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o.s. senate 

AMERICA'S HOSPITALS AND HEALTH SYSTEMS 


\. 

Dear Senator: 

·On bo~lrQf the \JndeTSi&ned orpnizations representins hospitals and. health syS'tems, we stroaU;ly ufle . 
YOQr support or a»y :amendment to S. COD, Ru. 57 (tbe FY 1997 Bwl&et Resolu04>D) wbich IOW6rs 

. reductions to Medicare, We cite ill particular &D 3&1u:udmeat to be Dffered by Sea. Jay R.ockefeller 
. (D-WV) to r'eltore $50 billloD to the )ledicare pro,",m. 

While it appear" that the overall Medicare budget reductions of$165 billion inclurled hl S. Con. Res. 57 
are roughly the same as tJIOS~ in th(l Wt Republican offer in January, the budget drasticaUy cbanges how 
the reductions would he allo~ared within the proaram. The FY 1997 budget proposal achieves the total 
neduction by .aving S124 bitlion from Part A Medicare (the Kospital Insurance Trust fund) and $44 
'billion trom Part B. . 

, 
.The net rea'Ult is that in S, -CQn. Res. :S7, tlle reduetioJIIs 112 Part A Ilave iIIIel'eased by appro~lII.tely' 
$lS billiol, Not only are these unp~edent~d IVlductions. but they would have a disproportionate 
I.dVefiC impact on hospitals, To achieve reducU(ln$ of1his magnitud~t CongrtM ma)' need to adopt 
policies that would freeze or actually reduce payment rate5 pu benefiQiary. 

Hospitals and health systems support a reasonable deficit reduction package, and believe that changes ifI 
Medicar.e aro sorely needed to keep the Part A trust fund SQlvent. Many ofus ban $Upportod various 
propo$llt; that Qr'...hioYe a balanced budget with redll.ctions in Medicare. However. we are gravely 
concerned about tho level ofMedioe.re Pert A reduelions propcsed in S. Con- Res. S7, 

Agamt we ask you to support any amondmont8 'that temp~ the levet ofre4uctioll5 to Medicare Part A, 
including Sen. Rockefeller's a.mendmentto restOR SSO billi()n to fht: Medicare pmgrllDl, a.nd seck a more 
balanced approacb to achieving savings. . 

Sinoerely, 

American Hospital Association 

American ASSbGiation of :Ey; and Ear HOspi:ta.15 


A!lsooiation ofAmerioen Medical Coil •• 

. Catholic fleaJ:i:h ~iation . 


Federation of All'1erican Hea.hh Systems 

lnterHealth . 

National Association ofPublic Hospitals and Health Systems 

PretnJer, Inc. 


VHAlnc. 


http:HOspi:ta.15
http:Medioe.re
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Le~tar also .ent to chairman Archer 
and Ch.irmtln aliley 

May 10. 1,996 

, ,The Honorable WilliattI Roth, Jr. ' 
Cbatrmaa. 

Committee on Finance 

219 Dirksen Senate Office Building 

Washington. DC20!10 


" Dear Chahman Roth:, 

, The undenigned orgaaization.s rep,resentin& hospitals and health systems have reviewed the 

Fucal Year 1991 (FY 97) House and Senate Budget Committee proPDSal, particularly with 

respect [0 the Medicare and Medicaid ptosramSl. 


While it appe~s th.t the overall M.cdicare budget reductioJJS of $167 billion ar~ rougbly the 

same as tbose in the last Republican offer in January, the Budget Committees have 

signiflCalltly changed me allocation of reductions within the program. While it is difficult to 

aSleas the overall .imp&ct of the budget resolution in the ab$cmcc:: of greater detail, now larger 

Medicare Pan A red.uctioIllimean hO$piwls ~re likely to experience Ilctual teductioJlS in 

payment rates under the ¢Ol1l1Ui.tteos i prQPosal. 


The budget rosolution now includes lower budget reductions in. Pan B of Medicare, whlle the 

reductlons in Part A have increased by approxbnately $2S blUion since the January offer. 

While the FY 97 budget resolution offers a milder overall approach to d.eficit reduction 

compared to last; year's resolution, its impact on hospiti1s appears wone. To aohlove 

. reductions of this magnitude, CODlr,," may need to adopt policies resulting in payment rates 

per beneficiary that would be frozen or Ictua.l1y rec1uced. 


We a130 have serious cQnr:orns about the Budget Co.m:rnittees' Medicaid reductions, We would 

Uke to take this opponunity to reiterate our 5upporttbr maintaining the entitlement nature of 


. 	the Medicaid program to ensure that those who have coveraae today will conlinue to have 
coverage tomorrQw. Furthermore, WI su.pport maintainin,g c;;u:crent law provider assessment 
restrictions . and Boren amendment paymen.t aafopards .. While d:uit overall retiuctioDBare 
som,=what lower than the 1anuary'offer, if comb ined with correspondlng state reductlou, 
throuah .lower 5tate matching requirements or new provider asscmnent&f these reductions 
could he quite si&nJ,ficant for providers, 

HospItals and health systems support the need to adopt a teUonable deficit reduction package, 

and 'belLeve that chtl.D3es in Medicare are needed to keep the Part A trust fund fIOlvent. Many 

of us have supported various proposals that achieve a balanced budget with reductions in 

Medicare and Medicaid, However. we are gravely concerned about tfJe level of redU¢tlons 

proposed by the Budget Committees in these programs. 
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We stronalY urge you to reconsider both the overalllcvel of M9dJ,t;are and Mectkaid 
reductions included in the budget resolU1l0'0. and, in),our capacity as chainnan of the 
authoridng co:m:mittee. mljust the allocation betWMn Parts A and B proposed by the Budget 
Commitl:eOI. 

American Association ot 2ye and Ear Hospitals 
American Hospital As50elatlon 

American Osteopathic Hea1thcare Aasociation 
, Association of American Medical Colleges 

CathoUc Health Association 
Federation of American Health, Systems 

InterHea.J.th 
N adonal AS90cialion of,'ChUdnm' III Hospitals 

National Association at Public Hospitals and Health Systems 
Premier 

http:InterHea.J.th
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Association of Ame~ican Medical Colleges 

Catholic Health Association, of the United States 


IIIterHeal,th 

National Association of Children's Hospitals 


and Related Institutions 

National Association of Public Hospitals 


May 24, 1995 

The ,Honorable Richard Gephardt
'Minority Leader 
U.S. House of Representatives

Washington, DC 20515 


Dear Representative Gephardt~ 

Our five national health care associations -- Association of 
,American Medical Colleges, Catholic Health Association, InterHealth, 
National Association of Children's Hospitals and Related 
Institutions, and National Association of Public Hospitals -
strongly oppose proposals that would eliminate federal minimum 
standards for Medicaid eligibility. 

Medicaid is the joint federal/state program that pays for the 
health care of more than 31 million mothers and children of low 
income families as well as elderly and disabled Americans of low and 
moderatA jncomes. Medicaid has become increasingly important as the 
number of uninsured Americans continues to grow. From 1992 to 1993, 
~he number of uninsured Americans grew from 40.1 million to 41.2 
million. Children accounted for eight in ten newly uninsured 
AmericiJ,ns. without Hedicaid, 28% of all Americans and 40% of all 
children would be uninsured. 

Currently, however, several Congressional leaders and governors 
are' proposing major cuts in the future level of federal Medicaid 
funding and replacing the federal Medicaid entitlement for eligible 
individuals with a block grant that would give each state a fixed sum 
of funds plus flexibility to set its own eligibility standards. 

Depending on how they were defined, block grants could end 
Medicaid as a program which entitl~s eligible individuals to health 
care regardless of the state in 'which they reside. Instead, Medicaid 
could become a program that entitles states to federal funds 
regardless of the level of health coverage the state provides: If 
the annual growth rate in federal Medic,aig spending were cut in half 
and the funds were turned into block qrants, it would be virtually 
impossible for many states to absorb the funding cuts without using
their new flexibility to limit Medicaid eligibility and services. , 

According to the most recent available data, Medicaid covered 12 
percent of the U.S. population in 1993 -- separate from the 16 
percent of Americans who were uninsured. Medicaid plays an even 
larger role for specific populations. For example, in 1993, Medicaid 
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~overed nearly one in fQur ~hildren and one in three infants, 

~egardlos~ of family income. It cpvered nearly one in three non-

0.1..dcrly Americans ·...;ith family incomes below 200% of t.h.e federal 

poverty standard 2nd more than three in five non-elderly Americans 

with incomes below 100% of poverty. 


Since the 1980s r when Congress delinked Medicaid eligibility 

,from welfare eligibility, Medicaid has become a health care program 


, 	 that f.osters emplc1TIent. For example, =hildren represent half of all 
Xedicaid reCipients, ~nd nearly three in five Medicaid covered 
c~ildren live in lowincorne families with working adults. 

Instead of ending federal minimum eligibility standards for 
Medicaid, our five ~ssociaticns believe the nation must take steps to 
achieve universal health coverage, beginning with steps to expand and 
adequately finance cover~gef while avoiding deterioration of current 

such as Medicaid. Our five associations 
federal la'N should maintain currant 

arid look to the future eo 

Sincerely, 

q~~C'~~.
~hn E. Curley, Jr. 
President/CEO 
catholic Health Association 
of the United States 

J? ... .~ ~Q.'Dn~ 
~e Lawrence A. McAndrews 

President and CEO President and CEO 

Inter1iealth 	 National Association of 


Children'S Hospitals and 

Related Institutions 


. 
National Association 
q£ Public Hospitals 

coverage in pubLic programs 
:,elieve that, a.t: c minimum, 
national ~edicaid eligibility requiremenes 
expand coverage for uninsured Americans. 

o dan J. 
esident 

. Association of l\,inerican 
Medical Colleges 

~VI~_.~ 
L rry S. Gage
President 
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Intedlealth 
AmHS Instituto 

American Hoapital Association 
American Medical N!lOCUt,tlOD 

The Clevelaod Clinic Foundation 
, American Health Care Asaociation 

Federation of American Hlalth Systems 
National Auocjation of PUblk HOlpitals 

Associa.tion of Amerlcau Medical CanCles 
A.merican Osteopathic Hospital Association 

AD1erican Society of Health-System Pharmacists 
National A.soeiation of Piychlattit Health Systems 

National Association of ChildrtlIl'S Hospttal$ aM :Related InstitutlOIl8 
Ametican Aa:aociatioll of Eye and Ear Hospitals 
Healthcue Pinaucial Management Aasociatlon 
VolUD~er Trustees of Non-Profit Hospitals 
National Council of Co.mJlND,ity Hospitals 

American Society of tnt,real Medicine 
American Rehabilitatloo. AssQl:iaticn 

Amerieall Diabetes Assor:.iation 
CatllOliC Hulth Association 

VHA IDe 

May 17. 1995 

The Honorable 
UJJited States Senate 
Washinitollt DC 20510 

Dear Senator 

On behalf of the organizations Listed above, we ate writing to express our sed,QUa concern for 
the Medicare lind Me(jicaid prQlralIll5 IS me Senate bellins cOlllBicieration of itl fiscal year 
(Fy) 1996 bud&ct resolution. 

From WI!! outset, let us sall that we understand that ehaJlles are necessary in Medloare and 
Medicaid.. ".prolrams that provide health care to millio. of elderlyt disabled, women and 
childrell. We share YO\Jf loal of restructuring thea.e ptOsrams to bring to them the same 
types of cost--effective ~a.lth care delivery that are holdwa doWl'l costs in the private sector. 
Many of our oraani%a.tions have proposed significant and far..reach1ns solutions to the 
problems facina these twu important proJtaJDtI. We know that savlnls in trw system can be 
achieved. and we are willms to aCcBpt some l'eductionsthroUih this rcstnlCfllrinI. 
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, The proposals pu.t forward by the Senate Budget CmYI.I'nittee, howe~el'" go 100 far toofaat. The 
,Senate BudsetCommittee plan) for instance. calls for 'unprecedented savings in the Medicare 
,program of $141 billion over five years and 52"6 billlon over seven years. It is ul'1ponant to 
.note that tllese numbers are almost 'Iht.'ee times larger man tho level of savings aohieved lEI parr 
,of the five-year package in OIRA '93. In addidotl.t the Senate Budget Clll1l'1l.itt.ee propose. 
iMedicaid spe..ndin.a reductions of $17S billion over seveD yean. SuCh dramatic r.ductioWi will 
I serioosly jeopardize the ability of doctors. hospitals 811d othm to continue providing hish..quality 
,health eue to our nationls elderly, di54bled. women and children. Furt.hermore! reducUons of 
:this magnitude will undem1ine effortS to restructure the health care system. 

While we pledge to work 'With you to fm.d workable solutiODi to.tt:.. problems facing these 
programs. we urge you to moderate the level of proposed redlJCtltln.s in Medicare and Medicaid 
recently approved by Il:!e Sen.u:te Budget CommiUCO. 

Sincerely, 

The Above-Listed Organl,lations 

http:Clll1l'1l.itt.ee
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income greater th;.... _vV,vvv ~ ..... '""-'up.....:> .......u Ull.AJme 
greater than $75,000 a year. (Income thresholds would 
not be indexed for inflation under this option.) The 
additional premium would nse with income. Conse
quently, the basic and additional premiums combined 
would reach a level equal to 100 percent of SMI costs 
for individuals with income of $100,000 or more and 
couples with income of$150,000 or more a year. That 
income-related premium would yield $13.8 billion in 
additional revenues over the next six years. 

The basic premiurn level in this scenario is identical 
to the 1995 proposal by the Congress to freeze premi
ums at the then-prevailing 31.5 per~nt leveL lethe 
3 L5 percent premium had been enacted in 1995, the 
premium increase in 1996 would have been fairly mod
est compared with 1995 premium amounts. If that pre
mium option was enacted this year, however, the pre
mium increase in 1997 would be a sizable hike over the 
1996 premium, which slipped to 25 percent of SMI 
costs. 

Under the $200 billion savings scenario, more than 
90 percent of the 37 million Medicare beneficiaries 
would pay only the basic premium of $54.20 a month 
in 1997. That basic premium would rise to $75.20 by 
2002--an increase of $20.50 compared with current 
law. About 2.8 million beneficiaries in 1997 would pay 
an additional premium amount, although only about 
600,000 would pay the maximum premium. On aver
age, the remaining beneficiaries would pay $39 a month 
in addition to the basic premium in 1997. 

The larger basic premium under this budget sce
nario would raise the costs of state Medicaid programs, 
which pay the premiums and cost-sharing requirements 
for people who arc eligible for both Medicare and Med
icaid. CBO estlmates that total Medicaid spending 
would increase by about $44 billion between 1997 and 
2002 because of higher Medicare premium payments. 
Of that amount, about $2.5 btllion would represent ad
ditional costs to the states. 

Trust Fund Status. The more aggressive cost cutting 
called for under the $200 billion savings scenarIO 
would contribute only modestly to the solvency of the 
HI trust fund. HI outlays would diminish by $89 billion 
compared with current law during this period, extend
ing the trust fund's date of insolvency to 2004. 

Six-Year Savings Target: $300 Billion 

A six-year savings target of $300 billion would repre
sent a sharp break with past Medicare policies. Reduc
tions in payment updates in the traditional fee-for-ser
vice sector needed to meet this target would be draco
nian. Payment growth for risk-based plans would also 
be slashed. Moreover, beneficiaries would probably 
fmd their own costs rising substantially. 

Yet, as Chapter 7 explains, spending reductions on 
this order of magnitude might become inevitable as de
mand for Medicare-covered services skyrockets· with 
the aging -of the baby-boom generation. Policies 
adopted in the next few years could lay the groundwork 
for addressing the long-term financing crisis. Such pol ·1 

, 

Icies \vould encourage greater efficiency in delivering ! 
I 

services, as well as more realistic expectations on the 
part of providers and beneficiaries about Medicare's 
ability to finance those services. 

Increasing the second scenario;s savings options by 
50 percent gives a sense of how deep the spending re
ductions could be under a $300 billion savings target. 
The PPS hospital update would drop by about 9 per
centage points rather than by 6 percentage points. That 
policy would lead to an actual reduction in hospital pay
ments rather than a slowing in the rate of growth as 
under the $200 billion savings scenario. By 2002, 
Medicare spending for hospital services would fall just 
below the 1996 spending level--even though the num
ber of beneficiaries would grow by 8 perc,:ent over the 
same period. 

Overall phY.Jiician spending would grow by 3 per

centage points ~ss than the growth of real GDP per 

capita--a drop of 2 percentage points from the $200 

billion savings scenario. Since real GDP per caplla is 

projected to grow by about 4 percent a year, that drop 

implies that Medicare spending on phYSICIan services 

would decline by $2.5 billion between 1996 and 2002. 

By 2002, tl1e conversIOn factor that the physiCIan fcc 

s~hedulC uses to determme payments for individual ser

vices would plummet to half its 1996 valuc. 


Even those reductions in Medicare spending for 
. hospital, physician, and other services in the fee-for-_ 
service sector would be insufficient to meet the $300 
billion savings target. Average payments to risk-based 
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. i plans would also have to be pared compared with 
"".~ Ji200 billion savings scenario. In addition, the costs 
to beneficiaries would rise by $20 billion. That jump is 
equivalent to raising the base SMI premiuri1 to almost 
40 percent of SMI costs while retaining the income
related premium 

A $300 billion savings target met in this way would 
reduce growth in Medicare spending per enrollee to 2.2 
percent a year between 1996 and 2002. With the num
ber of beneficiaries growing at 1.3 perCent a year over 
this period, those policies would allow total Medicare 
spending to increase by about $45 billion, representing 
an average aggregate growth rate of 3.5 percent a year. 

To meet the $300 billion savings target, the de
crease in revenues to providers and the increase in costs 
to beneficiaries would need to be substantial and could 
have broad repercussions. Access to particular provid
ers and services plus the overall quality of care in Medi
care might be threatened, unless the private health mar
ket also operated under tight payment limits imposed 
I,v insurers. Heftier costs to beneficiaries might cause 

. people to drop their SMI coverage to save on pre

.• 1 payments. If higher cost-sharing requirements 
were part of the poliey package, other beneficiaries 
might be discouraged from getting necessary care b~
cause of higher out-of-pocket costs. Medicaid costs 
could also increase ~harply if Medicare premiums and 

,. cost-sharing requirements were raised substantially. 
" Moreover, states might seek additional authority to 

iimit those costs by restricting standards for Medi-caid 
~ligibility. 

Those potentially dire consequences of a tight 
~edicare budget are not, however, mevitable. The pol
ley challenge IS to balance the need to control federal 

. Medicare spending with the need to maintain reason
"~le access to care. Nontraditional approaches to the 
pricing and delivery of care, such as broadening the 

,range of eligible health plans, competitive payment 
methods, or converting to a defmed contribution SYS

,tern, could lead to a necessary transformation of the 
Medicare program. If beneficiarIes and providers ac
.cepted the lower spending levels as a perm~ent feature 
.of Medicare rather than as a temporary problem,' they 

i also be more likely to accept the need for that 
.ormation. Such a process could be an orderly 

ooe--if it was given enough lead time. r 

II. Medicaid i 
! 

The Medicaid program, established under title XIX of ·1
I 

theScx:ial Security Act, is the nation's major program I 
provldmg medical and long-term care services 'to low 1 


mco~e populations. In recent years, the program's ex

penditures have soared dramatically, representing a 

growmg share of the federal budget: for example, be-' 

tween 1990 and 1995, federal Medicaid spending grew 

at an average annual rate of almost 17 percent. In fiscal 

year 1996, the federal government \vill spend $96 bil

lion on Medicaid--about 6 percent of all federal outlays. 

Under current law, CBO projects that federal Medicaid 

expenditures will rise to $166 billion by 2002, account

ing for almost 8 percent of federal outlays in that year 

(see Table 6-8). ' ' , 


Slowing the rate of growth of Medicaid spending 

has, therefore, become an important component of any 

effort to balance, the federal budget. Because Medicaid 

now accounts for over 14 percent of states' expendi

tures from their general funds, it is also a-major priority 

for the states, which on average finance 43 percent of 

Medicaid spending. The emphasis on curtailing Medic

aid expenditures represents a distinct change in philoso

. phy. from the late 1980s, when the priorities of the pro
gram were to expand eligibility and coverage. 

Medicaid generally covers four broad categones of 

beneficiaries: poor elderly people, poor disabled peo

ple, poor and near~poor children and pregnant wom'en, 

and certain other adults in low-income families. (The 

majority of those other adults receive cash welfare ben

efits.) Recently, howeyer, the federal government has 

granted waivers to se'tral states, allowing them to ex

pand coverage to a broader low-income population. 


CBO projects that 37 million people (about 14 per
cenlofthe population) will receive Medicaid benefits 10 

1996. Under current law, the number of Medicaid ben
eficiaries is projected to climb at an average rate of 27 
percent a year betwecn 1996 and 2002, reaching 43 
million in 2002 (see Table 6-9). CBO projects, how
ever, that Medicaid benefit payments will grow consid
erably faster o~er the period, at an average annual rate 
of over 10 percent In addition to the increasing miInc 

ber of beneficiaries, that growth rate reflects benefit , 
payments per beneficiary that are projected to grow at 
about 7 percent a year. 


