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THE WHITE HOUSE 

WASHINGTON 

November 27, 1995 

INFORMATION ' 

FROM: Carol RasC~~ .. 

SUBJECf: 0cademic Health Cente~and Budget Strategy 

. I. SUMMARY 

After reviewing John Young's (Co-Chair of the President's Committee of Advisors on 
Science and Technology) letter and suggestions on how to support academic health 
centers, you asked for an update of where our health/budget policy and strategy stands 
with regard to this issue. Chris Jennings has provided us with the following update: 

By any definition, academic health centers would fare better under your balanced 
budget plan than they would under the Republican's budget. However, gespite 
personal appeals by Leon and other senior White House officials, the association that 
represents academic health centers nationally '-- the American Association of Medical 
Colleges (AAMC) --::- has refused to be publicly critical of the Republican plan. 

, Out of fear that the academic lie:alth centers would play the "quality" card, the 
Republicans actively courted their support (or at least non-opposition). Their 
~Qtiations px:oduced a $13.5 billion Gradllat:c..Medical Education L.~ME)ti=uSt ~. 

~( 
The source of financing the new Republican GME fund is unclear and certainly may 
not be permanent. Even if one assumes the new account will be fully funded, it 
would DOt come close to offsetting th~ dee.p. Republican 'Medicare and Medicaid cuts 
.~hat will hurt academic health centers. M£reover, it would still leave these institutions 
in much worse shape (at least $4-5 billion'over seven years) than they would find 
themselves under your balanced budget plan. 

Despite acknowledging the above shortcomings, the leadership of the AAMCfears 
alienating the Congressional Republicans. (The AAMC also says they f~ar their 
silence on the budget front may harm their relationship with the Administration.) 
However, we do not anticipate a change in their "play both sides of the track" strategy 

i -- at least until later in the game. . . 

\ 
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• l' . , Not all'representatives ofaCaderriic health, c~'nt~rs 'h~ve remaiped: silenta~~u~~he' 
RepubliCan health' Care, cuts. , Those froin Bostbn and New York ~ave,beeil cr~tiCaI; but, 
'the~lite national~t¢ssiar~ly pi<:ks'iheni:up.':, ,', " ::: ,,'", , ,',~' ,::'.,,' , " ,',' , 

Althou~ s,o~e in~he ~G pri"iltely , ~on6tde that thef'r' staY Hui'ef strat~gy may well 
end up" costing them big inbney,' th.eyhave chosen this course, for three reasons., First, 
unlik~ the Repliblicans~ they, do n9t beli¢ve we would: ever,do anyt~ing that is hpstile 

, ", to th~ir Concerns. SecbQcl,'ihey sllecessfullY"bargained fofthdrsignifica:nt GME trust 
fund~ And l~stly, ,they well understand that' the R~pl1b~icaIi~willb~ draft!ngthe details 
ofaijy final~ealandthey :\V,an't'$<)Jiave.:".friends on the' insii:;le~ whert'they"'da:, ' 
, ~ ,'."', '. ' ~. " " .', ~ ", " ,,'. i.,- ~. - - t,.,. ',. ' :: .' ': , ',.,:'. ," ' 

BaSed on' olir C4rren~ "a¢adem,ic ~~attp;c.ar~ policy:th~ir, Calc!1lat~d, ~sump.tion that we 
, would t(lke careoIth~nlis 'riot iInfoiind~d.. In fact, ~oui proPosal incorpqrc,it~severy , 
, recommendation ritade by Or~ Yot1ng.::. It,:} ~ " " " .. " 	 , : ~', ' : 
, . 	' "',' '., :t. ," .,' '.~": .; ~,:. ~,; ,,' ,,;~~' 

, , , ! 	 ~, ' ': ",'" ':." ' 

:esiaglishes a g~~ Co~niissi~ifto deyelop specific 'p~liciesthat ~ddr~~s th~ ,. " 
iong;':'t~ml"privateandpublic fu.nding:ch(lllepges~aCademic: peaith ceIiter~ face 
.iIi an'i~cre~ingiy cosi'::'consd6iIs ahdc~hjp.etltive e1}viro~ent( :"," ' . 	 .. . , . ",'" 

,,'~ : ',Keep~ '~uts)nGiadu~t~,M~~l'itafEdti~ati'OIf(GMEj~"Di~p~()PorHoriai~ Sh~t~'.: • 
(OSIi),'and M~dl~aid'to a: minimmn(about$12'billion ,iessthan what the .. , 

',,' RepubliCans ,ad~oCate);, and, . ", ' " ";;-,;'<.,~, ' 
" , 	 , ,. • ~", ~ 0 '. 

" 	 ... ~ r .. " ' 

, 

,.' 	 " "Pro~ctively ~esporids,to~h,e ,~qlde~ic: ~~~lt,~' C~Qt~rs;,~umberOIleJegisl~tive.,,' .j. " 

': 	 .'! ,:,:." 

,'" 	 .:' " '". pri~rity -- the, est<:iblishnjent pf '~' ,new, GME 'fund that 'i,s financed., by a' , 
... : . , r~dilction in' MediqlJ"e re~mbuiseinent .• tq HMOs. ' (Mo~t' MedicareHMO~ are, 

, •••• j

!':.-	 , 
".:,' 'noCconir,acting oui' ~ith"acadeiniC health cetitei:s, butare beiIig rdml?urseg by,·' , " 

, M~dica.ie as though they:iu-e;'theriew $5~1 billion fund 'would b~'usedt9'" ' 
~. ,". 

, ' create i~ce1},tiyes f6r HMOstQ:'~Iltract' outw'ith;a~9~n;lic heanhcenters~): ,,' 
, ,. 	 / ~ ,~, • >. . v' ",~. ~:..: l ""~:' •. ,> .' • - ", ". '. I. \; , 

,TIi~ AAMC likes the RepubliCan~~ tius~,,(u~~ concept becau~.e it ope~sthe door'to· the,' .... 
possibilityof non..:.Medic:are geQetatecl fipancial supP0rt-. However; their: first priority·, , 
is the GME fund proposal induded in your balanced, budge~ plan. This is beeau'se, . 
unlik~ 'the. Republican tru~t fund~, they know they, Can cO,unt on th~, moriey being~liere.', . 

. (Not surprisingly" they would like' us' to. support the retentimi of the RepubliCan trust ' 
fund ~-,nomatter~()w little the money.) , " .' ' .. .' , . . , 

I," " 

. We will continue to meet with t4e representa~!ves of the academic health, center' 
co.mmunity to. seektheirsupporUn the upco.ming nego.tiati6ns~' They may come o.n 
board later in the proCess. " ., ... . 

.', ;'. 
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EXECUTIVE OFFICE OF THE 'PRESfoENT " 

PRESIDENT'S COMMITTEE OF'ADVISORS ON SCIENCE AND TECHNOLOGY 
WASHINGTON, O.C: 20500 

November 8, 1995 

President William J. Clinton 10~ Lk:~ 
The White House . b-. ~u:4-t ~ 
1600 Pennsylvania Avenue, N.W. ~nl .~~ ':'4 ~'Ui ~~04. 
Washington, DC 20500 .~/(iJ . \v..r S 
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Dear Mr. President: 	 ~. . ~. 

The significant accomplishments in erican biomedical research and our innovations 
in medical care are widely respected throughout the country and, indeed, the world. These 
achievements have occurred primarily at our Nation's academic health centers. Since World 
War II, the Federal government has played a vital role in the suppon of academic health 
centers and has done so on a bipartisan basis. 

Your Administration's 1994 health care reform plan acknowledged the important 
contribution to oUr quality of life made by academic health centers and provided a 
mechanism to mitigate the loss of significant revenue that these instimtions are now 
experiencing. In the absence of comprehensive health care reform, academic health centers 
are beginning to show signs of serious stress. ' Although they represent only six percent of 
the Nation's non-Federal acute care hospitals, these instimtions provide more than half of the 
care for the indigent and uninsured pop~tions. The prospect of sharp reductions in 
Medicare, Medicaid, and, Disproportionate Share (DSH) expendimres, coupled with the·. 
erosion of clinical reve~ resulting from the emergence of managed care, could have a 
devastating impact on the Nation's capacity to suppon medical research and education and 
the system that provides medical care to its most vulnerable citizens. 

Academic health centers develop the biomedical knowledge and clinical techniques 
needed for new and improved treatments, train ~e Nation's physicians and provide unique 
patient care resources. In the long term, biomedical research conducted in these centers 
offers our citizens the best potential to en.Qance their quality of life and control medical 
expenditures with cost-effective methods for disease prevention and management. 

Historically. the Federal government has assumed responsibility for a majority of the 
suppon for fundamental biomedical research aDd ~duate medical education as a public 

.:~ 	

investtnent that contributes broadly to the health of Americans. In 1995, the Federal 
investment in academic health centers for, biomedical research and education was about one 
percent of total health care expendimres. ' Measured by any standard, this very modest rate 
of investment in an area of extraordinarily rapid advancement in knowledge and technology 
has had a remarkable yield. In addition, the Feder:al government provides, through the '" 
Medicaid and DSH programs, significa.tn suppon for low-income patient care delivered in 
academic health centers. . 

http:significa.tn
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Clinical revenues derived from medical practice programs conducted by the faculty of 
academic health centers have been another very significant source of funds for these 
programs of research, education and indigent care.. Current changes in the health care 
system, including Medicare and Medicaid reform. driven by Federal and State'flscal concerns 
and the emergence of managed care, ~lso threaten to eliminate this critical sUpport for' ' 
biomedical research and medical education. ' 

We recognize the need to slow the rate of groWth in health care costs and endorse 
efforts to address this need. Both ,public 'and private elements of the health care systeni need 
to be carefully examined and restructured to enhance medical efficacy and cost-effectiveness. 
However, it is also essential that in this process, the 'crucial public benefits that are 
contributed uniquely by academic health centers be recognized, and that their continued 
strength remain' an important priority in the ongoing health care·debate. 

A panel of your Committee of Advisors on Science' and Technology (pCAST) 

examined these issues and reached the following conclusions: . 


• :'Sharing the Responsibility - The education ofcompetent physicians: and scientists, 
and the production of new biomedical knowledge and technologies. represent vital public : 

. necessities. 	 To date, only the Federal government has supported these functions explicitly 
through the Graduate Medical Education (GME) mechanisms of the Medicare program •. 
With a few notable exceptions. other payers do not contribute to this support. We affirm the 
principle that responsibility for supporting the missions of academic health centers and, their 
contributions to the well-being of society should be broadly shared by all who benefit. 

, 	 . 

• Care for the Indigent and Uninsured - Historically, academic health centers have 
provided care for a disproportionate share of the indigent and uninsured populations and have 
received a Medicare payment adjustment for this service. It is likely that this responsibility 
can only increase in the developing private and public medical care marketplaces. With the 
trend toward managed care, others are even less likely to provide this service because of its 
resource-intensive nature. 

-, 
• Current Debate -- A satisfactory disposition of these critically important and complex 
issues is unlikely to emerge from the heat of the current public debate, with its intense and 
narrow focus on budgetary concerns. 

. " 
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To support and sustamthe Nation's academic health centers in the 'immediate future 
and.over the -longer term. PCAST therefore respectfully suggests that you consider'the 
following recommendations:' ­

• :Expert Commission - We recommend that an expert commission. credible to the ­
, 	 President, the Congress and the public. be established to develop and recommend speCific 

policies to address the preservation of the research and educational capacity of the Nation's 
academic health centers, and the supply. composition and support of the future health care 
work force. The commission should carefully consider the implementation of an equitable 
mechanism to achieve these-objectives. The commission should also determine the most 
effective way to allocate training funds in furthering the goals of a rational workforce policy 
to ensUre that the numbers and competencies of health care professionals are ~esponsive to 
the Nation's needs. We believe that such an apprmich can best, ensure the future vitality of 

I.q our biomedical research enterprise and the highest quality of our Nation's medical care. 
\ ,." 

• Graduate Medical Education (GME) - In the interim. in revising the Medicare 
program, the Administration should continue to resist disproportionate decreases in the GME 
accounts. Further. the funds for GME that are currently melded into the premiums paid to 
all Medicare managed care providers (the Average Adjusted Per Capita Cost formula) should 
be redirected to accomplish their intended Objectives. This may entail developing a process 
that provides these payments directly to caregivers and institutions that are involved in:, 
graduate medical education. ' 

• Disproportionate Share - If academic health centers ,are to continue their role of 
disproportionately caring for the indigent and uninsured populations. then appropriate 
resources must be, provided. This will aimost, certainly remain a respOnsibility of the 
government. 

PCAST believes that the academic health centers are a national resource, that, together 
with our research universities, must be sustained for the good of the Nation. We hope that 
you will find these recommendations helpful. ' 

President's Committee of 
, 

Advisors 
on Science and Technology 



· .. 

Updating Medicare Benefits to Parallel Private Sector Benefits. In recent years, many 
private plans, particularly managed care plans, have added an array of preventive benefits at 
little or no charge, while the Medicare benefits package has added very few preventive 
benefits. This has resulted in a disparity between Medicare and private sector benefits. 
This proposal updates the Medicare benefit package to make it more comparable to private 
sector benefit packages. 

'Enhanced Quality of Life. Prevention of pneumonia, influenza, and hepatitis B mean 
,enhanced quality of life for beneficiaries who otherwise would have .become ill, some with 
costly medical needs that result from their illness. Higher payments for these injections 
mean that more providers will engage in outreach program to immUnize beneficiaries and 
more beneficiaries will be immunized. Early detection of cancers and other serious 
conditions can result in less costly treatment, enhanced quality of life, and, in some cases, a 
greater likelihood of cure. 
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For jilrtber illlJlti/'y,CU/ltflct AlileriCflll Assoeilltiot) ofRetired PcrS01JS • Com 11111 n ications [)ipisim) 
601 E Street, N. \-i-'. • WaslJilIJTtlJ1l, D.C. 20049· (202) 434-2560 

AARP STATEMENT 
ON THE BUDGET RECONCILIATION ACT OF 1995 

November 16, 19'95 

The American Association of Retired Persons (AARP) remains' very 
concerned about the magnitude of reductions to Medicare and 
Medicaid contained in the conference report to the Budget 
Reconciliation Act. While the report includes some further 
improvements, Congress still has a long way to go. 

The 	Association is pleased that the Medicare Part-B deductible 
remains at $100 a year, as in the House bill. /Butthe total cuts 

L,.... 	 to Medicare and Medicaid over seven years are still,too much, too 
fast, and enforcement of nursing horne quality standards has been 
further weakened in the report. 

care 
v' meet 

r 	 hundred billion dollars in cuts from these two major health 
programs that serve older and 10w-income'Americans do not 
the fairness test. Reductions in Medicare called for in the 

conference report are much more than is necessary to keep the 

program solvent into the next decade. 


Millions of American families depend on Medicare and Medicaid for 
their basic health care coverage, for protection against the high 
cost of long-term care and for financial security. These 
protections, for Americans of all ages, are now at risk. 

" Cutting $164 billion from Medicaid over the next seven years is 
far more than the program can shoulder. Frail, older Americans, 
most of whom are single, elderly women who have worked hard all 
of their lives, and children from low-income families would be 
the,harde~t hit by such drastic cuts. 

At this juncture in the budget debate, it's a shame that a veto 
is necessary, but unfortunately, there is no other alternative. ' 
AARP will continue to work with Congress and the Administration· 
to get fair legislation that ensures future Medicare solvency and 
reduces the f~deral budget deficit ~., . 

III 

r additional information, please contact Susan Schauer at 
202/434-2560. 
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T Health Division T 
Office of Management and Budget 
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Executive Office of the President . 

Please route to: Nancy-Ann Min 	 Decision needed 
Please sign 

Per your request :i::.­Through: Barry Clendenin \ 5t 
. Please comment 

Mark Miller ( 
For your information i 
Informational copies for: 

Subject: Budget Impact of the AMA's "Deal"'with T. Hill, A. Tumlinson, . 
HFBIHD Chrons. the House Leadership 

From: John RiCh, , 
Background. CBO scored the physician payment reductions in the original House Medicare bill 
as saving $26..4 billion over seven years. The Senate bill includes payment reductions scored at 
$22.6 billion over the same period. 

On October to, the American Medical Association,(AMA) announced its support for the House . 
. 	 . 

majority's Medicare plan. Initial press reports,described the AMA's endorsement as the result of 
"winning!concessions \V0rth billions of dollars in future fees for physicians." (Wall Street 
Journal, OctQber 11, 1995, p. A2) 

In contrast, Rep. Bill Thomas (R-Calif.) told reporters on October 10 "that the 'sum and 
substanc(:' ofthe AMA deal would be '$200-$300 mil.' in the ppysician adjustment. ... Thomas 
asserted that the final CBO score for the bill 'will be above' $26 bil. He added that 'there's no 
way we're going that.close to the Senate.'~' (Health News Daily, October 12, 1995, p. 6) 

The Final Numbers: A $300 Million "Deal." The~attached table displays CBO's scoring of the 
physiciail payment reductions in the House Medicare bill as reported by the Ways and Means 
.Committeeand as passed by the House on October 19. The table illustrates three key points: 

• 	 . total savings from physician cuts over seven years are only $300 million lower in 
the final bill than in the original bill; 

• 	 savings in FY 1996 are $300 million lower than in the original bill; 

• 	 savings in FY 2000-2002' are higher in the final bill. 



Two Key Changes in Final Ho~se Bill. The final House bill makes two changes to. the 
. provisions of the original bill: 

1. 	 The 1996 conversion factor for all physician serv~ces'isincreased from $34.60 to $35.42. 
This is the same conversion factor found in the Senate bill. but the seven-year savings are 
notthe same as the $22.6 billion in Senate bill. This is true becaus~ of the second change 

. in the final House bill; . 	 " . 

2. 	 . The floor on physician fee cuts is lowered in 1998 and afterl ., This change allows deeper 
physician fee cuts when spending for physician services exceeds spending targets (Le., 

. the volume performance standard). Based on the larger savings scored by CBO in 2000 
and after, we presume that CBO projects deeper physician fee cuts in 2000-2002 in the 
final House bill than in the original bill. ./", 

. The Physician Perspective: A Sure Benefit in 1996 and Uncertain (ButScorable) Costs in 
Future. By increasing the 1996 conversion factor from $34.60 ,to $35.42, the revised House bill ' 
increases the 1996 conversion factor by 2.4 percent compared to the original bilI.2CBO has 
scored more savings in FY 2000-2002 because of the lower floor on payment reductions, but' 
these savings will not materialize fully if physicians are able to keep increases in voiume and 
spending growth below CBO's predictions. 

Other Berlefits for Orga~ized Medicine in the House Medicare Bill. The House Medicare 
. bill includes several other provisions supported actively by organized medicine: 

• 	 antitrust relief and ability to create provider sponsored organizations (PSOs) that could 

contract directly with Medicare beneficiaries to provide care. PSOs would have less 

stringent solvency and regulatory standards, than traditional health insurers. 


PSOs would enable physicians (and allied providers) to bypass insurance companies and 
the associated "constraints"'on the practice of medicine (e.g., Byzantine administrative 
processes, utilization review). Physicians also could create PSO fee-for-service products 
tha.t are exempt from Medicine's balance-billing limits. PSOs also could increase adverse 

lUnder current law, there is no limit on the upward "performance adjustment" (Le., the adjustment made to 
the Medicare Economic Index (MEl) to reflect actual growth in physician spending relative to the target rate of 
growth). There is a lower limit of -5 percentage points. ' 

Both versions of the House bill would set an upper limit of +3 percentage points on performance adjustments. -The 
original HOllse bill would have set a lower limit of -7 percentage points. In the final bill, the lower limit i,s set at -7 
percentage i)Qints for 1997, -7.75 percentage points for 1998, and -8 percentage points for 1999 and after. 

20rganized medicine seems to have accepted that the 1996 conversion factor will be cut" not just frozen. 
Cpmpared to the three 1995 conversion factors for physician services, a single conversion factor of $35.42 is'a cut 
of 10.2 percent for surgical services and a cut of 2.6 percent for primary care services. The conversion factor for all 
other servic.es would increase by 23 percent. This pattern suggests little policy rationale for the $35.42 figure. In 
contrast, the President's proposal would increase the primary care conversion factor slightly and freeze the others at 
their 1995 levels. 

1 
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risk seleCtion because providers, with intimate knowledge of beneficiaries' health status, 
will be making insurance risk decisions ,about the same beneficiaries.' . 

• 	 a $250,000 limit on none~onomic damages in malpractice suits; 

• 	 medical savings accounts, which would require beneficIaries to set aside funds 
specifically for health care, would not have a managed care intermediary between the 
patient and provider, and would not have balance-billing limits; 

• 	 fewer restrictions on balance-billing in the 'expanded coverage options for Medicare 
ber.leficiaries, including authorized out-of-network services in managed care plans; 

• 	 lifting the physician self-referral ban from several health services currently subject to 
"Stark I and II" provisions, and creating new exemptions for services covered by the ban 
(e.g., direct supervision and shared facility exemptions); 

• 	 increase the government's burden of proof in, anti-kickback criminal prosecutions;,and 

• 	 eliminating almost all eLlA requirements for physician office laboratories. 

Attachment 



Medicare Physician Spending Cuts Under Two Versions of HR 2425 
(CBO baseline and scoring, outlays in billions of·dollars, by fiscal year) 

1996~ 

1995 1,996 1997 1998 1999 2000 2001 20021 2002 

Baseline Spending 32.7 36.8 40.4 43.9 47.9 52.3 57.3 63'.1 341.6, 
Growth 9.8% 12.4% 9.7% 8.7% '9.0% 9.3% 9.6% 10.1% 9.4% 

HR 2425 Reported Out of Ways and Means Committee 

. Spending Cuts a -0.7 .~1.8 ' -2.9 -3.8 -4.7 -5.7 -6.8 -26.4 

New Baseline 32.7 36.1 38.6 41.0 44.1 47.6 51.6 56.3 315.2 
Growth 9.8% 10.3% 6.8% 6.3% 7.4% 8.1% 8.4% 9.1% 7,7% 

HR 2425 Passed By the House 

Spending Cuts a -0.4 -1.3 -2.4 -3.6 -4.8 -6.1 -7.5 -26.1 

New Baseline 32.7 36.4 39.1 41.5 44.3 47.5 .51.2 55.6 315.5 
Growt~ 9.8% 11.2% 7.3% 6.2% 6.6% 7.3% 7.8%· ' 8.6% 7.3% 

. -Difference Between Committee and House-Passed Bills 

New Baseline 0 0.3 0.5 0.5 0.2 -0.1 -0.4 -0.71 0.3 

10/27/95 1 :05 PM HOUSCUTS,XLS 



AMA Agreement with Speak~r Gingrich 

• 	 Last night, in a closed door meeting, the American Medical Association (AMA) 
reached an agreement with Speaker Gingrich on the House Republican Medicare 
restmcturing proposal. Although the details have not been shared with the public, it 
is clear that they have succeeded in placing their interest above that of their patients. 

• 	 The deal they cut shows their true vision for Medicare. They want to push Medicare 
beneficiaries into their so-called "Medicare-Plus" plans. It is actually going to be 
Medicare "Minus." 

• 	 So what did the AMA get to sign on to such unprecedented Medicare cuts? 

Number One. They secured a provision to permit doctors and health 
insurance plans to overcharge beneficiaries as much as they want ~n the new 

. Republican managed care plans. 

Number Two. They reduced the physician cut by about $3-5 billi0n dollars 
which will simply shift a greater proportion of the cuts to beneficiaries and 

, other health care providers who are already being unfairly burdened. 

Number Three. They got a cap on medical 'malpractice damages, so that 
victims of 'bad apple' doctors cannot be adequately compensated. 

• 	 So who are the losers? 

The losers are the patients of the AMA physicians. 

The losers are health care providers who are going to bear a greater share of 
the cuts. 

The losers are the entire health care system and the patients it serves. 

• 	 It is ironic that this deal was struck when, according to the AMA, the average 
physician's income is $189,000 a year, while the average Medicare beneficiary's 
income is $13,000. 

• 	 It is also clear that the AMA does not represent all doctors, many of whom continue 
to fight against the dramatic and excessive Republican cuts in Medicare and Medicaid. 
This is exemplified by the fact that the percentage of doctors and medical students in 
the AMA has dropped from 70% to 40%. 



October II, 1995 

TO: Interested Parties 

FROM: Chris Jennings 

SUBJECT:: Likely Details of AMA I S Deal with Speaker Gingrich 

The AMA" s deal has not been released. However, preliminary 
reports indicate that the AMA obtained several significant' 
provisi<;)Os in exchange for their support of the House Medicare, 
plan, including the following: 

(I) 	 Balance Billing. Medicare beneficiaries who enroll in the 
neVi, private fee-for-service or high deductibleMSA plan 
would lose their current law "balance billing" protection 
(Le., limits on how much physicians can charge 
beneficiaries). This is partibularly a problem because 
thE~re is not requirement that physicians stay in fee-for­
service (i.e., physicians could abandon regular Medicare and 
only see beneficiaries in plans where they can balance' 
bill) . 

(2) 	 Medicare Payments. Press Reports are unclear about the 
concessions that the AMA obtained last night, but reports 
are that AMA received $3 to $5 billion less in savings and 
was protected against decreases. Since the Medicare 
physician payment savings in the House bill was scored by 
CBO at $26 billion, the savings would now be scored at $21 
to $23 billion. . 

(3) 	 Malpractice Reform. Establishes numerous medical 
malpractice liability reforms including placing stringent 
limits ($250,OOO) on non-economic damages. 

(4) 	 Anti-Trust Exemption. Creates a broad anti-trust exemption 
for medical self~regulatory entities and substantially 
relaxes the anti-trust exemption for provider service 
net.works. (The FTC and the Justice Department strongly 
object to these provisions and believe that they would 
encourage anti-competitive conduct and raise health care 
costs to consumers) . 

(5) 	 Physician Service Organizations. Allows physicians and 
other providers to form managed care arrangements under 
Medicare, but does not subject them to same rules as HMOs 
(also supported by the Administration) . 

(6) 	 CLIA Exemption. ' Exempts physician office labs from qual y 
requirements despite the fact that to date more quality 
problems have been identified with physician office labs 
than other settings. ' 



(7) 	 Referrals. Virtually eliminates the prohibitions on 

referring to facilities in which the physician has ownership 

interest or other financial relationship. 


(8) 	 Anti-Kickback. Makes it more difficult to prosecute abusive, 
ki(:;k-back arrangements (which creates double whammy with the 
changes in referral~) . 

One possibility to obtain "scored savings" while being 
spared the "r€!al" cuts would be some type of fall-back 
mechanism. The fallback mechanism would be "scored" off the 
hi9her (CBO) baseline but woul,d be "spared" the cuts because 
they would never materialize off the Administration 
baseline. All the provider groups seem to be trying to cut 
deals for fall-back mechanisms scored from the higher CBO 
baseline instead of traditional real cuts. 

The AMA deal with the House is incredibly sweet. 

o 	 AWl has obtained extensive "real" concessions that they have 
long wanted and which would fundamentally change Medicare's 
relationship with physicians and create plenty of 
opportunity for physicians to improve their financial status 
at the expense of beneficiaries. 

This ana.lysis is obviously preliminary. As we get more-specifics, 
we will give you updates. Hope you find this helpful. 
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theH6iloil:i'ble WilHam I. Clinton 
'. i <,: .:_,' ". ," ". :;\, , .. , __ ', ", ",' • 

, PresiClent of the United States 

'The Whit'~ "Ol1'se 


, ,1600' Perinsylv~ni'aAveniie, NW 

',; , '''', ,Washington, DC :20500 ' 

])ear Nir. President: 
, , 

Phy:slcia:hs" ~nd the~r pati~J:lts, urge'you to mtfnsify' efforts, to, teach an agreeIrlent' with 
C,ortgtessional leaders on reforn1s that will preserve imd' modernize the Medicare program, 

~, '- . 

'the Ameiican Medical Association has spent alinost a decade advocating comprehensive' 
'ref6ttn,that WIll assure the' solVency arid quality of the Medicare program. We believe that 
can best be'achieved byoffering MediCare patientS more choices, greater incentives 'for cost 
consCious behavior and by' removing, coubter::produC:tive regulatory barriers. 

"Y~\a~I>n!ciate youi'effdrts to limit the ,art}ouritof Medicar~ spending reductions. Wealso ' 
coinrhend your proposal for a transition 'to, a single conversion factor. 

PreCise~rialysis of the'Administration;s Medk~re reform proposal is complicated by the use, 
, ot'differeht sp~ndirtg baselines 'and uncertamty regardIng other biulgetary assumptions. Out 
',pt~IiIi1inai{review indit;ltcSthat. if measllt~ 0'11 tllc:sarnebascline as used by COllgress, the , ' .' 
sperlding. reducii6ns for physiCIa:n serVici!s 'proposed'by t~ AdfuiIilstf~tioIi 'm~y' exte~d 'the: ' .. " 
level contained in the House-Senate' comerei'irie agteem'ent (nbt including the faU':safe" 
rtlechailism) .. ', We' aiso beiieve that thephysidan iipd~te f6rmula in" me House-,Senate' 
coMerenCe package will do more,to' help 'preserve 'access for Medicate patie'iltsby providing" 
s6ft:i¢ possiBilitY of.iIi2reases where warrained by rising practlce costS. ,Mbre'over, several, 

.' pro~i;)salsin the Acitrtituslration's plan would continue "a Niedicare price'control approachtfia{ 
will uridermine the availability of qualitycareby restricting choice. It iswiser and far more 
efficient to let inforination and dioice restrict "high' cost" medical staffs arid payments for 
aSsisiants a( sut'gefy, pradhie overhead costs and automated lab'tests. 

We recogruZe, that the ,Administration's, plan does hot inclodc a "fai1~safe" ,or "lookback" 
< mechanisrn imposing additioIiaI autoI:6.atic provider payment' reductiohs if spending targets' . 
ate exceeded. The AMA has eXpressed, concerns 'regarding sevetalasp~ctS of the "fail~safe" 

'methanism.' While the "fail-safe" mechaniSI11 would defer' potentia) spending, reductiohs; 
physitiansare also at risk of being pehalized for factors beyond their cotttiol. ' . 
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, 	 " 

AS you 'khOw. the 'AMA supports reforms increasing both conipe£iti6n' arid petsonaf 
responsibiiity in the Medicare program. We urge the Administration not to restrict 
beneficiary choice bywithholding a medical savings account (MSA) option. MSA's will not 

.\-, , unduiyburden tnlditional medicare which we, like you, want very much to remain ayiable, 
,., . " 	 option.' the relatively small Illlmber of beneficiaries, expected to choose MSA~S should ,be:. ' 

\ 	 I, • 

allowed to, tailor' their Medicare ben.efits ,to their, partiCular, heaJth, care ne~:ds." Leadilig' 
economists agt~e that aaverseseledionproblems c~n easily besoJv~d by tecnrucidmeans; 
iildeed,- ',b~causethe s~me probl~rh muSt be s'Olved for aU the other ,expanded options" 

'inchiding'HMO·s. MSA's should not be singled out and disa1l6wed.forth!sreason.. It is 
unfair to dC:fiyme elder1y an tiptiontilat wilJ be available to rherest ofthe Alnerican people. 

, 	 ' 
, , 

Weare ple~sed that the Admiillstr~tibh' supports the· conteptof provider' service: 
'o'tganizati6ns. On several occasiO'tis. you haVe expressed supphttfdr ~ritiirUstrelief ,tb: 
facilitate the development of physician sponsored networks:' As pan of MediCate teftifrti, 
we again urge you to support changes litaI1titrUsr enforcement policy iliat would appiy rule 
of feasonanalysis to, physician nerwofks rather than ~ se rules. ' 

",," 
:', ' i"." , :', - _ ' ',' _ _ '. ",,':,: _ J _ ,'. ',', _. i _ _ ',' _' ,:.. _. '_ ' ' : ,~'-'f'·_-· . :,:, _-' .. 

Competitioh shouldbe stfucrtired althe plan level ratherthancarving6ut speCific services. 
Cdfupetitive bidding for clinical,lab and certain radiologkal serviCes, is contrary to the, 
opetarionofmany integrated syst~msofcare. The Health Care FinaI1cing Administratio'n' 
is flol equipped to make purchasing decisions' for hundreds of different, marke'ts. Ql.lality 
would be superseded by lowest cost consideratioris: Eldetly patients, espeCially mose with 
'linlited'means of transportation, may experience dciays in receiving necessary' treatrtient as ' ' 
a tesult of corttpetitive bidding carve outs. 

. ' ..,, 	 . 

The AMA tlrg~s the Adminisir~tiorito 'efubrace two keyregulatoty reformpid~osais .. 
coilt~in~d in the House·Senare, conference repon. The AMA,' the Med.ICal Group: 

. ManageI'ri~nt Association and severalmbdicil specialty sodeHes"haveptesenredsubstantiaJ 
'evidence tosuppon: ch~ilg'es in Stark i arid II self-refeb·al prohihiti'dns. ,The changes iIi St.8tk ' 
, I"and II rules win help to 'lower Medicare costs and halt unnecessary 'disrUptions in patient, 
care. 

Extensive d~ide~ce has6e:~'n' dff~'i~d 'to. sUp~6rt tedu~irtg' exi~tillg 'federal regulation of , 
physician offiCe laboratories. Patieni3ccess has declined as a result of eostlyregUlatoIy 
requirenients~ At a time of JimitedreSources. patients would be,better serVed if Health Care . , 

'" 1" 

Fihancing Adlnirtisttatitin staff fot~sed on more serious problems than processing reviews' 
, for physiCian office labs. Pap smears. which where the source of conCern behind the 1988 
amendIllehls. would con'tinue fo be' regulated under the CLlA reforms contained in' the ' 

, H oilse.:.Senare 'coruetence report ~ The AMA, the American Coiiege of Obstetriciansartd' 
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GYfiec~ldgists." the ,,' American .At~erhY, of FarIiUy ,'Physkiahs. ,the' Mnetican A~aden1Y ,'of ", 
,Pediatrics, the American College of Physicians. the American Society Of lIiternalMedicine, , 

"die runericanAcildemyofDe~to16gyandthe ArileticanUrological Associtition strongly:, 
.. ; ,c•. 

" , 
',supporf theCtrAt~fdhn provision in the House-Seriate comerence re~6rt:" , ' , • 

, •• J 

,'Ali" stakehblders, sh6tlIdtollttujuieto 'efforts topie'serve, arid protetttheMedidate'pr6gram., ' ' 
"Most policy. eiperts believe iliat it is fiscally unsouri'd to' allow Ml~dicare Part i3 prerlliums 
todtop to 25 %:of prbgiam CC)sts:,It is umaif to ask younger workers 'to pay a higher , 

:,subsidy for tho~e Medicate beneficiaries who are capable' of paying premiums'at the 31.5 % ' 
, level. Physicians 'Will accept significant payment restrictions in Medicare and will honor 
, their obligations to put patients first and to care for the needy, however it affects their 

, income. 

(. " '. " ' . ' . "'Tille' AMi\: l~o~s,:f()f\\'afd'toW6rkiI1g'~i~htl1e'Adiniru:Stlilti6naridtdhgressthtoughbUlthe . 
, . . .. 'budget negotiati6bS:io. build,support fot. tfu: passage 'of necessary r~f6nnstopreserve '. ~rid 

P'fot~cf·tlie Medic~re' prbgram'fd~ current' and future benefiCiaries: 
" ,;,..,~, 

. sirlt~reiY.'· . 
',' ( . .. .·~~R-en·iiffjJr~ ... 

i" ,,: 

."; . 

", :. 
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Bringing lifetimes ofexperience and leadership t~ serve all generations. 

AARP OPPOSES RAISING THE AGE OF ELIGIBILITY FOR 

MEDICARE 


The Senate Finance Committee's proposal would raise the current age of Medicare 
eligibility from 65 to 67 over the period of 2003 to 2027. AARP opposes this measure 
because it would mean that fewer older Americans would be able to get the health care 
they need at a time when they need it most. 

• 	 While increasing Medicare's eligibility age would lower the Federal government's 
costs, it could actually raise total health care costs for the country, simultaneously 
burdening businesses and creating new disincentives to employ older workers. 

• 	 Unlike Social Security -- which allows an individual to receive early retirement 
benefits at age 62 -- Medicare does not provide an option for early health care 
coverage. Therefore, delaying Medicare's eligibility age would mean that many 
older persons would go without health care coverage or pay exorbitant private 
health insurance premiums for an additional period of time. 

• 	 One of the most vulnerable segments of the population is the so-called early retiree 
group -- those people who are approaching age 65, but who are not yet eligible for 
Medicare. These individuals must rely on employer-provided coverage when it 
exists or private individual coverage if they can afford to purchase it. Raising the 
eligibility age for Medicare would increase the ranks of this vulnerable group. 

• 	 Although most Americans get health care coverage through an employer , 80 
percent of 65-69 year olds in 1992 were not even in the workforce. Thus, if 
Medicare eligibility is delayed, these individuals would face the challenge of 
finding affordable private coverage without pre-existing condition exclusions. Even 
those older Americans who do work face dwindling retiree health coverage -- only 
45 percent of workers in mid-size and larger firms were slated to receive retiree 
health benefits in 1993 as compared to two-thirds in the mid-1980s. Raising the 
eligibility age would only worsen these situations. In addition, a higher eligibility 
threshold could actually create a disincentive for employers to hire older workers if 
they believe it would add to their health care costs. 

American Association of Retired Persons 601 E Street, NW., Washington, D.C. 20049 (202) 434-2277 

Eugene 1. Lehrmann President Horace B. Deets Executive Director 
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• 	 For those individuals who must buy health insurance in the private market, it would 
cost significantly more to purch~se the current Medicare package in the private 
market today than through the Medicare program. This is because Medicare's large 
risk pool spreads the cost of coverage among millions of older Americans. In 
addition, Medicare generally pays providers less than they are paid in the private 
market and operates with only a 2 percent overhead. As a result, shifting 
individuals from Medicare coverage to private coverage could actually increase 
total health care spending and be counter-productive to economic growth. 

") 

AARP Federal Affairs 
10/9/95 



September 14, 1995 

TO: Dick Morris 

. FROM: Chris Jennings 

RE: Request for Baseline Analysis 

Attached is a quick explanation of the difference in CBO and OMB baselines for both 
Medicare and Medicaid programs. It is drafted in such a way to make a defensible case for 
arguing that our baseline is more advisable to use than theCBO baseline. . 

As yo·u know, most elite economists will argue that the differences are not overly signific~nt. 
Therefore, this group Qf "validators" might not be very receptive to suggestions that one 
baseline is better than another. Having said this, I think you'll find this analysis helpful to 
make. our· case. 

Call me with questions. 



J,-,­
'.' 

Comparison ofCBO and OMB Baselines 

Medicare 


'.. The OMS baseline bas been closer to actual spending tbail.the CBO baseline for six of the 
past eight years for whi9h tllere is da~a (FY 1987 - FY 1995). 

Fiscal Year OMB 'CBO A~a1 Spendffig 

1987 78 80 80 
, , 

1988 85 90 86* 

94*'94 961989 " 

110 107*1121990 

114 116 114*1991 

127 1291271992. 
,­

143 142 143*1993 

160~167 '164 .1994 
. . . . . * indicates years in which OMB projection closer to actual spendmg than CEO prOJecuon 

Projecting baseline spending is a complex process requiring multiple assumptions. There 
are interactions ~etween pri:vate and pu~lic spending that Cannot always be anticipated. 
Small differences in assumptions can translate into large differences in projections. ' 

• The difference between the President's Budget and CBO February Medicare baselines is 
, initially relatively sInan but grows larger over time. OVer 7 years, CBO projects $71 billion 

mere in spending than OMB; ,or a'differenCe ofonly 4 percent. ' This difference in spending is 
largely driven by a few spendlng categories. 

The largest differences are in home health, physicians, hospice; and SNF expenditures. 
Different assumptions abeut the rate ofgrewth in these services resultS in large differences 
ever time. 

Projecting physician spending is diffiCult because the rate ofgroMh in e:>.:penditureshas 
been unstable year te'year.· This is mest likely due to the changes eccurring in the health 
marketplace, and to. the large impact ef the private secter on physicianexpendltures. 

CBO and OMB projections for hospital spending, which represents the largest categery ef 
Medicare expenditures, ar~ very similar. 



• 	 .The proCess for making base1irie projections is slightly differ~t for CBO versus OMB. One' 
explanati~n for thiS difference is OMB's access to data which CEq does not rulve. . 

CBO only has acCess to aggregat~ expenditure data .from the treasury while oMs,. 
througll HCF.A.. has access to historical data from carriers, who process Part B claims, and _ 
intermediaries, who·processPart A claims, which provides them with m()re detailed data ­
inc1ud~g utilization.' . - ' ­



: Comparison of. ,CBO and, OMS' Baselines 

MEDICAID: 

• 	 The 'OMB Medicaid baseline is ,developed by HCFA a,ctuaries by 
using, a detailed and, sophisticated forecas,ting, model that 
~ncludes:' ' , 

, 
hi~torical spendingdatai 

the most recen,t' estimat;es from' the states; 

the ,Adtninistration' s economic and .demographic 
assumpti~ns i'and ' 

assumptions for changes ip enrollment (both Med·icaid only 
and for linked 'pro,grams-- AFDC ~nd SS!). 

• 	 CJ30 .develops 'its Medicaid' baseline by using, 'the same 
historical data with·fewer details of 'beneficiary and benefits 
categories.," '. . , ' , , ' . 

. _ .... 
e, 	 The CSO 'and Ot.fB baselines, ~re driven by assumptions. ,Minor 

differences, . can result in significant dollar differences 
between the,' original esti'mates and the actual spending._

" . 

National' projections ·are difficult because programmatic 
changes'in state programs can completely change actual. 
spending (~.g. DSH). 

e 	 The~'e is a $64 billion difference between the OMB and the CBO 
baseline projections over the next seven years. There are 
Significant differences in assumptions about program growth 
that produce this difference. . 

For example, the growth ,in enrollees and, benefits are 
significantly different. 

For enrollee growth, the OMS projected growth rate is 3.8 
perce~t and the CBO rate is 3.0 percent; 

Long-term care spen<:iing is projected to grow ,8.2 percent 
'annually under the OMB baseline compared to' 10 percent 
for. CBO; and 

OMB projects the DSH program to grow at 60;8 percent 
annually compared to 3.6 percent for CBO. 

These result in an overall annual growth rate for the CBO baseline 
of' 10.2 percent compared to the OI'1B basel which grows 
9~3 percent annually. The corresponding per capita growth rates 
are 7.0 per~ent and 5.3 per~~nt for ceo and OM8 respectively. 
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• >, . MEDICAID 
CBO ~nd OMS .Baseline Proje:ctions 

(Federal outlays in Billions) , . 

Fiscal Year 
'1987· 
1988 

1989 

1990 


.1991 · 
1992 

1993 

1994 

1995 


. 
1996 

1997, 

1998 

1999 

2000 

2001 

2002 


Projections'" . 
COO OMB' ActUal 

,,. 

-February OMB and January CBO projections' 

~ginning in 1986. ' . 

. ""Latest HCFA estimate of 1995 spendiIig. 

" . 

, ,'. 



September 27, 1995 

TO: Laura Tyson 
Carol Rasco 
Gene Sperling 

FROM: Chris Jennings 

RE: Baseline Analysis 

Attached is a quick explanation of the difference.inCBO and OMB 
baselines for both Medicare and Medicaid programs. It is drafted 
in such a way to make a defensible case for arguing that our 
baseline is more advisable to use than theCBO baseline. 

The most important finding from this analysis is that the OMB 
Medicare baseline has been closer to actual spending than the CBO 
baseline for six of the past eight years. The Medicaid baselines 
comparisons can also be used to back up our contension that, as 
far as overall expenditures are concerned, we are no worse than 
CBO and most definitely always have access to more up-to-date 
data. . 

As you know, most elite economists will argue that the 
differences are not overly significant. Therefore, this group of 
"validators" might not be very receptive to suggestions that one 

. baseline is better than another. Having said this, I believe 
this analysis may be helpful to make our case. 

Lastly, I am trying to get the specific differences between our 
official baseline and the baseline that the Medicare actuaries 
use exclusively for the long term Medicare Trust Fund 
expenditures projections. There is a differences between the 
two, but as I understand it there is little to no difference 
inside the immediate budget window. I hope to have a conference 
call to get final clarification on this sometime today. 

I hope this information is helpful, please call me with 
questions. 



"', 

. Comparison ofCBO and O:MB Basennes 
. Medicare 

.• The QMS b~line has been closer to actual speriding thail.the CBQ baseline for six ofthe 
past eight years for wm<;h there is da~a (FY 1987 - FY 1995). 

.. 

Fiscal Year ~ CBO A~al Spending 

1987 

1988 

78 

85 

80 

90 

80 

86* 
.' 

1989 .' 94 9.6 94* . 

1990 110 112 107* 

1991 114 116 . 114* 

1992. ]27 127 129 

1993 
.' 

143 142 143* 

1994 164 . 167 160* 

* indicates years in which QMB projection closer to actual spending than CBO projection 

Projecting baseline spending is a complex process requiring multiple assumptions. There 
are interactions qetween priyate and public spending that cannot always be anticipated. 
Small differences in 8$sumptions can translate into large differences in projections. 

• 	 The difference between the President's Budget and CBO February Medicare baselines is 
initially relatively sInanbut grows larger over time. Over 7 years, CBO Pf0jects $71 billion. 
more in spending than OMB, .or a'difference ofonly 4 percent. This difference in spending is 
largely driven by a few spending categories. 

The largest differences are in home health, physicians, hospice, and SNF expenditures. 
Different assumptions about the rate ofgrowth in these services resultS in. large differences 
overtime. 

Projecting physician spending is difficult because the rate ofgro'W1h.in e>..-penditures has 
been unstable year to year. This is most likely due to the changes occurring in the health 
marketplace, and to theIarge Impact ofthe private sector on physician expenditures .. 

CBO and OMB projections for hospital spending, which represents the largest category of 
Medicare expenditures, are very similar. 

. I 
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• 	 .The proCess for making baselirie projecnons is slightly differ<mt for·CBO versus OMB. One' 
explanation for thiS difference is OMB' s access to data which aBO does not hiive. 

. 	 . . 

CBO only has access to aggregat~ expenditure data from the treasury while OMB. 
througll HCFAt has access to historical data from carliers" who process Part B claims, and 
intermediaries, who·processPart A claims.. which provides them with more detailed data 
inc~ud~g u~tion. '.' 	 . 
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',Comparison of ,CBO, and OMB' Baselines 

MEDICAID: 

.,The'OMB Medicaid ,baseline is developed by HCFA actuaries by 
using, a detailed and ,sophisticated forecasting <, model that 
'includes:' , 

historical spending ,data; 

the most recen,t' estima1;es from' the states; 

the Adtninistration' s economic, and demographic 
assumpti,ons{ and' 

assUmptions for changes i~ enrollment (both Medicaid only 
and for linked-programs -- AFDC and 551). 

• 	 C~O develops its Medi'caid', baselin~ by using the same 
historical data with ,fewer details of beneficiary and benefits 
categories. ' , 

• 	 The CBO 'and OMB basel'ines, are driven by assumptions. Minor 
differences can result in Significant dollar differences 
between the,' original est~'mates and the actual spending~ 

National' projections are difficult because progI;'ammatic 
changes in 'state programs can completely -change actual, 
spending (e.g. DSH). 

• 	 There is a $64 billion difference, between' the OMB and the CBO 
bas€!lin,e projections, over the nex't' seven years. There are 
significant differences in assumptions about program growth 
that produq;l this difference. ' ' 

For example I the growth in enrollees and benefits are 
significantly different~ 

For enrollee growth, the,OMB projected growth rate is 3.8 
percept and the CBO rate is 3.0 percent; 

Long-term care spending is pr~jected to ,grow 8.2 percent 
'annually under the OMB baseline compared to'lO percent 
for,CBOj and 

OMB pro j ects the DSH program to grow at 6.8 percent 
annually compared to 3.6 percent forCBO. 

These result in an overall annual~rowth rate for the CBO baseline 
of 10.:2 percent compared to the OMB baseline which grows, at 
9.3 percent annually. ThE: corresponding per capita growth rates 
are 7.0 p~rcent and 5 .. 3 percent for CBO and OMS respectively. 



',"' MEDICAID 

CBO ~nd OMB Baseline Projections 

(Federal Outlaysm Billions) 

Projections* 
Fiscal Year COO OMB Actual 
1987 ~'$26 - $26 $27 
1988 $30 '$28 $30 
1989 $34 $33' $~5 

, 1990 $38 $37 $41 
',19'91 . $45 $45 $53 ' 
, 1992 $57 $60 ' $98 

1993 ' $80 $85 $76 
$82 

1995 $96 ,$96 
1.994 ,$92 $92 

*"'$88 
1996 $99 $96 
1997 ~ , $110 ,$105 
1998 $122 $115 
1999 $135 $125 
2000 $148 $136 
2001 ' $163 $150 
2002 $178 $164 

';. 	 L::"':"'=-__ I .---:....---=-_~;....:J.---' 
, J 	 4February OMB and January eBO projections 

beginning in 1986. 

"''''Latest HCFA estimate of 1995 spending. 
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'SEP-19-1995 11:55 FROM TO 94567431 P.02 

TO: ,CHRIS JENNINGS 

FROM: David Nexon 

DATE: 9/15/95 ' 

SUBJECT: ACADEMIC HEAllli CENTERS/ 

Per out discussion, attached are rough talking points. the phone 
number for Robin Lippner, and sugggestions as to who should be called. 



':SEP-19-1995 11 : 55 FROM TO 94567431 P.03 

TALKING POINTS-ACADEMIC HEALTH CENTERS 


··It is very important you not put yourself in the position of appearing to 
support the Republican Medicare plan. Your appearing to say that the plan 
will protect quality would be devastating for the Democratic effort to 
defeat it or cut it back. ' 

-·The promises they have made to you are fool's gold. ,You need to look at 
the'tQtal impact of their program, not just on IME and DME but on the 
market-basket, disproportionate share payments, bad debt payments, 
whether they are doing anythrng meaningful on AAPCC, Medicaid cuts. and 
what their "look-back" will entail in additional cuts. 

--The money they are proposing to finance their program with is funny 
money. I doubt cuts in "corporate welfare" are going to last beyond the 
markup. I'm sure that they will not last beyond conference--and they are 
certainly' not proposing dedicated funds, in any event. 

--You have to look at the end game. The end game is gOing to be a 
nego,tiated deal between the Republicans and the President. Once they've ' 
gotten their press conference, they have absolutely no interest in 
protecting you. 

--We will be helpful to you in cutting the final deal, because we know how 
. I 

you important you are to quality care. In particular, we want to work on 
moderating any IMEJDME cuts to reasonable levels and to making sure that 
'the AAPCC issue is', addressed. But we will also have lots of of other 
priorities, and if you have undercut the President's pOSition, it will be 
very hard to persuade him that he should spend any chips protecting you. 

CALLS 

--The most important calls, which should be made immediately, are to: . 

Dick Knapp 828-0410 
Jordan Cohen, M.D. (President of MMe--can reach him through Dick's 

offi ce) 

--Additional calls that would be useful are: 
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vHerb Pardes, Columbia University - . -1 9t£L) )OS~.5 5'"~ 
Michael .lol:lns, -Johns Hopkins 410 955·318~i-

Jim Mongan (Truman Medic I Center) 816-556-3153 

.. Ralph Muller (University of Chicago) . 312-702-6240 

R~bin .Lippner 588-0002 would know who in the California group should be . 
called. 
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'MEMORANDUM 


TO: Interested Parties September 28. 1995 
FROM: Chris Jennings 
RE: CBO (Financial Coercion) Reference and Backup to "Managed Cam" Scoring 

Description 

.. . 
Attached you will find a copy of CBO memo to the Senate Finance Committee staff 

that outlines the breakout of how CBO scores Medicare Choice. This is the memo that no 
doubt was used by Robert Pear in today's New York Times article. 

As you will note, on~y $7.1 b~Uion out of the total $47.5 billion in savings cited hy the 
Senate Finance Committee would be attributed to managed care savings. $42.6 bllliion of 
savings is produced solely by the fact that the Finance Committee plan has placedi a cap on 
the growth of the managed care plans being utilized by the current Medicare population; 
Another interesting finding worth noting is that CBO scores Medical Savings Account as $2.3 
billion coster to the Medicare program as a result of adverse selection. 

, . -, 

Lastly, in their analysis, CBO' assumes that the elimination ·of the state requirement to 
help pay for low-income elderly benefi~iaries premiuIns:co-payments, and deductibles will 
result in increased enrollment in managed care for these beneficiaries who can no longer 
afford their fee-for-services plan. 

We are trying to get.a sense of howtn:any b~neficiaries and how much money is 
assumed in that projection, but the most important fact, of course, is thatCBO clt:arly states' 
that the beneficiaries would move into these plans as a result of negative financial incentives. 

You should feel free to use and circulate as you please. Don't hesitate to call me at 
456-5560. . 

.' 



--

, , . 

TO; 	 JuIie James 

Bruce Lesley 


, FROM: Mttr.ray Ro~ 

'SUBJECT: 	 Estimating savings from Medicare Choice in the Chaitman's Mark 

eso's estimate of savings from Medicare Choice is the net result of changes in . 
spending from three sources: ' 

o 	 _.lower npdate.$ on payments made on behalf of current enrollees (strlc:tly 
speaking, the share ofMedicare beneficiaries enrolled in risk contraCtS under 
current law); 

a savings associated with new enrollees (the estimated fraction of Medicare 
'beneficiaries'moving from traditional fee-for-se:rvice to Choice plans other 

thaD. rugh deQticu'ble plaos); and 

o 	 p~yments on behalf of beneficiaries choosing the high deductible 
irl.su:r-ance:lmedica1 savmgs account option. 

Over seven Ye3IS, eso estimates that savings on cu:n:enI enrollees ~uld rotal $42.6 
billion (see att.acl1ed table). Savings on new enrollees would total aboutS7.1 billion. 

" Payments to Choice enrollees with high deductible plans v."Ould cost about $2.3 
. billion as a result ofadverse selection not fully compensated for by risk adjustment. 

The net savings attnomed 10 Medicare Choice is $47.5 billion . 

. CEO's estimate assumes that emollnlem in Choice planS (including high deductible 
plans) would reach about 22% ofMed.icare beneficiaries by 2002, compan:d with the 
14% of beneficiaries projected to be coveted by risk plans in: the CBO baseline. 
Most of the increase is' attr:ibatable to CBO's assumptions about beneficiaries' 
reSPQnst:s to the ne:w go~ent-coordinated open emol1ment process and e>.l'anded 
choices. CBO assumed That there would be a short-rim inCrease in enrollment 
reflecting these factors, but a slightly lo~ rate ofgroVlth in future enrollment... In 
addition, CEO assu.z:ned that elimin . titiement 1:ocost ...sharin for 11ediea:id 
eligibles and QMBs. 'WOuld increaSe <:n:rollment as 
pl~ u..,th 'lowe: 'ccst-Shartng requirements~' 



I 
~ ( 

( 
ceo ASSUMPTIONS UNDERLYING CALCULATION.OF MEDlCARE CHOICE SAVINGS 

. Fiscal Veara 

CHANGE IN SPENDrN'G 1996 1997 1998 1999 2000 2001, 2002 Tota 
{Billions of doUarsl 

Baselin e,Enrollees ~0.4 -1.9 ~3.G ·5.4 -7.5 ·10.2 . .13,1 -42.6 

New Emollees (excluding high deduc1ibre'plans) , , ~O.O -0.1 -0.7 -1.0 ., .3 ·1.8 -2.3' -7.1 

Hig!1-Deductible Plans/MSAs 0.0 0.4 0.4 OA 0.4 0.4 0.4 2,3 

I!o~al, .-----." ..0.4 ~,1.5 ..3.9 ..6.0 .,_.~' ..':·~lt4· ...~. ~~t~.~,",· ~~.r$) .~.._:·47.5 
" 

MANAGEO CARE. ENROLLMENT 1996 '·1997 1999 1999 20002001 2002' 
(As percent of aU Medicare booeficiartes) 

,,9 	 , 14 cao Baseline (risk contracts ohly) 	 B 10 11 12 .13 
Medicare Choice ' B 13 17 19 20 ' 21 22 

Hisk Plans 8 12 16 18 19 20 21 

High-Deductible PlanslMSAs " o 1 1 1 1 1 1 


Note: Change in spencUng is dlrrerenc~ from Budget Resolullon baseUne. 

Source: 	 Preliminary Congresslol1al Budget Office estimates based on policy in Chairman's mark and discussions 

with CommiUee staff. ' , 
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.DRAFT 

DRAFT EDITORIAL 

When one of our family members is ill, what do we want for them? The answer is simple: 

the best' medical care possible, provided by highly trained professionals, and' backed up by state­. , 

of-the-art research. And who educates those professionals, conducts that research, and provides 
, 

, care and service in conununities like __? It is academic health centers and teaching hospitals 

[like ]. But today, the unique mission of these institutions is at risk. Proposed 

Congressional cuts in Medicare and Medicaid, coupled with changes in the private market, 

, threaten the funding that academic health centers need to continue to serve as a cornerstone of 

our nation's health care system. 

The Congressional Budget Proposal 

Let's look first at the federal budget. The Congress proposes reductions of $452 billion in 

\ 
Medicare and Medicaid over the next seven years .- $2;70 billion in Medicare, and $182 billion in , 

, \ 

Medicaid. Those are staggering numbers -- four times larger than anything ever enacted. But to 

understand their true impact, it is useful to look at what those cuts will mean for the growth in 

spending per person in each of these programs. Private health insurance spending per person mIl 

increase by about 7. 1 percent annually over the next seven years, according to the Congressional 

Budget Office (CBO). The Congressional Medicare cuts would bring Medicare spending per 

beneficiary down to a growth rate of about 4.9 percent annually -- or 30 percent below the private, 

sector growth rate for each ofthe next seven years. The Congressional Medicaid cuts are even 

worse -- bringing the Medic,aidgrowth rate down to about 1.4 percent per beneficiary annually -­

or 80 percent below the private ~ector gro'l.Vth rate~ 

---'--- '--_.'--­
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The result? The purchasing power of these two essential health programs will lag 

significantly behind the private market each year for the next seve~ years. The beneficiaries' and ' 

their families will pay more and, most likely, get less. Specifically, each Medicare beneficiary will 
, . . . 

pay about $2,825 more ($5,650 per couple) over the next seven years, assuming that 50 p'ercent 

of the Medicare cut comes from beneficiaries [Replace with state-specific data for area in which 
• • • I 

. . 
provider is located]. And, the federal Medicaid cut would force states to cut services, reduce 

provider payments, and eliminate coverage for about 8.8 million children, elderly,. and disabled 

Americans by the year 2002. 

Impact on academic health centers 

What does aU this mean for academic health centers and teaching hospitals like ? 

'We intend to continue to take a leadership role in research and the education of professionals 

. .' 
needed for the future, [Insert local example of some innovations?] Vie are also striving to remain 

competitive as the health system changes and becomes more cost-conscious. [Insert example of 

cost cutting]. 

But the fact remains thatit costs more for us to provide care because our education and 

, , 

research mission adds to our patient care costs. Medicare has historically been a major sour~e of 

financing for medical education, Medicaid has served as a payor for poor ana sick populations 

who would otherwise strain hospitals' ability to both provide quality,'health care and ec!.ucation. 

In addition, we provide a substantial amount of indigent care for individuals who do not have 

health insurance, [Insert local indigent care $ or #). 

The reality is that while private payers haveborne.some of these costs, in the increasingly 

competitive private health market, private payers seeking the iowest cost services for their 

2 
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.) , 
'\ 

enrollees are not likely to pay the extra costs offacilities that also provide ed~cation and research, 
. . ", . 

The support ofMedicare and M~dicaid for the unique mission of acaderruc health centers 

. . . , 

win be reduced dramatically by the Medicare and Medicaid cuts proposed by Congress, The 

magnitude of the ~uts means that academic health centers will face great pressures. This lessons 

the ability of.academic health c'enters to train professionals; conduct research leading ~? future 

break -throughs, rul&i absorb the costs ofproviding care to the rising number of unins,ured . 
, . 

Americans, ' 

" 
Will the results be dramatic -- immediate shutdowns" or quick, visible declines in the 

. , ' " 

quality of care? Probably no~: slow, steady.disinvestment in education and research are never 

very visible 'at first.. But they have lagged effects that may be even more debilitating in the long 

run·.;. because today's education and research directly affects tomorrow's can;, When your family' 
. . 

-- and your children's families-- need health care ten: twenty, or thirty years from now, do you 
.', ~ 

want the heaith professionals then in practice to be the product of excellence in educ.ation -- or of 

a slowly defunded education and research system? , ' 

[provider] is committed to maintaining ,and enhancing the quality of our education, 

researc~, and service. That is our core mission -- and reflects the needs and aspirations of our 

. . 

community and our patients, Deep budgetary reductions that prevent us from meeting your needs 

~-_ now and in the future -- must be opposed. . \ 



THE WHITE HOUSE 

WASHINGTON 

July 31, 1995 

MEMORANDUM FOR BLTDGET WORKING GROUP 

FROM: ERSKINE BOWLES ~ . 

SUBJECT: Follow-up From 9:00 a.m. Meeting 

• 	 SurrogateNalidators memos are due to Leslie Thornton by COB today [Fax #401­
0596]. The following offi~es were asked to prepare a lists of people who can beQur 

. validators,· their strengths, arid what types of issues we can mobilize them on: 

Public Liaison 

Health Care 

Environment/Public Safety 

Education 

Welfare 

Tax 

TecMology 


• 	 Op-Eds: . We need by Thursday, Washington Post response to Barbour Op':'Ed, 
hopefully New York Times op-ed before Thursday as well. Need to come to closure 
ASAP on whether we should use outside validator .or Administration official. 

[Waldman] 

•. 	 Pena'FAA Testimony (Wednesday) We need to see Pena'stestimony ASAP ~d 
coordinate message. [Silvermfm/Waldman] 

• 	 NBC Brokaw Pi~ce Tuesday Night on Economic Recovery -.: Rubin involved. 
POTUS? ',. 

, [Waldman/Glynn] 

• . Medicare Trust Fund: We Need to put together simple language to combat GOP 
claim that Medicare Trust Fl.md is going to run out of money. 


[Jennings] 




• 	 Medicare Education: 
I. 	 Need HHS officials to do basic' education on Medicare --Shalala, 

Vladeck,Feder, and others. 	 Add to travel. , . 
,[SilvefIllan / Yager] 

2. Finalize reporter education 	lunc~es/meetings with Tyson and others. 
Need lists of reporters, schedule, and principals' commitments . 

. [Mellody / Moffett / Sperling] 

• 	 GOP Medicare, Events: We need a memo by COB today with details for 
Thursday's GOP Medicare rally and Monday Gingrich teleconference. [Berman / 
Yager] . 

• House Recess Materials: 	 Packets for House Recess need to go to Hill Thursday 
night. 	 Barbara Chow will coordinate. . 


[Chow] 


• Interview Proposals: We 	need a proposal' for POTUSIVPOTUS interviews between 
now and recess. 


[Waldman] 




THE WHITE HOUSE 

WASHINGTON 

July 21, 1995 

MEMORANDUM FOR TIIE PRESIDENT· 


FROM: ERSKINE BOWLES 
LAURA TYSON 

SUBJECT: Update on Budget Working Group Activities 

This week, the Budget Working Group began daily meetings to plan and implement an . 
aggressive campaign to market your balanced budget proposal. The purpose of this.campaign 
is to mobilize all possible resources in an effort to educate the American people about your 
budget priorities in order to strengthen your leverage· for negotiations with Congress.. 

We 	clearly have a four week period to influence the debate. 

• 	 Budget Theme: Primary White House focus this week was on Affirmative Action. Our 
budget goal this week was to use other members of the Administration to lay a foundation 
for our critique of the Republican 1;fedicare proposals. 

• 	 Medicare Vouchers: This week, we attacked Republican Medicare voucher proposals. 
We argued that under their voucher proposal, beneficiaries face a simple, cruel choice: 
they can choose to pay more or choose to get less. 

Strategy. Following the Robert Pear story in the New York Times on Monday. July 
17, which suggested that the GOP Medicare proposal would raise costs for millions 
of beneficiaries, we built a strategy for the week around Judy Feder's testimony 
before the House Commerce Committee and HCFA Administrator Bruce Vladeck's 
testimony before the Ways and Means Health Subcommittee. Both were very 
'critical of Republican voucher proposals, focusing on: (1) how the Republicans 
would constrain spending far below the private sector; and (2) how much more 
beneficiaries would pay under the Republican plan to stay in a plan that allowed 
them to choose their own doctor. 

1 




AmplifiCiliion. We worked closely with the Democrats on the Hill to develop one, 
clear message. Democratic Senators held a press conference following 
Administrator Vladeck's testimony and talking points were widely distributed to 
pemocrats on the hill. Members of the Cabinet and Sub~Cabinet conducted print 
and radio interviews into 50 targeted markets. Secretary Shalala, Dr. Tyson, Alice 
Rivlin, and Gerie Sperling interViewed with the major national newspapers. 

Media Coverage. Our attack received significant positive press coverage (including 
the New fork Times, the Washington Post, ,the Wall Street Journal, USA Today, 
AP). On Friday, July 21. CNN aired a stOlY in their hourly news~reel on the heat 
the Republicans are feeling over Medicare cuts. 

• 	 Appropriations: This week, attention was also focused on the Appropriations bills 
moving through the House . 

. Analysis & Talking Points.OMB provided in-depth analyses of the key 
'appropriations bills, with specific attention paid to the Labor-lffiS and V AIHUD 
bills, since they represent the bulk of the your domestic discretionary spending. 
priorities. OMB produced and distributed side~by~sidecharts comparing the' 
extreme GOP cuts with your balance budget proposal. 

Rapid Response. OMB, Political Affairs, Cabinet Affairs, Public Liaison, 
Legislative Affairs, and Media Affairs has developed a strategy to pressure 
moderate and vulnerable Republicans and make their appropriations votes 
uncomfortable. 

Bonnie Campbell conducted radio interviews into targeted markets following 
the Violence Against Women vote, July 20. 
Secretary Cisneros released a strong statement on home ownership deduction 
following Armey flat tax comments, July 20. 
Secretary Glickman, Deputy Secretary Rominger, and Assistant Secretaries 
Haas and Dunn conducted radio and television interviews into targeted rural 
markets following the Agriculture appropriations vote, July 21. 

:- Law Enforcement: Public Liaison faxed OMB impact docu~ent on 
Commerce I State I Justice appropriations to'law enforcement. We have 

. specifically asked NAPO to pick three cities that they are especially strong 
in (Los Angles included) to do op-eds for next week describing the impact 
such cuts would have. on their commUnity, 

OMB and Cabinet Affairs are also compiling a 'daily "Pork Report," chronicling the 
GOP pork in the Appropriations bills. 

2 




, ' 

• 	 ,National Conference of State Legislators (July 20): Our goal on this' 
speech was to insert a veto message into your remarks without overshadowing the law 
enforcement m~age. The strategy worked, and your veto threat w~ covered by the Wall 
Street Journal, New York Times, and the Washington ~ost. . 

• 	 State-by-State Numbers on GOP Education Cuts: OMB, NEC, Do Ed, and DOL 
worked together to develop a state-by-state analysis for release Friday, July 21, 1995. 
Over 50 reporters were targeted for calls by Cabinet and Senior White House Staff.' 50 
Separate press releases were prepared for each state. When the Committee did not finish 
within the news cycle, we decided to hold this report for release Monday,. July. 24, in 
conjunction with your Boys Nation Speech. . 

! . 

WEEK 2: MONDAY, JULY 24, -- SUNDAY, JULY 31, 1995 

• 	 Common Ground Speech on the Budget (Monday, ~uly 24). This speech will dra~ the 
Balanced Budget Debate into the Common Ground framework you have enunciated over 
the past few weeks. 

Message. For years, there has been common ground on investing in education, 
protecting seniors through Medicare, preserving the environment and consumer 
safety. and keeping the tax system fair. There is also a consensus on balancing the 
budget; but we should do it in a way that reflects these other priorities. That is 
what your balanced budget does. Republicans have turned their back on our 
common ground .by cutting education and Medicare to finance tax cuts for the well­
off. 

Amplification. 
Communications is preparing a press document highlighting the Republican 

movement from the common ground on the issues of ,Education, Health Care 

For Seniors. Helping Working Families, and EnvironmentlPublic Safety. 

George Stephanopoulos and Dr. Tyson will host a breakfast with Network 

Correspondents the morning of the speech. 

Director Rivlin, Dr. Tyson. and George Stephanopoulos will brief columnists. 

Director Rivlin and Dr. Tyson will brief business journalists. 

The Economic team (Reich, Rubin, Ron Brown, Tyson. Rivlin) will attend 

your address and conduct regional media afterwards on North Lawn. 

Your speech will be mailed to top 150 editorial boards, African-American, 

Hispanic, women's and older American press. 


3 



Eduet¢on State-by-State. In conjunction with your Monday speech, the 
Administration will also release Monday the state-by-state impacts of the 
Republican cuts. 

Our plans include regional media conference calls by Secretaries Reich 
and Riley and by White House staff. 
The following Governors will issue releases on how the 
EducationlLaborlHHS appropriations bill will impact their state: Caperton, 
Nelson, Bob Miller, Romer, Glendening, Carper, Knowles, Carnahan, Gray 
David (Lt. Gov. CA). Lt. Gov. of V A--Beyer 
Education Committee Chairs in the _state legislatures from ~e following 
states will send out press releases· on how the EducationILaborlIlliS 
appropriations bill will impact their. state: Arkansas, Kentucky, LoUisiana, 
-Mississippi, Missouri, New York, Oklahoma, California., Massachusetts, 
and Oregon. 
The Democratic Legislative Leadership in the following states will issue 
releases: Ohio, Minnesota, and Michigan. 
Over 100 education ,and advo,cacy groups will also emphasize the extreme 
cuts. 
Public Liaison is mailing thestate-by-state document to thousands of 
education groups for their use over the next four weeks, with special 
emphasis on the recess and back-to::'school activities. 

• 	 Medicare 30th Anniversary Event (Tuesday, July 25). You will join Senator 
Daschle and Congressman Gephardt at an event sponsored by the National COWlcil 
of Senior Citizens to celebrate the Democrats' commitment to preserving and 
-improving Medicare as we celebrate its 30th anniversary. 

-Message. For years, both parties have agreed on the need to protect the 
health of the elderly through Medicare. Now, Republicans are abandoning our 
common ground with Wlprecedented cuts in Medicare--iricluding large 
increases in out-of-pocket costs for seniors--just to finance a tax cut for the 
well-off. 

Amplification. During the week,.we will release state-by-state data on the 
impact of Republican Medicare and Medicaid cuts. Cabinet and Democratic 
Governors will amplify the message. ­

HHS and White House officials will satw:ate targe.ted region8I radio 
markets. 
Public Liaison will conduct a joint briefing with the Democratic 
Leadership congressional staff for the national senior groups on Monday, 
July 24 to brief them on our join MedicarelMedicaid message for the 
Anniversary week and walk through with them the new state-by-state 
MedicaidlMedicare impact numbers. 
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• 	 Empowerment ZoneslUrban Report (Wednesday, July 26): The current plan is to 
release the Urban Report, stressing your New Covenant approach to assisting and 
empowering communities. 

The report will reflect a consensus that neither the old top-down approach nor a 
pure free market approach will work. The approach we have taken, which includes 
Empowerment Zones, Community Policing, CRA, and Community Development 
Banks, reflects a new approach that requires community and individual 
responsibility as well as federal, state and local partnership. 

This also offers common ground for those on all sides of the affirmative action 
debate who. agree that there must be a positive e.conomic approach to increasing 
economic opportunity and entrepreneurship in distressed areas. Republican budget 
cuts will be mentioned as an example of the wrong way. But the focus will be on 
the positive policy and its connection to the place-oriented aspect of your 
Affirmative Action proposal. 

The Vice President and Secretary Cisneros may brief reporters on urban issues 
following your 5,peech. ' 

• 	 Democratic Mayors Visit White House ~ednesday,July 26): On Wednesday, 
26 democratic Mayors will have a political and budget strategy briefing by Leon 
Panetta and Harold Ickes .and then proceed to the Residence for a reception with . 
you. 

Media Affairs will book interviews-for Mayors and other local officials from 
targeted markets for North Lawn stake-out on Wednesday following the 
community empowerment speech. . 

.• 	 American Federation of Teachers (Friday, July 28): Education and Family 
values. Details being finalized. 
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• 	 . Medicare 30th Anniversary Radio Address (taped Friday, July 28). You will 
tape the Radio Address before an audience of seniors. We are hoping that Senator 
Gore will join you and the Vice President for the event to acknowledge the 
Senator's contribution and commitment to Medicare. The event should provide 

. photos and quotes for stories that will appear on Sunday, Iuly 30 (the actual date of 
the signing). 

Message. For years, both parties have agreed on the need to protect the 
health of the elderly thio,ugh Medicare. Now, Republicans are abandoning our 
common ground with unprecedented cuts in Medicare-including large 
increases in out..:of-pocket costs for seniors--just to finance a tax cut for the 
well-off. 

Amplification. 
Your radio address will be mailed to top 150 editorial boards. 
African-American, Hispanic. women's and older American press. 
Regional pr~ss stories 

FUTURE ACTIVITIES 

• 	 A message team is meeting to develop budget themes and events for the first two weeks 
of August. An Environmental I Public Health I And Consumer Safety group is up and 
running and feeding event ideas to this group. Event proposals will be ready for you in 
the next 2 days. 

, 	 . 

• 	 We have also been meeting regularly with education and advocacy groups to strategize 
about "Back to School" activities in September as well as a Save Student Aid week. 
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