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MEDICARE GROWTH RATE COMPARIS(!)NS 

. I 
The attached table shows: (l) the Administration and CBO baseline sp;ending, (2) the 
Administration's balanced budget proposal, and (3) the Budget Resolution Conference 
Agreement, the House and the Senate Resolution Agreements .. There ctre two issues that should 
be kept in mind when comparing growth rates under the proposals: (l J. differences in baselines 
and pricing and (2) gross versus net baseline spending growth rates. I 
• 	 Differences in Baselines and Pricing: I 

The Administration Proposal's Medicare savings are based on the Administration's 
baseline; while the Budget Resolution Conference Agreementt~ savings are based on the 

,CBO baseline. 	It is difficult to compare these savings estimatek for two reasons: (l) 
baseline differences, and (2) pricing differences. I 

o 	 Even if the Administration and CBO used exactly the sbe methodology toprice 
a proposal, their estimates could differ due to different 1rojections of current 
spending, or "baselines". In some areas, such as inpatiJnt hospital expenditures, 
the baselines are similar so that pricing ofpolicies may! be similar, However, in 
other areas like home health expenditures, there are Simlificant baseline . 
differences which would affect pricing. I 

I 

o 	 Differences in interpretation of the policies, and assum~ti~ns about beneficiary or 
provider behavior also affect pricing. For example, CEO had lower pricing of the 
Medicare prescription drug benefit proposed in the He~lth Security Act -- despite 
a higher estimate of baseline spending -- since CBO ditl not assume as large an 

J 

increase in the demand for prescription drugs as the Administration. 
. j 

Gross versus Net Medicare Spending: Medicare spending dan be shown in two ways: 
gross benefit spending or benefit spending net of premium redeipts. The growth rates are 
different for the two types of spending because the premiumr~ceipts are not growing at 
the saine rate as overall benefit spending. I 

I 
o 	 Gross Spending: Gross spending measures total Medicare program spending on 

I 

behalf of beneficiaries. This is more comparable to the private growth rates, since 
both gross spending and private spending (as shown i~ the Administration's and 
CBO's national health expenditures) include all spending on behalf of 
beneficiaries, regardless of payer. The Budget Resoll~tion Conference 
Agreement's figures released by the Republicans on JUne 23 are gross spending 

I 	 . 
projections; the projections in the June 26 Congressional Record are net spending. 

j . . 

o 	 Net Spending: The net spending represents only the/Federal government 
spending -- not the beneficiaries' premium spending -~ for Medicare. Net 
spending is shown in the savings and spending projedtions released under the 

. 	 I. 

House and Senate Resolutions in May, and thePresi~ent's Proposal projections 
released in June. i 



MEDICARE SAVINGS 
(DoUal'S til billions, fiscal Vc-arsJ 

1995 1995 1997 19!HI 1999 2000 2001 2002 2003 

ADMI N ISTRA TION BASE.L1N E 
Grass Spending (I neluding Premiumsl 174.~ 19~.0 213.5 232.7 253.1 276.1 300.7 327.5 :S5G.9 
Growth 
Per Capita Growth 

Nel Spending (Excluding P,erriiums) 154,4 174.6 191.6 208.G 226.1 249.4 272.7 2M.3 326.5 
Growth 13.2% 9.B% B.l% 9,4% 9.3% 9.4% 9.4% 9,41Q/D 
Per Capita Growth 

ceo BASELINE 
. Gross Spending (rncluding Premlums) 178.1 199.0 219.4 2401 263.4 268.1 315.2 345.3 378.9 

GfOwth 
Per Capita Growth 

Nel Spending (Excluding Premiums) 158.0 178.7 197.5 215.9 237.4 260.6 286.5 315.2 347.3 
Growfh 13.1% 10.5% 9.3% 10.0% 9.9% 9.9% 10.0% 10.2% 
Per Capitil Growth 

Adminlstratiofl Proposal (Admin. Baseltne) 
Gross Spending (Including Pnlmiums) 17-1.5 .191.1 206.0 223.5 2:\S.1 . 253.6 270.6 289.2· 312.2 
Growth 
Per caprtil Growth 

Net Spending (Excluding Premiums) 154.4 17\.5 186.3 199.4 212.0 226.9 24ia 260.0 261.1 
Growth 11.1% 8.6% 7.0% 6.6% 6.7% 7.O<k 7.1% 6.3% 
Per Capitil Growth 

Savings ·3. -6 -9 -16 -23 ·30 ·38 -45 

Budget Resolution Spending [CeO Baseline) 
Gross S pellding (Including Premiums) 178.0 191 202 214 225 239 255 214 291 
Growth 7.3% 5.6% 5.9% 5.6% 5.8% 6.7% 7.5% 6.2% 
Per Capita Growth 

Nel Spcruling (Excluding Premiums) 158.0 170.7 179.6 189.3 200.2 211.6 . 2.26.5 24:1.6 259,4 
Growth 8.0% 5.3% 5.3% 5"8~~ 5.7% 7.0% 7.6% 6.2% 
Per.CapitB.GrowtlL. 

Savings ·6 -17.7 ·26.6 -37.2 ·492 -60 ·71.4 -68 

Savings per Beneficiary (50%, ..... ,extenders) ·'00 ·225 ·350 ·475 -600 -725 ·315 ·1050 

NOT£: Es,1irn ... -:.es ref 2'~2'V05 ft;!he PAJOJe( Resolutim YI'ere ,.,)1 .~ ... .alab(e. The a'l[-fI)Jc 9rowlh ralf" W<1\ ustd to eslima':.e I:t"te SPCr-jift9 in tho-so )'6GrS, 

M.,jicafll Sj>€f1dif1g "du,,"s (fsCleU()narl sp"r.J"~. Mnfui'ir.ltaln eSlima1~S of unoJ~4ic"'~.d bMendari~ w..-e USl!d!Of lho p.'!t cali''''' fJ"",1h ',,\es. 
rhos. esfrnat.e' 00 tlor inctu:re ... y a~lJ51m .... 1 rot !he RepuWc.ans· propo",d aqu.tmeroll0 <he CPt As a "'LII!!. ",,\ 'p.mjin .. i, .I .. MY 1" ..... it1an a "",~d be afic-1' Ihe ajrJslm!!nL 

2004 2005 95'()0 

369.2 425.0 
9.6% 
B.1% 

357.4 391.7 
9.5% 9.6~/(J 10.1% 

e.5% 

416.4 458.3 
10.1% 
8.6% 

383.2 423.9 
UJ.3% 10.6% 10.5% 

9.0% 

:135,4 3591 
7.11% 
6.3% 

303.5 325.B 
7.7% 7.3% a.O'li. 

6.5"10 

·54 ·66 

309 326 
6.2% 6.2% G.I"1. 

4.6% 

275.8 293.8 
6.2% 6.2% 6.0% 

4.5% ---_. 

-107 ·130 

·1275 ·1525 

9i;-OO 96-02 96-05 

9.1"/" 9.0% 9.0% 
7.6~~ 7.6% 7.7% 

9.3% 9.3% 9,4% 
7.B% 7.9% 6.0% 

9.7% 9.6% 9.7% 
it2~~ 6.2% 11.3% 

9.9% 9.9% 1O.'''. 
a_4~1J 8.S% 6.7% 

7.2'1'. 7.1% . 7.2% 
5.8% 5.7% 5.9% 

7.2% 7.2% 7.4% 
5.6% 5.8% 6.0% 

-56 .124 -239 

5.8% 6.2% 6.2% 
4,4% 4.9% 4.9% 

5.5% 6.1% 6.2% 
4.1% 4.8% 4.9% 

--------
-139 ·270 ·595 
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..". 
o 
o MEDICARE SAVINGS 
"" (Dollars in billions. fiscal years) 
~ 
o 
o 1995 1996 1997 1998 1991l 2.000 2001 2002 2003 2004 2005 96-00 96-62 96-05 
I§I 

ADMINISTRATION BASELINE 
Gross Spending (Including Premiums) 174.5 195.0 2.13.5 232.1 253.7 2.76.1 300.1 327.5 356.9 :re9.2 425.0 
Growth 9.1% 9.0% . 9.0% 

Net Spending (Ex<:luding Premiums) 154.4 114.8 191.8 208.& 228.1 249.4 2.72.7 298.3 326.5 357.4 391.1 

Growth 13.2% 9.8% 8.7% 9,4% 9.3% 9.4% 9.4% 9.11% 9.5% 9.6% 9.3% 9.3% 9.4% 


(/') 

(,!) 

Z CBO BASELINE ..... Gross Spending (Inducing Premiums) HEI.1 199.0 219.4 240.1 263.4 288.1315.2 345.3 378.9 416.4 458.3 
~ Growth 9.7% 9.6% 9.7% 
I.Ll..., 
l' Net Spe!1dirrg (Excluding Premiums) 158.0 17B.7 191.5 215.9 237.4 260.8 286.5 315.2 347.3 383.2. 423.9 

--1'----------Growth . --.----.13.1% __10.5%__9.3%__Ul.O% _ 9.9% 9.9% 10.0% 10.2% '0.3% 10.6% 9.9% 9.9% 10.1% 
l' 

Administration Proposal (Admin. Baseline) 
Gross Spending (Including Pre-miums) 174.5 191.1 208.0 223.5 238.1 253.6 270.8 289.2 3\2.2 :335.4 359.1 

Il.. Growth 7.2% 7.1% 7.2% 
:= 
""

Net Spending (Excluding Premiums) 154.4 171.5 166.3 199.4 212.6 226.9 242.8 260.0 2BI.7 303.5 325.8 ~ 
(/') Growth 11.1% 8.6% 1.0% 6.6% 6.7% 7.0% 7.1°4 8.3% 1.7% 7.3% 7.2% 1.2% 7.4°" 
« 
(/') Savln!JS -3 ·6 -9 -16 -23 -3Q -38 -45 -54 -66 -5& ·124 ·289 

$ 
Budget Resolution Spending (CBO BasoUn&) 

Gross Spending (lnduding Premiums) 178.0 191 202 214 226 239 2.55 274 291 309 328
Growth 7.3% 5.8% 5.{!% 5.6% 5.8% 6.7% 7.5% 6.2% 6.2% 6.2% 5.6% 6.2% 6.2% 

Net Spending (Excluding Premiums) 156.0 170.7 179.8 189.3 200.2 211.6 226.5 243.8 259.4 275.8 293.8 
Growth e.O% 5.3% 5.3% 5.6% 5.7% 7.0%· 7.6% &.2% 6.2% 6.2% 5.5% 6.1% 6.2% 

.-4 

C'"' '..(j . -17.7 -71.4 ..-:. Sa.vlngs ·26.6 -31.2 -49.2 ~o -88 -101 -130 -139 ·270 -595 
I' 

.-4 Sallil1gs per Beneficiary (00%, w/extel1deTs) -lOll -225 -35<l -475 ~oo -125 -Il15 -1050 -1275 -1525 
o 
"<1' 

"'I 
o House Resolution Spentling (CBO Basellnel 
~ Nel Spendmg (Exduding Premiums) 158.0. 112.2. 182.1 191.2. .200.6 209.1 219 228.& 239.0 249.7 260.9
tJ Growth 9.0% 5.7% 5.0% 4.9% 4.5% 4.4% 4.5% 4.5% 4.5% 4.5% 5.0% 4.9% 4.1% 

Savings -6.5 -'5.4 -24.1 -36.7 -51.1 -67.6 -86.4 -108.2 -131.4 -162.9 -134.4 -288.4 -690.9 

~ 
~ Savings per Beneficiary (50%, w/extenders) -75 ·200 -325 --450 -625 -Il2S -1050 -1:300 -1500 -1900 
C() 

.-4 Senate Resolu1ion Spending ICBO Banllne) 
Net Spending (Excludillg Premiums) 158.0 166.5 175.9 1B8.4 2.01.8 216.4 23a.8 253.5 211.8 291.3. 312.a 

I/',) Growth 5.4% 5.6°,{, 1.1% .7.1% 7.2% 8.0% 6.4% 7.2% 7.2'% 7.2% 6.8% 7.3% 7.2% 
(7) 

""
.-:. Sa1llngs ·12.2 -21.6 -27.5 -35.5 -44.4 -52.B -61.7 -75.5 -69.9 -111.6 -141.2 -255.7 -532.7 
o 
""
I'  Savings per Beneficiary (50%, III/extenders) -150 -275 -350 -450 -550 -65(1 -700 -900 -1050 -1300 
o 

KOlE: Esli",.te. for 2OO:J..2'JQS lor I~'" 8udgol Re~oluoon .......re flat availiible. The a .... rage grIJ'Atn ",Ie was uS<ld 10 ll$Iimate !.lIB Spenrin9 n 1110$& \'ea... 

These lI<Slma1es DO NOT indude al\'f edjllSlJmeni tor In .. Republicans' prI:'P"""d adjlO$!m&nllo It.. CPt ki a r"sl/U. nel"sp"nlfng i$ sfghlty I.,......r than il would bl> aller the ad/Jstrnen1. 

http:Esli",.te
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TO: . Judy Feder. Wendell Primus, Christy Schmid, Debbie Change, Mark Miller 
cc: Ira Burney, Sally Burner, Sharon Arnold, DoD. Johnson, John Rich~dson, 

Parashar Patel 
FROM: Jeanne Lambrew 
RE: . HEALTH DISTRIBUTIONAL ANALYSIS 
DATE: July 3, 1995 

On June 29, Ken Apfel at OMB convened a meeting to request the distributional effects of the 
Republican Resolution agreement cuts. The goal is to be able to say that x% of cuts come from 
the lower and middle classes, and y% of the tax cuts go to the upper class. Mark Miller and 
myself were the two people there for the health side of the analysis. I've taken the liberty to draft 
an outline for the analyses, which can be followed up by some meetings hopefully this week to 
address the issues. 

There are two main challenges to each of these analyses: (1) figuring out what percent of the 
total Medicare and Medicaid cuts would clirectly affect beneficiaries; and (2) identifying 
appropriate data sources. 

MEDICARE 
Assumptions: 
At this point, it seems we have only one option for dividing the full cuts into those affecting 
providers and those affecting beneficiaries: using the policies proposed by Shays. This would 
include: 

High-income beneficiary premium increase; 
• 31% premium; 
• 20% coinsurance for lab, home health and SNF; 

. • 	 Increased deductible to $150, indexed to Part B growth. 
IfI have missed something or there are alternatives, please let me know. 

Data: ' 
On Friday, Sally Burner, Ira Burney, Sharon Arnold and I met to discuss the Medicare analyses. 
We discussed two potential data sources for the analyses: (1) the modified CPS I NMES files 
that Acwarial Research Corporation has prepared for use by the Offi.ceofNational Health . 
Statistics and (2) the Medicare Current Beneficiary Survey, Apparently, HCFA is in the process 
ofmerging the MeBS with administrative data, with expected completion by the end of August. 
However, Sally is going to check to see if we can get special nms done earlier. Although a 
merged MCBS data set would have the needed data elements to do this type of analysis, it will be 
a 1993 file. Aging it to 1996 could take considerable time. Sally has the responsibility to (1) 
check on the staWs ofboth data bases, and (2) weigh the relative merit ofthe CPS-based data set, 
which is already a 1996 file. and the MCBS file, which may not be ready and is not aged. The 
Urban Institute does not have a health module in TRIM for the elderly; it has a data base for out
of-pocket spending for the elderly, which I need to examine more closely. We should have a 
better sense of these options by next Friday. 
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MEDICAID 
Assumptions: 
There are two options for estimating the effects of the proposal on recipients: (1) the 50/50 
assumption that we used in May to estimate the effects of the House and Senate resolutions; and 
(2) the assumptions used by Holahan in the Kaiser report on the House and Senate resolutions. 
The latter splits the provider/recipient cuts by making the provider cut equal to the savings that 
can be generated by constraining gro'Wth in per capita costs to inflation or inflation plus 1.9%. 

After a little thought. I recornmendthat we do the SO/50 split. If we adopt the Holahan approach, 
which limits the per capita growth ~te and then eliminates coverage, it may be misinterpreted as 
implying that the President's per capita cap proposal would also limit coverage. Additionally, the 
wide range of state behavior that would occur under a block grant makes educated guesses 
difficult, so something arbitrary may be just as defensible. Please let me know what you think. 

Regardless ofthe proportion of the total cuts affecting recipients. it seems safe to assume that 
half of recipient cuts eliminate eligibility for adults and kids, half the ag~d and disabled (done by 
both Holahan and ourselves). It seems logical to first eliminate the optional coverage and then 
possibly work our way 40wn the income scale until we hit the number of people cut from each 
group. 

Data: 
We have two options, I think. First, we could use HCF A recipient and expenditure projections 
and make gross assumptions about the income distribution of the recipients .. Second, we could 
talk with the Urban Institute, whose model has Medicaid and income data. The UI data might be 
better, since it ages both the eligibility and income definitions. 

PROVIDER CUTS 
In discussing the idea ofdistributing provider cuts in an income distribution analyses, we 
concluded that it doesn't really make sense. Although the cuts can be considered as comWIl flom 
expenditures for recipients across the income distribution, it is not clear that the cuts are goinll to, 
or affecting, beneficiaries in this distribution. If we don't take into account provider cuts, we are 
essentially halving the dollar amount of the health care cuts in the chart that compares the overall 
cuts to the tax cuts. However, there seems to be no easy way to allocate these cuts in a 
meaningful way. 

NEXT STEPS 
On Medicare, we are hoping to have a meeting on Friday, July 7 at llam in 442E. At that 
point we are hoping to enough information on data sets to potentially decide which one to use, 

On Medicaid, there are fewer options. I think that on Thursday morning I will call the Medicaid 
people (Don, Kristin, Parashar unless I hear otherwise) to see if the following assumptions are 
ok: using the 50% assumption and TRIM2 data. If people think that tllls is fIne, then we will· 
skip a meeting and I will draft some specs for review by this crowd. . 

Any additional comments or concerns are welcomed. Thank you for your help. 
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AYerage.CBO February Baseline: MEDICARE Annual 
: Outlays by fiscal ;-ear, ~of 
." in billions ofdoIfflf$.. . 1996 1996 1997 ·1998 1999 2000 Growth 

~,. 

" PART B: SUPPLEMENTARY M.EDICAL INSURANCE (SMI) . 

TOTAl SM' OUT1.AYS 67.6 76_8 85.9 9.5.6 106.8 .119.4
Annual GI'OINth Rate 13.2% 13.J'OIo 11.1% 11.30,4 11.7% 11.8% 12.1% 

-. ~ -. ~ ,I:;' .~'. :. t, (. ?, . I .....- ..... y'
TOTAL·SM) BENEFITS 65:8 74.9 .83.9 93.5 104.6 117.1 II 

Annual GrOYIth Rale 13.4% 13.9% 11.9% 11.5% 11.90'" 12.0% 12.zo4 

Physicians 32.8 36.8 40.4 43.9· 47.9 52.3 
Annual Growth Rate 9.SO"'. 12.4% 9.7% 8.7% 9.00", . 9.30AJ 9.8% 

OME and P & 0 Suppliers 2.9 3.4 3.9 4o.S . 5.0 5.7 
Annual Growth Rate 13.1% 16.1% 15.5% 13.7% 12.4% 13.2% 14.2% 

Laboratories 4.7 5.4 6.0 6.6 7.4 8.2 
Annual GrOwth Rate 12.2% 13.1% 11.3% 11.0% 11.4%. 11.4% 11.6% . 

Outpatient Hospital ·10.4 12.0 13.6 15.6 17.9 20.5 
.Annual Growth Rate 14.5% 14.7% 13.9% 14.5% 15.0% . 14.1% 14.4% 

HMOs 6.8 8.4. . .. -:. 10.1 11.9 14_1 16~1, :a.'i 
Atlnual Gtc'.Nth Rate 22.5% 23.00k 19.7% 18.6% 18;$% 1.8.4%. 19.6% 

Other Part e Benefits 8:0 8.9 9.9 10.9 12.2 13.7 
Annual Growth Rate 21.2% 11..2% 10.2% 10.9% 12.0% 11.6% . 11.2'0/0 

".f' 

Program AdmInistration 1.8 1.9 2.0 2.1 2-4 2.3 4.90'" 

$100 
2.1% 
7.7% 
0.0% 
3.2% 

. 35.7 

$100 
2.9% 

. 3.9% 
3.4~ 

'3.3% 
. $43.70 

$100 
2.9% 

-1.6% 
3.4~ 

5100 $100 
2.8% 2.9% 
-1.~ -1.~ 
3.4% 3.4% 
3.4% 3.4% s\') 

.00· $58.90' .,"ii. ! 

MEDICARE TOTALS: 

MandatOI)' Outlays 178.2 199.1 219.4 240.4 263.4 288.1 10.1% 
Discretionary Outlays 3.Q U U U M U 4.9% 
Tota' Outlays 181.1 202.2 ·m..7 243.9 267.0 291.9 10.00/0 

Total Premium ReeeJpts ·20.1 -20.3 .22,.0 -24.5 -2.6.1 -27.3 6.4% 

Net Outlays (Total-Receipts) 161.1 181.9 200.7 219.4 . 241.0 ~.e 10.4% 
:..,. t~ 9 (p - 6 0 : '1. g'~.. ;:n 

, 
(~r:r•.;...J't: .' I'fI'.J e. .CtI-'-"t. ..,. 

n:v~ 
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2. I?... '5-z.. 'l. >"  AverageCSO February Baseline: MEDICARE Annual 

Outlays by fiscal year, Rate of 


in billions ofdollars. 1995 1996 1997 1998 . 1999 2000 Growth 


PART A:. HOSPITAL INSURANCE (HI) 

TOTAL HI 0Ull..AYS 
Annual Growth Rate 

113.6 
10.5% 

125.4 
10.4% 

136.8 
.9.2"'k 

148.3 
8.4% 

1602 
8.1% 

172.5 
7.7% 8.7% 

TOTAL HI 6SNEFrTS 
Annual Growth Rate 

112-0 
10.3% 

123.7 
10.4% 

135.2 
9.3% 

14S.6 
8.4% 

158.5 
8.1% 

170.7 
7.7% 8.8% 

HospitalsIHMOs 
Annual Gn::r.vth Rate 

86.4 
7.z;A:, 

93.1 
7.SOk 

100.1 
7.S% 

107.5 
7.4% 

115.6 
7.5% 

124.0 
7.3% 7.5% 

Hospitals 
Annual Gro'Nth Rate 

79.0 
5.2% 

83.5 
5.7% 

882 
5.6% 

93.5 
6.0% 

992 
6.1% 

104.8 
5.7% 5.8% 

HMOs 
Annual Gro-wth Rate 

1.4 
35.6% 

9.6 
30.3% 

11.9 
23.7% 

14.0 
17.6°A, 

1S.4 
17.3% 

19.2 
16.9% 21.1% 

Hospice 
Annual Gro'Hth Rate 

1:9 
39.9% 

25 
32.0% 

3. , 
24.0% 

3.7 
18.0% 

42 
15.0% 

4.7 
12.0% 20.0% 

Home He21tl"l 
Annual Grov.1h Rate 

14.7 
212'k 

. 172 
17,20"" 

19.8 
15.1% 

22.2 
11.1% 

242 
9.1% 

26.2 
8.4% 122% 

SNF 
Annual Growth Rate 

9.0 
28.4% 

10.6 
19.7% 

12.2 
12.3% 

13.3 
9.3% 

14.5 
8.7% 

15.7 
8.6% 11.7% 

Discretionary Administration 
Annual Gro'M.h Rate 

1.2 
-3.6% 

12 
42% 

1.3 
5.1% 

1.4 
5.00/0 

1.4 
5.0% 

1.5 
5.0% 4.8% 

Mandatory Administration 0.3 0.4 0.3 0.3 0.3 0.3 0.2% 

Part A Information; 
PPS Hospitals 
Noo-PPS HospitalslUnits 
Indirect Teaching Payments 
Direc:t Medic:al Education Payments 
Inpatient Capital F>ayments 
Disproportionate Share Payments 
HI Trust Fund Income 
HI Trust Fund Surplus 
HI Trust Fund 8alance (EOY) 
HI.Oeductib/e (In CY dollars) 
Part A FY Enrollment (in millions) 
PPS Market Bask.et Increase FY% 
PPS Update Factor (average) 
Monthly Premium (in CY dollars) 
Premium Receipts 

68.6 
10.4 
3.S 
1.9 
7.8 
3.4 

116.6 
3.0 

131.7 
$716 
37.0 

3.6% 
2..0% 
S261 
SO.9 

72..2 
11.3 

3.8 
2.1 
9.4 
3.5 

123.0 
·2.4 

129.3 
S736 
37.S 

3.8% 
1.SOk 
S2B3 
S'.O 

75.9 
12..3 
4.0 
2..3 

10.2 
3.7 

127.5 
-9.4 

119.9 
$764 
382 

3.7% 
3,,2Ck 
S304 
$1.1 

79.8 
1.3.S 
4.3 
2:.5 

10.9 
3.9 

133.0 
..15.3 
104.7 
$SOC 
38.7 

3.6% 
3.6% 
$324· 
$1.2 

83.9 
15.2 
4.6 
2.7 

,1.6 
4.1 

138.1 
-22.2 
82..5 

S83S 
39.2 

3.S% 
3.6% 
S34S 
$1.3 

88.1 
1S.7 
4.9 
2.8 

12.3 
4.3 

143.2 
-29.3 
532 

$872 
39.8 

3.6% 
3.6% 
$:367 
$1.4 
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Introduction
I 


Older Americans support deficit reduction and they want a strong economy for their 
children and grandChildren. But they also understand that financial securitY - for 
themselves and their families - is dependent upon adequate and affordable heaHh 
care coverage. 

AARP believes that deficit reduction should be fair and balanced, We should strive 
to k.eep our economy on a steady path of deficit reduction, but we should notjeopardize 
the Medicare and Medicaid programs and the financial security they provide in the 

process. . I. 

The Fiscal Year 1996 (FY96) Budget Resolution proposes to take nearly half of 
the deficit reduction of the next 7 years out of Medicare and Medicaid. In both 

, programs these arethe largest cuts ever proposed, and in Medicare the proposed cuts 
are far more than what is needed, to keep the programs solvent for the next decade. 

!, 

As Congress struggles to meet its arbitrary deficit reduction deadlines and targets, 
hasty and ill-considered policy decisions' are almost inevitable. Medicare and ,', 

, Medicaid beneficiaries will end up paying out-of-pocket what the programs will no 
longer pay. 

The Medicare and Medicaid programs are not perfect. Changes are appropriate. 
Indeed, they must begin this year. A better approach recognizes thatthe Medicare and 
Medicaid programs will need to adapt to changing needs and budgetary constraints. 
But these changes should be carefully thought out, with C()nsiderable input from ' 
beneficiaries who understand fully what these changes will mean forthem and for their 
children and grandchildren. 

I 



i~ 

; ! , , CONGRESSIONAL BUDGET . RESOLUTION 
Ii COULD DEVASTATE MEDICARE BENEFICIARIES 
I 

j 

Congress has proposed unprecedented reductions in Medicare spending as part of the 
FY96 Budget Resolution; The proposal would reduce Medicare by.$270 billion overthe 
next seven years .. These reductions are neany three times as large as the redudion 
enacted in the Omnibus Budget Reconciliation Act of 1993 (OBRA93}.('I) 

This document describes illustrative increases in beneficiary out-of·pocket costs under 
the resolution and the impact these cuts would likely have on the average older 
American. 

How Much More Will Beneficiaries Pay? 

• 	. AARP estimates that these proposals to reduce Medicare spending would mean 
that the average Medicare beneficiary would pay approximately $3,400 more 
ot.tt-of.pocket over the next seven years (see Chart 1).12:. Estimates are based on . 
the assumption that one-half of proposed Medicare spending reductions come 
from beneficiaries. 

. 	 .. 

What Are Beneficiaries Paying Already? 

• 	. In 1995, the average older beneficiary will spend about $2,750 out-of·pocket to 
cover the cost of Medicare premiums, deductibles, coinsurance and the cost of 
services not covered by Medicare -like·presaiption drugs and preventive care. 
This does not include the enormous cost of nursing home care, which is near1y 
$40,000 a year. Even without any changes in Medicare, these older beneficiaries 
are already projected to spend more than $25,500 out-of-pocket for health care . 
costs· over the next 7 years.(3) Under the Budget Resolution, an average 
beneficiary would end up spending a total of about $29,000 over seven 
years :- an increase ofabout $3,400.. 

How Will Beneficiaries Be Affected? 

• 	 To achieve the Medicare spending reductions in these proposals, costs that are 
cur.ently paid by the Medicare program would probably be shifted to Medicare 
be~eficiaries in the form of higher premiums, deductibles and coinsurance. 



nese could include: 
.. 	 a higher Medicare Part B premium; , 

an Increase in the annual Part B deductible to $150,indexed to pro
gram growth; 	 , 

-	 a new 20 percent home health coinsurance; 
.. 	 a new 20 percent coinsurance for skilled nursing facility care; • 
.. 	 a new 20 percent lab coinsurance; 
.. 	 a new income-related premium for higher-income beneficiaries 

All 	of these options have been under review in the Congress this year. 

What Will These Additional Out-of·Pocket Costs Mean to Beneficiaries? 

1)A Higher Medicare Part B Premium 

CU!'7ently, the Part B premium is intended to approximate 25 percent of Part Bcosts. In 
195:5. the premium is $46.10 per month, $553.20 annually. It is estimated to grow to 

,'$60.80 per month,' $729.60 annually, by 2002. The premium is deducted from most 
beneficiaries' Social Security checks. The remaining 75 percent ofPart Bcosts are paid 
from general revenues. , ' 

When Medicare was enacted in 1965, the Part B premium was set at 50 percent of, 
program costs. In 1973, In an effort to keep health care costs from consuming more and ' 
more of beneficiaries' income, Congress limited the percentage growth in the Part B 
premium to the annual increase in the Social Security COLA; the share of costs paid by 
premiums declined thereafter until it reached roughly 23 percent in 1982. Since 198,2, 
Congress has set the Part B premium to equal or approximate 25 percent of program 
costS. ' 

, 	 , 

• 	 The Budget Resolution could substantially increase the Part B premium paid by 
Medicare beneficiaries thereby shifting higher health care costs to Medicare 
beneficiaries. Under the proposal, the premium is estimated to jump to $97.70 
per month,or $1172.40 annually by 2002. That is $442.80 more than the benefI
ciary would pay under current law. Over the next 7 years, most Medicare benefi
ciaries would pay an estimated additional $1,590 for the Part B premium alone. 

2) An Increase in the Medicare Part B Deductible to $150 -Indexed to Part B 

Program Costs 


Each year, all Part Benrollees pay the first $1 00 in approved charges for Part B services. 
This annual Part B deductible is not indexed. Roughly 80 percent of Part B enrollees 
me-st the PartB deductible. 	 ' 
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• 	 Ir,::'"easing the Part S deductible from $100 to $150 would present a significant 

ba:i~r to access for lower income beneficiaries. Moreover, anticipated reduc

ti:-..... s and changes to the Medicaid program make it increasingly unlikely that 

Medicaid would pay the additional costs tor low-income individuals. 
, 	 .' 

• 	 In:exing the dedudible would increase out-ot-pocket costs for the average Medi

C3.--e beneficiary for each succeeding. year. Under the Budget Resolution, the· 

de-:luctible could grow from $100 today to $270 by 2002. For beneficiaries, the 

totaJout~of-p6ck.et increase for the deductible over the 7 year period would be 

$304 per beneficiary. Even those beneficiaries with Medigap plans covering the 

Pa"'t B deductible would not be immune to the increased out-Of-pocket costs, 

sir~~. Medigap premiums would likely increase to cover the cost of the higher 

deductible. 


3) 	A New 20 Percent Medicare Home'Health Coinsurance 

For a oeneficiary to qualify for Medicare home healthcoverage,a physician must certify . or 

that the care is medically necessary and that the client is homebound and in n~ed ofonly 

intermitt~nt or part-time skilled care (Skilled nursing or therapy) .. In '1996, about 3.8 


. million Medicare beneficiaries will use home health benefits. Approximately two-thirds 

ofMe:icare home health users are women; almost two-thirds are over·age 75. Under 
cu~ law, there is no coinsurance for persons who use Medicare home health services • 

.. This is intended to encourage th.e use of more effective, less costly non-institutional 
services. 

• 	 A new 20 percent coinsurance would require the average home health user 

to pay an additional $900 in 1996 and almost $1,200 out-of-pocket in 2002. 

The very frail individuals who need and use home health care the most, over .. 

700,000 Medicare beneficiaries in 2002, would pay an annual coinsurance of 

over $3.800 in that year. 


• 	 Impo~inga new out-of-pocket payment would be a "sick tax" on the most frail 

and v~lnerable elderly and disabled Amelicans - those who can leastafford It. 

Almost 80 percent of aU Medicare home health users have annual incomes of 

less than $15,000 (see Chart 2). Approximately 24 percent have incomes be

tween 1 00 percent and 150 percentof the federal poverty line (almost one million 

benefiCiaries in 2002) ~ too high to qualify for current low-income protection 

under ,the Qualified Medicare Beneficiary (QMS) program, and too low to be able 

to afford a Medigap policy to cover these new out-of-pocket costs. As a result, 

rna,y would lose access to these necessary services. 


,. 

Unde.- the current QMB program, individuals with incomes below 100 percent of the 
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Fe:--:eral poverty line ($7,360 for singles and $9,840 for couples in 1994) would be 
eli; :;Ie to have Medicaid pay the new 20 percent coinsurance. Unfortunately. the OMB 
pro;:-am provides inadequate protection even for those who are eligible, primarily as a 
resuttof inadequate outreach. In addition, anticipated redudions and changes in the ' 
Me-=icaid program make it increasingly unlikely that Medicaid will continue to pay for 
qua :fied Medicare beneficiaries (QMBs) in many states. ' 

• 	 Sfnce physicians are responsible for 
determining eligibility for Medicare home 
:1ealth coverage, a new beneficiary coin.;. 
surance is not an effective method for 
controlling potential inappropriate utiliza
tion. 

• -ne 20 percent CQinsurance proposal is 
.. :>enny Wise and pound foolish- because 
~any beneficiaries who could not afford 
::.ie coinsurance and, as a result,failed to 
receive ne~ed services would be forced 
into nursing homes or hospitals. Those 
who could afford the new coinsurance 
'would also spend down to Medicaid 
eligibility levels more quickly. As aresutt, 
states and the federal government could 
end up having to spend more than they 

, would without the new coinsurance. 

• 	 There appears to be significant fraud and. 
abuse in the Medicare home health pro
gram. Before making older Americans 
pay more, this fraud and,abuse must be 

CASE STUDY 

Imposing a New,20 Percent Medicare 
Home Health Coinsurance•••• 

The typicalMedicare benefidaiywho needs 
homeheaHh care is a lower: income woman 
overage 75. To illustrate the impact ota 20 
percent home health coinsurance, .let us 

, take the' hypothetical example of Mrs.. 
Jones, who is an 8Q..year-old widow and 
hasan annual income of$10,OOO (approxi- . 
mately the median income level for home 
health users). Mrs. Jones curfently spends 
about S3,CXXl per year out-ot.pocket on 
her health needs (a typical amount for an 

. SO-year old). She has too much income to 
qualify forOMS protection. but not enough 
to be able to buy a Medigap policy, If Mrs. 
Jones were forced to pay an additional 20 
percent homehealth coinsurance. herout
of-pocket health costs in· 1996 would 
increase from 53,000 to $3,900. This 
would leave her with about $6.100, or 
approximately $500 per month to pay, for 
her basic needs for food. clothing and 
shelter. 

significantly reduced. It is not fak to force beneficiaries to make percentage 
payments based on artificially inflated costs that may have been fraudulently 
incurred. . . 

4) 	 A New 20 Percent Coinsurance for Medicare Skilled Nursing Facility (SNF) 

care 


. Under"current law, beneficiaries are eligible to receive up to 100 days of Medicare- . 
covered skilled nursing facility (SNF) services following at least three consecutive days 
in a hospital. Beneficiaries must need "medically necessary skilled services" to receive 
coverage. No coinsurance is imposed for the first 20 days of covered care. For days 



, " 

21· ~ D·:, beneficiaries must pay $89.50 per day (one-eighth of the Part A Hospital 
ded~~ :;,le). On average, Medicare beneficiaries who need SNF care receive about 30 
days c~ coverage. Typical diagnoses forSNF users are hip fracture and stroke. 

• 	 Imposing a 20 percent coinsuran'ce amount for all covered days means that the 
vas: majortty of SNF users wfll have to pay more out-Of-pocket to receive needed 
ca"'e. ,This is because the average length of coverage is about 30 days, and 
under current law, no coinsurance is imposed for the first, 20 days. 

• 	 A "..~jor concern is that lower income beneficiaries will not be able to afford the 
coirl.surance and may be denied access to needed rehabilitative services in a 
SNF. This is particularty true if the proposal to cap and block grant the Medicaid 
pros:-am is enacted, because tt would seriously jeopardtze the only low-income 
protection available under current law ~ the Qualified Medicare Beneficiary , 
(Q~IS) program (see Medicaid section). Without this help in paying for SNF 
co!~surance, many low-income stroke and hip fracture victims would not. be able 
to g:t the rehabilitation they need, and could end up spending additional days in 
the hospital or needing to be readmitted to the hospital. ,"

5) 	A New 20 Percent Coinsurance for Medicare Laboratory Services 

Cu~y,Medicare beneficiaries do not pay a coinsurance for laboratory services. Labs 
are paid on the basis of a fee schedule and are required to accept Medicare payments' 
as full payment. 

• 	 Since physicians order laboratory tests - not beneficiaries - a 20 percentcoin
. surance could present a shift in costs for services over ~ich beneficiaries have 
no control. 

• 	 Many lab tests are low cost - under $15.00 or $20.00. In some cases it probably' 
will not be cost effective to collect a coinsurance. 

6) 	 A New Income-Related Premium for Higher Income Medicare Beneficiaries 

Currerr:Jy the Part B premium is intended to approximate 25 percent of Part B costs, 

and it is not based on beneficiaries' income. 


• 	 As a result of the Budget Resolution, Congress could impose a new, income

rela~ed premiiJm for beneficiaries with incomes above $125,000 (Singles) or 

$150,000 (couples). Some propose setting these threshholds as low as $55,000 

for a single. . . 




" . 
• 	 At the highest income categories, beneficiaries would pay triple the amount they 

':lOW pay for the Part B premium:' If the income threshoids for the proposed high
: :lcome premium are not indexed. each year a greater percentage of Medicare 
:'eneficiaries would be required to pay the new, higher premium. In the future, 
Congress could simply choose to lower the income threshold, thereby increasing 
revenues. 
. . 

• 	 At the same time that an income-related premium would be imposed on Medicare 
beneficiaries. federal subsidies for health care costs for those under age 65 
would continue, regardless of an individual's income. These subsidies come in 
the form ·of the tax deduction for employer-provided health insurance. As a resurt 
of the savings target under the Budget Resolution, Congress could impose higher 
hearth costs on higher~income older Americans but woutd continue federal subsi
dies for corporate executives, middle-aged millionaires, and Members of Con
gress. A May. 1994 Price Waterhouse analysiS estimated that reducing federal 
subsidies for higher-income individuals under age 65 in the same manner as for 
Medicare beneficiaries would resutt in federal budget savings that are four times 

. as large as the Medicare income-related premium savings. 

I 

7) Beneficiary Access to 'Care could be Jeopardized 

, Medicare beneficiaries' access to needed health care could be seriously hurt by the 
un'precedented reductions in Medicare spending included in the FY 96 Budget Resolu
tion. Forthe average older American. the $270 billion in Medicare spending reductions 
win mean: . 

• 	 Increased Out~f·Pocket Costs That Could limit Access to Services: For 
the average beneficiary. the proposal to reduce Medicare spending could cost 
'about $3,400 more out-of-pocket over the neXt seven years in the form of higher 
premiums, coinsurance and deductibles. For many beneficiaries - particularty 
those with low incomes -:- the additional costs are on top of the $2.750 theyal
. ready pay out-of-pocket for hearth care in 1995. Older Americans spend roughly 
20 percent of their income on health care - nearty three times as much as those 
under age 65. Increasing out-of-pocket costs could mean that fewer beneficiaries 
would be able to afford the care they need and many would be forced to wait until 
a Condition worsens and care is even more expensive., 

• 	 Spending Cuts That Could Limit Access to Providers: As physician pay
ments are reduced, many doctors will try to shift more costs onto Medicare ben
eficiaries. One IikelY"'Nay for this to happen is through the elimination of:the 
Medicare balance billing limits. This change would allow doctors to charge ben
eficiaries significantly more than what Medicare approves. If this happens, many . 
older Americans wciuld no longer be able to afford to see their doctors. In other 
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cases, physicians may find that it is no longer profitableto treat Medicare pa
tiefT':.S, leaving beneficiaries without access to a doctor. Still other beneficiaries 
maJ,'have to travel long distances for hospital care since many hospitals across 
the cOuntry - particularly in rural areas - would be forced to close. 

, . 

• 	 Spending Cuts That Could Limit Access to Health Plans: The'level of spend
ing reductions included in the Budget Resolution could resutt insubstantially 
higher premiums for beneficiaries who choose to remain in. traditional fee-for
serviCe Medicare. Some beneficiaries might no longer be able to' affotd to stay in 
fee-for-service and would be forced into managed care. 

8) 	Medicare caps could be Imposed 

• 	 'Structure 
Members of Congress are considering a Medicare spending -cap· as one method 
for achieving budget savings. Under this approach, yearly spending limits or 
targets would be established for the Medicare program. This cap could take one 
of , several forms: a total spending limit for the program, a limit on the annual 
growth rate in the program; or a per capita spending limit. The cap could be fixed 
in law or determined on a yearly basis. 

Am'.Jal Medicare spending would then be'measured against the cap. , Under one 
approach, known as a "look-back,· adual Medicare spending would be com
pared with the target at the end of each year. If actual spending exceeded the 
target, then Medicare spending for the following year would be reduced by the 
amount eXceeding the target.· 

• 	 1m pact on Beneficiaries 
, A Medicare cap would have a direct bearing on Medicare beneficiaries. If Medi
care spending exceeds the yearly cap, automatic cuts in Medicare spending 
would likely translate into higher out-of-pocket costs for Medicare beneficiaries
in the form o'f higher premiums, coinsurance or deductibles - as well as reduc.
tions in payments to hospitals and doctors which would affect beneficiary access 
to services. 

Advocates of a Medicare cap claim that this k.indof target is necessary to keep 
program spending in check. However, for the average beneficiary - who has little, 
control over Medicare program spending - this would mean an even greater out
of-pocket burden for Medicare services. ' 

(1) This a..-.alysis is based on the June 22, 1995 Budget Resolution Conference Agreement. 
C2llncreased out-of-pocket costs are averaged across all Medicare beneficiaries. 
('3j Out-of-pocltet health costs include all health care expenses of non-institutionalized older individuals 

excep:lt t":::>se paid by Medicare. Medicare and private premiums, and preScriptions drugs. for example, are 
consid s::-ed out-of-pocltet costs. Data are based on December, 1993 CBO projections of population sub
gro:.:;::s ~;tj National Health Accounts data by type of service and payer. 

AA::':; =-'::-jeral Affairs 
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, Chart 1 

Comparison of illustrative Increases in Average 
Beneficiary Out-of-Pocket Costs under the Congressional 

, Budget Resolution 

:l\'er the seven year periocL 1996-2002~ average costs would increase by $3,400 
per beneficiary. 

6 , S5.368 

-  ,

:5 1= 

1996 1997 1998 '1999 20002001 2002, 

I :J Current Law • Budget Resoh .."!:ion I 

Sources: 

;:... "Coming Up Short: Increasing Out-of-Pocket Health Spending by Older Americans." 
?repared by AARPlPublic Policy Institute, April 1994; Updated February 1995. , 

:-, Prepared by A.ARPlFederal Affairs based on information from "Rducing the Deficit: 
~ :'e!1cing and Re\'enue Options.", Congressional Budget Office, Fe::-..:,ary 1995, 



·. 

...

2 1, 

1992 Income*ofMedicare HOlTIe HealthUsersl 


(21.0%) Above $15,000· . (24.0%)Below $5,000 . 

(20.0%) $10,000-$15,000' 

~__ -----// (35.0%) $5,000-$10,000 

* Self-reported by income categories, including spouses' income. 

Source: 1992 IICFA Currcnt Bcncficinry Survey, AARP Fcderal Affairs 
\ 



-AARP" ", ,', 	 ' 

.~~ just THE FACTS . • • • 


Unprecedented Medicaid Reductions Could Eliminate 

Health Insurance Coverage, For Many Vulnerable Americans 


The Fr' 96 Budget Resolution includes the largest Medicaid reductions In the history 
of the program -$182 billion in savings over the next 7 years_ In the year 2002 alone, 
the b~:jget proposal would reduce projected federal Medicaid spending by $54 billion, 
a red ",,::tion of about 30% below what the government estimates it will cOst to run the 
prog ra.1 I delivering the same services and benefits that it does today~ The annual 
Medicaid growth rate would be capped, gradually reduced to a 4 percent rate of growth 
:--Iess than half of the current 10 percent growth rate. In addition, the Budget Resolution 
antici ::.ates that the entire Medicaid program would be turned intc a "block grant" to the 
sta:e.s. 

Medicaid is the health and long-term care safety net for Vulnerable children, older and 
,	disabled Americans. More than 4 million older Americans depend on Medicaid for 
coverage qf preventive care, prescrtption drugs, nursing home and home and commtr 
nity-cased long-term care. Medicaid also assists over 2 million 10w~income qualified 
Med,icare beneficiaries (aMBs) by paying their Medicare premitms (if income is below 
120 percent of poverty), deductibles and coinsurance (if income is below 100 percent 
of poverty). In addition, mote than 15 million low-income children are covered by 
Medicaid, most of whom live in families where at least oneadutt is employed. 

Budget reductions of this size will have enormous consequencesJor these vulnerable 
AmerPCans: 

.' 	The number of families without basic health insurance would likely Increase 
dramatically. HQw individual states would respond to the proposed cuts would 
va::y by state. but some things are clear. It is unlikely that states will raise taxes 

, or shift money from education or prisons to make up for the federal reductiOns. 
S~e states are likely to respond by cutting their own Medicaid spending as well. 
Ac::xlrding to estimates by the Urban Institute. 'in the year 2002, rnorethan 
8 million Americans could lose their Medicaid coverage as a result of these 
proposed redudions. 

• 	 'Many older Americans would likely lose coverage for long-term care. Med
icaid is most Americansl sole protedion against the high costs of long-term care. 

,A~ut 35 percent of Medicaid spending goes for long-term care and Medicaid 
pa~.'s for more than half of the nationls nursing home costs. Many wh() need long



term care start off as taxpaying, middle class Americans. When chronic illness 
strikes. they must "spend down" their life savings until they are eligible for the 
~_·edicaid long-term care ·safety.net." According to estimates by Lewin-VHI, in 
the year 2002. over 2 million Americans could lose their Medicaid coverage 
for long-term care as a result of the proposed reductions. 

Some greater state flexibility could hel p Medicaid - but block9 rants, like the proposed 

reductions, go too far. There remain substantial· opportunities for simplifying the 

program and making coverage more rational. AARP would support greater state 


. flexibility when it would expand coverage, improve services, orcontain costs without 

jeopardizing access or quality. Repealing essential federal consumer protections, 


. however, could result in great harm to older Americans~ 

AARP Federal Affairs . 

~;.t;5 

http:safety.net


" 

, 06/27! 9 5 0 9 : 25 'a'202 

, " 

PHONE: 

,: ,Phone: (202) 690-
(202) 690-6870 

401. i J 21 HHS ASPE/HP tt!:J VVJ..I vV-.J 

" ," 

DEPARTl\1ENT OF HEALTH 'AND Iri:nv.tAr; SERVICES 
ASSISTANT SECRETARY FOR PLANNINGANDEVALtJATION 

OFFICE OF 'HEALTH POLICY" ' 

. ',- , 
:t· ,,:-.:;-' .~ "-.......'~ 


( 

(202) 690-6870 FAX; (202) 401-7321 

Date: 

To: 

____ Phone: 
----~------------

:::,::FAX: ' (202) 401-7321 Fax: .,- " 

". ::. , .' 

!\-:::" '.. 

,::' : Number of Pages (Including Cover): ___ 

Conunents: ,. ... '......., 
, " "'''" tItIt.f" tJrf'!4 t ...,'~T 



06/27/95 09:26 '5"202 401 .7321 , HHS 	 ASPE/HP ...... JENNINGS 141 0021003 
~. II 

, . ' MEDICARE GROWTH RATE COMPARISONS 

The attache'd table shows: (1) the Admi:i'listration and CBO baseline spending, (2) the 
Administration's Proposal's savings and spending, and (3) the Budget Resolution Conference 
Agreement savings and spending. There are two issues that should be kept in mind when 
comparing growth rates under the proposals: (1) differences in baselines and (2) gross versus net 
baseline spending groWth rates. 

• 	 Differences in Baselines: , , 
The Administration Proposal's Medicare savings are based on'the Administration's ' 
baseline, while the Budget Resolution Conference Agreement's savings are based on the 
CBO baseline. It is difficult to compare these savings estimates for two reasons: (1) 
~baseline differences. and (2) pricing differences. ' 

o 	 If the Administration and the CBO used exactly the same methodology to price a 
proposal, their estimates could differ due to varying projections of current 
spending, or "baselines". In some areas, such as inpatient hospital expenditures, 
the baselines are similar so that pricing ofpolicies may be similar. However,'in 
other areas like home health expenditures, there are significant baseline 
differences which would affect pricing. 

, , 	 .., 

o 	 Differences in interpretation ofthe policies, and assumptions about beneficiary or 
provider behavior also affect pricing. For example, the CBO had lower pricing of 
the Medicare prescription drug benefit proposed in the Health Security Act -
despite a higher estimate 'of baseline spending -- since the CSO did not assume as 
large an increase in the demand for prescription drugs as the Administration. 

-Gross versus Net Medicare Spending: Medicare spending can be shown in two ways: 
gross benefit spending or benefit spending net of premium receipts. The growth rates are 

: different for the twq types of spending because th~ premiwn receipts are not growing at 
the same rate as overall·benefit spending . 

. 0 ' 	Gross Spending: . Gross spending measures total Medicare program spending on 
behalfof beneficiaries .. ll1is is more comparable to the privat,e growth rates, since 
both gross spending and private spending (as shown in the Administration'~ and 
CBO's national health expenditures) include all spending on behalf of 
beneficiarIes, regardless ofpayer. The Budget Resolution Conference 
Agreement's figures released by the Republicans on June 23 are gross spending 
projections. 

: 0 	 Net Spending: The net spending represents only the Federal govenunent 
spending .:. notth.e beneficiaries' premium spending -- for Medicare: Net 
spending is shown in the Function 570 savings and spending projections released 
under the House and Senate Resolutions in May, and the President's Proposal 

. projections released in June. However, . the Budget Resolution Conference 
Agreement's spending projections are gross spending. There is no way to 
calculate the net spending unq,er the Budget Resolution Conference Agreement 
without the Republicans' premium proposals, which ~ave not been released. 
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•MEDICARE SAVINGS , 0 

(Dollars in billions, fiscal years) 	
~ 

""
N 
-a 

1995 1996 1997 1998 1999 2QGO 2001 2002 2003 2004 2005 96-00 96-0Z 96..05 ""
(t) 

~ CJJ 

ADMINISTRATION BASELINE 
Gross Spending (Induding Premiums) 174.5 195.0 213.5 232.7 253.7 276.1 300.7 ~ 327.5 355.9· 369.2 ~ 425.0 ~~ 

0Growth 11.7% 9.5% 9.0% 9.0% 8.8% a.9% 8.9% 9.0% 9.0% 9.2% 9.1% 9.0% 9.0% 	 (t) 

N
Net Spending (Excluding Premiums) 154.4 174.6 191.8 206.6 2.28.1 249.4 272.7 298.3 326.5 357.4 31)1.7 .~ 

Growth 13.2% 9.6% 6.7% 9.4% 9.3% 9.4%' 9.4% 9.4% 9.5% 9.6% 9.3% 9.3% 9.4% 

CeOBASEUNE 
Gross Spending (Including Premrums) 176.0 196.6 219.1 240'- 263.1 287.6 315.0 345.0 379.0 415.0 456.0 cD 
Growth 11.6% 10.3% 9.6% 9.6% 9.4% 9.5% 9.5% 9.9% 9.6% 10.1% 9.7% 9.6% 9.7% ..0 '" 

N 

Net Spending (Excluding Premiums) 156.1 1n.7 197.5 215.9 237.3 260.8 2B6.6 315.2 347.2 38U 423.8 
0 "'" Growth ~ 13.0% 10.5% 9.3% 9.9% 9.90'<; 9.9% 10.0% 10.2% 9.8% 11.2% 9.9% 9.9% to.1% 	 ..... 
-a 
<:.I 

Administration Proposal (Admin. Baseline) ..... N 

Gross SJ)€mlin.g (Including Premiums) 174.5 191.7 208.0 223.5 238.1 253.6 270.8 289.2 312.2 335.4 359.1 
Growth 9.9% 8.5% 7.4% 6.6% ~6.5% 6.8% 6.6% 7.9% 7.4% 7.1% 7.2.% 7.1% 7.2% 

Ne1 Spending (Excluding Premiums) 154-4 171.5 t86.3 199.4 212.6 226.9 242.8 26{).0 281.7 303.5 325.8 

Growth 11.1% 8.6% 7.0% 6.6% 6.7% 7.0% 7.1~{' 6.3% 7.7% 7.3% 7.2% 7.2% 7.4% 


~~avlllgs 	 -3 ·6 -9 ·16 ~-23 ·30 -38 -45 -54 ·66 -56 -124 -289 
=:
=: 
VI 

Budget Resolution SpendIng (CeO Baselin&) >
. Gross Spending (Including Premiums) 178 191 202 214 ~226 239 255 274 291 309 328 	 VI 

'"tIGrowth 7.3% 5.8% 5.9% 5.6% 5.8% 6.7% 7.5% 6.2% 6.2% 6.2% 5.8% ~ 6.2"},,, 6.2% 	 tTl 
""=: 

SaYings ·6 ·18 -27 ·37 -49 ..QO -71 ·86 -107 -130 ·139 -270 ·595 	 '"tI 

Net SJ)€odiflg: NOT AVAIlABLE. 

~ 
rrolE:: Es1inwoos for 2003-200!>1c. !he 9udgel Raso\.lIion were nDl .."all5bla. lhe "wrage gl"O''''t. (Sis \112' used 10 esUm,,'e Ihe epoodng in Ihose yo:>ars. 	 ~ 
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