human services benefits programs, including Medicaid and Food 
Stamps, to be privati~~d. While certain program functions. such as computer systems, can 
currently be contracte4 out to private entities, the certification ofeligibility for benefits and 
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related operations (such as obtaining and verifying information about income and other 
eligibility factors) shoUld remain public functions. The Administration believes that changes to 
cUrrent law would no(be in the best interest ofprogram beneficiaries and strongly opposes this 
provision. --_._._.._--­
Debt Limit Extension. 

The Administ:ration strongly urges the House to include the debt limit extenSion , . 
contained in the Bipartisan Budget Agreement in the first reconciliation bi1l~ the spen~~ill. 

.' . 

Vocational Educa/iQni U7. TANF and Transfers to Title.xx 

The Administration opposes provisions in the reported bill that alter the T ANF work 
requirements regarding vocational education and educational services for teen parents. In 
particular, the Administration opposes the provision allo\Ving States to divert TANF funds away 
from welfare-to-work efforts to other Title XX social sernce activities. 

Other Provisions That May Be Added at the Rules Com1nittee 
, 

We are also concerned by reports that the Rules Committee may consider provisions that 
add further restrictions t~ immigrants' access to public benefits. Many of the potential 
pro~sions were considered during last year's inunigration reform. debate and were removed from 
the final legislation after: negotiations between Congress and the Administration because they 
wefe. unacceptable to thJ Administration. The Administration strongly opposes these punitive 
prqvisioDs, which would, introduce known controversies into the budget reconciliation process. 

The Bipartisan B~dget Agreement reflects comprqmise on Ipany important and 
controversial issues, and, challenges the leaders on both sfdes of the aisle to achieve consensus 
under difficult circumstahces. It is critical that we do so ~n a bipartisan basis. 

I look fonvard to" working with you to implement this historic agreement. 

Sincerely, 

Franklin D.Raines 
Director 

, 

Identical letter se:rkto The Honorable Joseph Moakley, The Honorable John R. Kasich> 

, and The Honorable John Spratt
I, 
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