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MEDICARE SAVINGS 
(Dollars inoillions. liscal years) 

.---------­ 1995 1996 1997 1998 1999 . 2000 2001 2002 2003 2004 200~ %-00 96-02 96·05 

AOMINISTRATrON 8ASELINE 
Gross SP'lJ1(Jing (Induoing Premiull1s) 
Growth 

17<\.5 19~O 213.5 2::12.7 253.7 276.1 300.7 327.5 356.9 3S9.2 425.u 
9.1% 9.0~~ !"J.O% 

(/) 
l.') 
z 
...... 
z. 
2. 
f.lJ 
'"";l 

:1' 
l' 
t· 

No! Sp-ending (Excluding Premiums) 
Growth 

cno BASELINE 
Gross Spending (Including Preroiullls) 
Growlil 

Nut Spending (ExciudinU PrcJlliurns) 
Growth 

154.4 

17B.1 

l~B.O 

174.tJ 
1:.1.2% 

199.0 

178J 
13.1 ~~ 

191.8 
9.8% 

219.4 

197.5 
10.5% 

:208.6 
8.7% 

240.1 

215.9 
9.3% 

22B.l 
9.4% 

263.4 

237.4 
10.0% 

249.4 
9,3°J~ 

288.1 

260.8 
9.9% 

272..7 
9.4% 

315.2 . 

26G.5 
9.9% 

29B.3 
9.4% 

345.3 

315.2 
10.0% 

;)26.5 
9.4%, 

:I711.() 

3'1"1.3 
10,21J,~ 

357,4 3f1ll 
9.5% 8,G(I,'~ 

416.4 t1 ~) [I ,:} 

383.2 ·123 9 
10.3% 10.(,% 

----­

93% 

!J. 7~'~ 

(1.0% 

9,3°,{, 

9,6<>~, 

9.9% 

0.4% 

9.7% 

10.1% 

... 
:r: 
'­
f.lJ... 
Vl 
..r, 

Administration Propos;)' (Admin, llasclillol 
Gro~s Spending (Including Prcmiums) 
Growth 

Net Spending (Excluding Premi(iltlii) 
Growth 

174.5 

15·1.4 

191.7 

171.~ 

11.1% 

208.0 

166.3 
6.6% 

~~23.5 

19904 
7.0cA, 

236.1 

212.6 
6.6% 

253.6 

£26.9 
6.7% 

nO.tl 

·242.8 
7.0% 

289.2 

260.0 
7.1% 

312,2 

281.7 
8.3% 

335,4 

303.5 
7.7Q,{, 

3~9 .. 1 

325.ll 
7.3% 

7,2% 

7,2% 

7.1% 

7.2% 

7.2% 

7,4~~ 

(/) 

:r:
:r: 

Sailings -3 ·6 -9 -16 -23 -30 -3/1 -45 -54 ,tJG -55 ·124 -289 

Eludgol Hcsolutioll SpDndlng (CSO Oilsullnr:) 
Gross Spending (Indllding Premiums) 
Growth 

H8.0 191 
7.3Q

,{. 

202 
5.8% 

214 
5.9% 

226 
5.6% 

239 
5.8%1 

255 
6,7% 

274 
7.5% 

291 
6.2% 

309 
6.2% 

:1211 
6 .2t~t 5,8% 6~2t:Vo 6,2% 

Net Spenoinu (Excluding PHlmiums) 
Growtfl 

15-8.0 170.7 
6.0 0/c· 

179.8 
5.3% 

159.3 
5.3% 

200.2 
5.8% 

211.6 
5.7~~ 

226.5 
7.0% 

243.B 
7.6% 

259.4 
6.2% 

275.8. 
6.2t}~ 

293,8 
6.2% 5.5% 6.'1% 6.2% 

N 
n 
1­

·7104 -80 ·107 ·1:10 ·139 ·:170 ·595 

M 
0 

'"" 
Savings per Bcncliciary (50%. wlcxlemJers) - 100 -225 -35Q -475 -600 -725 -875 -1050 -1275 -1 ;;25 



MEDICARE SAVINGS 
(CoIlalS In b1*lOM. fiscal years) '" 19~5 1996 1997 1998 1999 21l0~ 21l1l1 2()1)2 2(103 20D4 200S 95-00 91>-01) 91>·02 96-06 

ADMINISTRAT10M BASELINE 
Gro.s'S Spelldillg (Induding Premiums) 
Growth 

17~.5 195.0 213.5 232.7 253.7 276.1 300.7 ~27.5 356.9 389.2 425.0 
9.6% 9.1"'1. 9.0% 9.0% 

Net Spending (Exdudi..g Pfemillms) 
Growlh 

154.4 174.6 
13,2% 

'91.8 
9.8% 

W8,& 
8,7% 

22B.1 
9.4% 

249.4 
9.3% 

272.7 
9,4% 

298.3 
9,4% 

326.5 
9.4% 

357.4 
9.5% 

J91.7 
9.6% 10.1% 9.3% 9,3% 9.4% 

eso BASEL.NE 
Gross Spending (1llCluding Premiums) 
Growth 

178, I 199.0 219.4 240. I 263,4 288.1 315.2 345.3 378,9 416.4 45-8.J 
10.1% 9.7% 9.6% 9.7% 

Net Spending (Exdudillg Premlums) 
Growth 

1511.0 \78.7 
13.1% 

197.5. 215.9 
10.5% 9.3% 

237.4 
10.0% 

2oo.a 
9.9% 

236.5 
9,9'% 

315.2 
10.0% 

347.J 
10.2% 

333.2 
10.3% 

423.9 
10.6% 10.5% 9.9% 9.9'% 10.1% 

Admlnlstratton Proposal (AdmlrJ. Baseline) 
Gross Spendil'lg (Including Premiums) 
Growth 

174.5 191.7 20B.0 223.5 238•• 253.6 270.8 289.2 • 312.2 335.4 359.1 
7.8% 7.2% 7.1% 7..2% 

Net Spending (Exdllding Premillm.s) 
Growth 

154.4 171.5 
\1.1% 

. IllS,:) 
6,6% 

'99.4 
1,0"A> 

212.6 
6.6% 

226.9 
6.7% 

242.8 
7.0% 

260.0 
7.1% 

2n7 
B.:}% 

3ll:).5 
7.7% 

325,6 
7.3% B.O% 7.2% 7.2% 7.4%~ 

Sailings -3 -6 -9 ·16 -23 ..JO -38 -45 -54 ·66 -51 -124 ·289 

Budget Resolution SpendIng (CBO Baseline) 
Gross Spending (Including Premiums) '7&.0 19' 202 214 226 239 255 274 291 ::l09 328 
Gn>Wfh 7.3% 5.8% 5.9% 5.6% 5,8% 6.1% 7.5% 6,2~~ 6.2% 6.2% 6.1% 5.8% 6.2% 6.2% 

I Nel Speolding (Exduding Premiums.) '58.0 170.7 179.a 189.3 200.2 211.6 226.5 2'13.8 2S'M 275.13 293.a· 

GrowU! 8.0% 5.3% 5.3% 5.13% 5.7% 7.0% 1,6% 6.2% 6.2% 6.2% 6.G% 5.5% 6.\% 6.2% 


: Savlngs ·8 -17.1 -26.6 ·:)'7.2 -49_2 -60 -71.4 ·88 ·\07 ·130 ·139 .27!) -6~5 


_ SaYirogs per Beneficiary (50%, w/exiEll<lers) -100 -225 -350 -475 -GOO ·125 ·875 ·105D -1215 -1525 


I/ Hou,e Resolution Spending (CeO Ba,selirJe) 
NetSpending(ExdlldingPremium.s1 '511.0172.2 IS2.1 191.2200.& 209.7 219 228.6239.0249.1 260.9 
Growth 9.0% 5.7% 5.0% 4.9'% 4,5% 4.4% 4.5% 4.5% 4.5% 4.5% 5.6% 5.~ U% 4.7';{' 

Sailings. -5.5 -I5.1l -24.7 -36.7 ·5t.! -67.6 -86.4 .108.2 ·131.4 ·162.9 -134.4 -288.4 .690.9 

Savings per Beneficiary (S!)%, wlextenllers) -75 ·200 -32S -450 -625 -a25 ·1050 ·1300 -1550 -1900 iSenate ResoMlon SpendIng (CBO BaSI/lIne) 
Net Spending (Exduding Premillms) \511.0 166,5 115.9 18B.4 201.8 216.4 233.6 253.5 271.8 29U 312.3 
Growth 5.4% 5.6% 7.'% 7.t% 7.2% 8.0% 6.4% 7.2% 7.2% . 7.2% 6.8% 7.3% 7.2%9~'; 

I SavlngB -\2.2 '·21.6 -27.5 -l5.5 -44,4 -52.6 ~1.7 -75.5 -a9.9 -111.6 -14U .26$.7 .532.7 

1'00Savings per Beneliclary (50%, wfextendef1» ·150 -275 ..J5\) . -450 ~ -650 ·750 ·000 -1050 -1300 

I 'IOlE: Estimates ror 2103-200S 10, 111" Budg'" ResclutiOf\ ....... "01 .....a1.1lIs. Tha ."",ge 9rt1Mh ra!o'U, UIE"d 10 Q51i"",," !he sper<frl,l illhol.G )""'" 

rAedian .per.rng ..<lode_ dloaetiortar"/ .pendf"l\l. 

The.se .W-.u DO rlOI >woo. err, adjuslmem 10/ \be Repoliicans' p,q:to."d ad;.....m.rn io IhII CR. "0 & ","uH.:nl!l.pentlog is Si\tl1l( Ie..... , lIton it WIIud b••11:",1110 aOjusl/l'£<il 
,I 

I 
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MEDICARE PROPOSALS & GROWTH RATES -" 

(Dollars in billions, fiscal years) 

1995 1996 1997 1998 1999 2000 2001 2002 96-00 96·02 


CBO MEDICARE BASELINE 
Gross Spending (Including Premiums) 178.1 199.0 219.4 240.1 263.4 288.1 315.2 345.3 
Aggregate Growth 11.7% 10.3% 9.4% . 9.7% 9.4% 9.4% 9.5% II 9.6%9.7% 
Per Capita Growth ·8,2% 8.2% 

Net Spending (Excluding Premiurrs) 158.0 178.7 197.5 215.9 237.4 260.8 286.5 315.2 

Aggregate Growth 13.1% 10.5% 9.3% 10.0% 9.9% 9.9% 9.9% 9.9%


10.0% " Per Capita Growth 8.4% 8.5% 

Administration Medicare Proposal (CBO !=laseline: Administration savings estimates) 
Gross Spending (Including Premiums) 178.1 195.7 213.9 230.9 247.9 265.6 285.3 307.0 
Aggregate Growth 9.9% 9.3% 8.0% 7.3% 7.1% 7.4% 7.6% 7.9% 7.8% 
Per Capita Growth 6.5% 6.4%II 
Net Spending (Excluding Premiums) . 158.0 175.4 192.0 206.7 221.9 238.3 256.6 276.9 

Aggregate Growth 11.0% 9.4% 7.7% 7.3% 7.4% 7.7% 7.9% 8.0% 7.9% 

Per Capita Gro.wth 6.5% 6.5%II 
Savings ·3 -6 ·9 ·16 -23 -30 -38 II -56 -124 

Budget Resolution Medicare Proposal (CBO Baseline) 
Gross Spending (Including Premiums) 178.1 191 : 202 214 . 226 239 255 274 
Aggregate Growth 7.2% 5.8% 5.9% 5.6% 5.8% 6.7% 7.5%,."". Per Capita Growth 

L.c..,' 
Net Spending (Excluding Premiums) 158.0 . 170.7 179.8 189.3 200.2 211.6 226.5 243.8 
Aggregate Growth 8.0% 5.3% 5.3% 5.8% 5.7% 7.0% 7.6% 
Per Capita Growth ~ 
Savings -8 -17.7 -26.6 -37.2 -49.2 ·60 -71.4 

CBO PRIVATE GROWTH RATES 
Aggregate Growth 6.6% 7.5% 7.8% 7.5% 7.5% 7.3% 7.1% 
Per Capita Growth 6.2% 7.1% 7.4% 7.2% 7.2% 7.1% 6.8% 

5.8% 6.2% 
4.4% 4.9% ~ 

~ 

5.5% 6.1% 
4.1% 4.8% ~ 
-139 ·270 

~ 7.6% 7.4% 
7.2% 7.1% 

The Administration savings were converted to the CBObaseline by subtracting the savings based on the Admin. baseline spending from the CBO baseline spending. 


Medicare spending excludes discretlona;Y spending. Administration estimates of unduplicated beneficiaries were used for the per capita growth rates .. 


These estimates DO NOT Include any adjustment for the Republicans' proposed adjustment to the CPI. As a results. net spending Is slightly lower than it would be atter the adjustment. 


02-Sp.o-!l!l 
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MEDICARE PROPOSALS & GROWTH RATES 
(Dollars in billions, fiscal years) 

1995 1996 1997 1998 1999 .2000 2001 2002 96-00 96-02II 
CBO MEDICARE BASELINE 

Gross Spending (Including Premiu!lls) 178.1 199.0 219.4 240.1 263.4 288.1 315.2 345.3 
Aggregate Growth . I,. 11.7% 10.3%, 9.4% 9.7% 9.4% 9.4% 9.5% 9.7% 9.6%II 
Per Capita Growth 8.2% 8.2% 

Net Spending (Excluding Premiums) 158.0 178.7 197.5 215.9 237.4 260.8 286.5 315.2 

Aggregate Growth , ,,1, I 13.1% 10.5% 9.3%10.0% 9.9% 9.9% 10.0% 9.9% 9.9%
II 
Per Capita Growth 8.4% 8.5% 

Administration Medicare Proposal (CBOBaseline: Percent Reduction from Administration Baseline) 
Gross Spending (Including premiums) 178.1 195.7 213.7 230.6 247.3 264.6 283.8 304.9 
Aggregate Growth 9.9% 9.2% 7.9% 7.2% 7.0% 7.3% 7.4% 7.8% 7.7%II 
Per Capita Growth 6.4% 6.3% 

Net Spending (Excluding Premiums) 158.0 175.4 191.8 206.4 221.3 237.3 255.1 274.8 

Aggregate Growth ':,, 11.0% 9.4% 7.6% 7.2% 7.2% 7.5% 7.7% II' 7.9% 7.8% 

Per Capita Growth 6.4% 6.4% 


Savings -3 -6 .-9 -16 -23 -31 -40 -58 i130II 
Budg~t R~s~lution~M~~dic:a@_eiopo.sal.(CB~>-Baseline) 

Gross Spending (Including Premiums) 178.1 . 191 202 214 226 239 255 274 

Aggregate Growth 7.2% 5.8% '5.9% 5.6% 5.8% 6.7% 7.5% 5.8% 6.2%
II 
Per Capita Growth 4.4% 4.9% 

Net Spending (Excluding Premium~) 158.0 170.7 179.8 189.3 200.2 211.6 226.5 243.8 
Aggregate Growth ". 8.0% 5.3% 5.3% 5.8% 5.7% 7.0% 7.6% II 5.5% 6.1% 

..... Per Capita Growth 4.1 % 4.8% 

~. Savings -8 -17.7 -26.6 -37.2 _ -49.2 -60 -71.4 II -139 -270 

~ eBb PRIVATE GROWTH RATES 

, Aggregate Growth 6.6% 7.5% 7.8% 7.5% 7.5% 7.3% 7.1%11 7.6% 7.4% 


Per Capita Growth 6.2% 7.1% 7.4% 7.2% 7.2% 7.1% 6.8% 7.2% 7.1% 

The Administration savings were converted to !he cao baseline by (a) converting the savings from the Administration baseline into a percent reduction from baseline spending; and 

(b) mUIUplying that percent reduction bY the ceo baseline spending. 


Medicare spending eXdudes discretionary s~ding. Administration estimates of unduplicatedbeneficiaries were used for the per capita growth rates. 

These estimates DO NOT indude any adjustment tor the Republicans' 'proposed adjustment to the CPt As a results, net spending is slightly lower than it would be after the adjustment. 


02·Sep-95 
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MEDICAID PROPOSALS & GROWTH RATES 
(Dollars in billions, fiscal years) 

1995 1996 1997 1998 1999 2000 2001 2002 96-00 96-02 


" CBO MEDICAID BASELINE 
Spending 89.2 99.3 110 122.1 134.8 148.1 162.6 177.8 614.3 954.7 

11.3% 10.8% 11.0% 10.4% 9.9% 9.8% 9.3% 10.5% 10.2% 

Recipients 36.8 38.4 40.0 41.2 42.4 43.7 44.9 45.9 

4.2% 4.1% 3.1% 3.0% 3.0% 2.7% 
 3.3% 3.0%2.4%1 

Spending per ReCipient 2,422 2,587 2,752 2,964 3,179 3,391 3,625 3,871 

6.8% 6.4% 7.7% 7.2% 6.7% 6.9% 
 7.0% 7.0%6.8%1 

Administration Medicaid Proposal (CBO Baseline: Administration Savings Estimates) 
Spending 89.2 95.3 106 116.1 127.8 139.1 151.6 164.8 


6.8% 11.2% 9.5% 10.1% 8.8% 9.0% 
 9.9% 9.6%8.7%1 

Spending per Recipient 2.422 2,483 2,652 2,819 3,014 3,185 3,380 .. 3,588 

2.5% 6.8% 6.3% 6.9% 5.7% 6:1% 6.2% 
 6.4% 6.3% 

Savings 	 -4 -4 -6 -7 -9 -11 -13 -30 -54 

Budget Resolution Medicaid Proposal (CBO Baseline) 
Spending 89.2 95.6--fd2~1--m6:2--n.0:5--1'14-:9- 119~5--124:3'-

7.2% 6.8% 4.0% 4.0% 4.0% 4.0% 4.0% 
 4.7% 4.5%I 
Spending per Recipient 2,422 	 2,491 2,555 2,579 2,605 2,630 2,664 2,705 

.2.8% 2.6% 0.9% 1.0% 1.0% 1.3% 1.6%1 1.4% 1.4% 

Savings 	 -4 -8 -16 -24 -33 -43 -541 -85 -182 

The Administration savings were converted to the ceo baseline by subtracting the savings based on the Admin. baseline spending from the ceo baseline spending< 

02-Sep-95 
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'; '.MEDICAID PROPOSALS &GROWTH RATES 
(Dollars in billions, fiscal years) , 

1995 1996 1997 1998 1999 2000 2001 2002 96-00 96-02 


CBO MEDICAID BASELINE 
Spending 89.2 99.3 110 122.1 134.8 148.1 162.6 177,81

11.3% 10,8% 11.0% 10.4% 9.9% 9.8% 9.3% 
~, 

Recipients 36.8 38.4 40.0 41.2 42.4 43.7 44.9 45.9 
4.2% 4.1% 3.1% 3.0% 3.0% 2.7% 2.4%1 

Spending per Recipient 2,422 2,587 2,752 2,964 . 3,179 3.391 3,625 3,871 
6.8% 6.4% 7.7% 7.2% ,6.7% 6.9% 6.8%1 

Administration Medicaid Proposal (CBO Baseline: Percent Reduction from Administration Baseline) 
Spending 89.2 95.2 105.8 115.7 127.2 138.3 150.6 163.6 

6.7% 11.1% 9.4% 9.9% 8.7% 8.9% 8.6% 

Spending per Recipient 2,422 ' 2,479 2.646 2,810 2,999 3,166 3,358 3,562 
2.4% 6.8% 6,2% 6.8% 5.6% 6.0% 6.1% 

Savings 	 -4 -4 -6 -8 -10 -12 -14 

Budget Resolution Medicaid Proposal (CBO Baseline) 
Spen-din'g 89~2-'-95:6--102:1 106:2- 110~5-H4.9 ····119~5--124:3-

7.2% 6.8% 4.0% 4,0% 4.0% ,40% 4.0%1 

Spending per Recipient 2,422 2,491 2,5,55 2,579 2,605 2,630 2,664 2,705 
2.8% 2.6% 0.9% 1,0% 1.0% 1.3% 1.6% 

Savings 	 -4 -8 -16 -24 -33 -43 -54 

614.3 954.7 
10.5% 10.2% 

3.3% 3.0% 

7,0% 7.0% 

582.2 	 896.4 
9.8% 9.5% 

6.3% 	 6.2% 

-32 -58 

4.7% 4.5% 

1.4% 1.4% 

. -85 -182 

The Administration sailings were conllerted to the CBO baseline by (a) conllerting the sailings from the Administration baseline into a percent reduction from baseline spending; and 

(b) multiplying that percent reduction by the CBO baseline spending. 
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Estimated CBO pricing of GME, DSH and Medicaid Proposals that Affect 
. Academic Health Centers and Teaching Hospitals· 

. (in billions, 7-year totals) 

Rel!ublican Conference 

Indirect Medical Education 

President's Package .'I 
-7.6 . 


(lME) Adjustment Reduction 


Graduate Medical Education 

!ME Reduction-4.6 

Direct GME Reduction-5.7 -1.4 

(GME) Reforml 


.Disproportionate Share DSH Reduction-1.0 -3.7 
Hospital (DSH) Adjustment 
Reduction2 

Estiniated Impact of.Me.dicaid -lQ,-O _______Estima~Impact ofMedicaJ4 .. 

Cuts 


~5.A 
Cuts 

Subtotal of Reductions Subtotal of Reductions-16.7 -28.7 

Payments for Medicare GME Trust Fund4+6.2 +13.5 
Managed Care discharges-­ (Questionable funding)' 
AAPCC giveback of 
DGMElIMElDSH 3 

Aggregate Impact of Aggregate Impact of-10.5 -15.2 
President's Proposal on Republican Conference 
AHCsrreaching Hospitals Agreement on 

AHCsffeaching Hospitals 

1 The elements of the GME refonn package result in savings from both direct GME 
(35%) and indirect GME (65%). . ­

2 Based on proportion ofDSH payments that go to teaching hospitals (68%). 

3 Giveback based on OMB baseline would be $6.9 billion. 

4The GME Trust Fund is funded through general revenues that are questionable and may 
not be pennanent. 

g:\snedparta\Colleenlsummary\prestc2.wpd 



Impact on Academi~ Health' Centers and Teaching Hospitals 

. President's Plan vs. Republican Conference Agreement 


(Estimated CBO Pricing, Dollars in billions, 7-yrTotal) 


-15.216 
• Reduction in spending 

(Dollars in billions)
14 

12 
-10.5 

10 

8 

6 


4 


2· 


o -f-I-------I 

President's 
. Plan 

Conference 

Agreement 


Note: Includes impact of GME, IME and DSH reductions, Medicaid cuts, AAPCC payback, and the GME trust fund. 



Estimated CBO Pricing of Provisions Affecting Rural Hospitals 
(in billions, 7-year totals) 

President's Package Republican Conference 

Update Reductionl -l.9 Update Reduction 
, 

-3.9 

Sole Community Hospital 
Rebasiog fa 

0.3 Medicare Dependent Hospital 
(rural) payment extension ' 

0.2 

Expand Rural Primary 
Care Hospital program /b 

0.3 Critical Access Hospital Program 0.3 

No Provision . Establish REACH Program; 
Rural Referral Center Bonus 

0.2 

Disproportionate Share 
Hospital (DSH) 
Adjustment Reduction 2. 

-0.1 DSH -0.2. 

Impact of President's 
Plan on Rural 
Hospitals 

-1.4 
.~." 

Impact of Republican 
Conference.Agreement on ... 

Rural Hospitals 

-3.3 
... ­.... ..--. .. ".-­

aJ Sole community hospitals will be rebased (payment base will be updated) with a hold-hannless 
• • > 

provision so that no hospital's payments are lowered. 

bf The Rural Primary Care Hospital Program (RPCH) allows rural hospitals to do:wnsize and offer 
limited services, as an alternative to closing. It currently operates in seven states. This proposal 
makes some improvements to the program and expands it to 50 states. The Republican Critical 
Access Hospital Program is quite similar to a nationwide RPCH program. 

I Based on estimate of percentage of total payments that go to rural hospitals (13.5%). 

2 Based on estimate of percentage of DSH payments that go to rural hospitals (4%). 
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Impact on Rural Hospitals 

President's Plan vs. Republican Conference Agreement 


( Estimated CBO pricing, Dollars in billions, 7-yr Total) 


3.5 "I 

3.0 -i 

2.5 


2.0 


1.5 

t.o 

0.5 


-3.3 


• Reduction in spending 
(Dollars in billions) 

-1.4 
 " . 

Conference 
0.0 -+1------' 

Pres.ident's 
Plan Agreement 
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g' Medicare Outiays Under Proposed Budgets (Gross Outlays) 
o. Congressional budgets use ceo baserane aad savings estimates; President's budget uses OMS basefine and savings estimates 


Z ($ in ~lIions. by fiscal year) 

Lf) . i . S-Vr Total 7-:Yr To1al 

N 

1m 1996 1997 1998 1999 ~OOO 2001 20021 1996-2000 1996-2002 

Lf) 

.-I 
 Conference Agreement 

If 


.COO Current Law Baseline 178. t 199.0 219.4 240.4 263.4 286.1 315.2 345.31 1.210.3 1.870.8 

Lf) Growlh \1.7% 10.3% 9.s<!';' 9.6% 9.4% 9.4% 9.5%; 9.7'% 9.6% 

0) 

\.0' 	 ......
. -8.0 N Conf. AgreEmeffl Medicare Savings 	 ·18.0 -27.0. -37.0 -49.0 -60.0 .71.oi -139.0~~ o 

~ 
Z ~-
::::> 
 Cant Agreemer\l Medicare Outlays 178.0 191.0 202..<l 214.0 225.C 239.0 255.0 .274.oi· 1,072.0 1.601.0
" GroWth 7.3% 5.6<% 5.9,},~ . 5.6% 5.8% 6.7% 7.5%. . 5.6% 62% 


E6Q 92% 	 . 131'Yo 69% 85%Outlays as Percenl o~ BaSE!ir.e 100% ~ 70' 	 890/0 86% 03°/", 79%1, 
It 
I 

President's Balanced Budget Plan 
OMB Current Lav; Baseline 174.5 195.0 21'3.5 232.7 253.7 276.1 300.7 327.51 1,170.9 1.799~O 

Grow:t', 11.7% 9.5% 9.0% 9.0% 8.6% 8.9% 8.9%1 9.1% 9.~{' 
~ 

t 

Medicare Savings with Expansio!'\s 	 -3.3 -5.5 -9.2 -15.5 -22.5 -29.9 -36.3 -56.0~&Slr~ 	 L! 
C 
Z

Medicare Ou'>iays with Expanslcns 174.5 191.7 200.0 223.5 236.' 253.6 270.8 2.89.2 1.114.9 i ,674.9 
Cl tv 
I-t 	 Growth 9.9% 8.5% 7.4% 6.6% 6.5% 6.6% 6.9%~ 7.2% 7.1% IN 

Outlays as Peroent of Baseline 100% 98% 910/<> 96% 94% 92% 900/0 95% 93%' \.0
SWk" 	 U1 

MotK: -U1 

ceo and OMS baselinto estimates are diJferent, consequently cao and OMS savings estimates U1 
"'\J

and revised baselines -: iACIucflftg growth rates - are not direcOy comparable. 
z 
o 

However, one couldcom~e ,he outlays as a percent of baserme under the plans. Q
Q. 
0' 

\) 

Q .. 	 :A 

6lZ3.'9S .:1.)9 PM u:.:.MECAP.XLS Repub. & Aarnn Cotrlp . o.oss Ol 



-

Conference Agreement 

Concurrent RClsolution on the Budget •• Fiscal Year 1998 

Early Highlights 

June 23, 1BBI 

Deficits and Seendlng 

Balance Islchleved In .even yel.1'I by flrat reducing
J 

the rate of growth In total spending. 

Total federalependlng growl from $1.5 trillion In 
1985 to $1.875trllllon In 2002. Annual growth rate of 
3.0 percent 

Tho fede'ral deficit that would grow next year to 
nearly $200 bUllon without changes In policy, will be 
reduced to $17D billion and thereafter decline to I 
surplus of nearly $7 billion In 2002. 

•• 	 Total deficit reduction over the next seven Ylars 
would reach nearlv $860 billion. 

Tax Reductions 

•• 	 Tax reductions cannot occur until Committees have 
first met their spending reduction Instructions. 

Committees report to the Budget Committee. their 
Ipendlng reduction legislation by mld-September 
and cao cartlnes that balance has be.n achieved In 
2002 and a fiscal dividend equal to $170 billion over 
.even .y••ra, S50 billion In 2002 has been created. 

. Once carllnealion O(;'CUI"I. tax writing committees 

1 



would bo Instructed to report to the Budget 
Committees within flV8 working daya legillation that 
would reduce tax revenue. up to but not to exceed 
$245 billion over seven years. and not to exceed the 
fiscal dividend estimated to be 'SO billion In 20D2. 

- In no cas. can the tax cuts In 2002 reault In the 
budget being out of balance. 

Select Spending Programs 

Medicare 

•• 	 Medicare will grow from $178 billion this yelr to 
$274 billion In 2002. Medicare spending wlUgrow at . 
an annual rate of 6.4 percent. Total medicare 
spending over the next I.ven years will top $1.8 . 
trillion. 

-	 Medicare solvency Is Insured through 2005. 

•• 	 Relative to the unsustainable current 8p~ndlng path 
of medicare, the conference agraement reduces 
spending $270 billion over 'the next seven yeal'S. 

Medicaid 

Conference agreement assumes a medicaid block· 
grant program that would reduce the rate of growth 
In the program from Its current rate of1 0.8 plrclnl 
gradually over the next savan year period reaching 
about 4parcent In 2002. 

... 	 Medicaid spending grows from $90 billion this year 
to over $124 billion In 2002. . 

Relative to a contInuation of unsustainable growth 
lnthls program. liavlngs of S182 billion ara achieved 
over the next seven years. . . 

2 
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Oefanse 

The conference agreement assumes that defense 
spending (outlays) will decline from $270 billion this 
year to $286 billion In 1BB8. and then return to 
annul' spending levels of near $271 billion In 2001 
and 2002. 

•• 	 Defense spending relative to President Clinton's 
request this year will Increase nearly $33.1 billion 
over the naxt seven years. 

In the Senate, flrewalls batweendefensl spending 
and other discretionary spending would be 
established for three yeaTS. 

Nondefense Spending 

... 	 Nondefense discretionary approprlationi would 
decline from $278 billion this year to $244 billion In 
2002. 

Relative to current law spending. these 
discretionary programs would be reduced $190 
billion over the next seven years through program 
tenninatlons, consolidations, and returning their 

.program management back to tho states. 

The conference agreement •••um•• the tennlnation 
of the Commerce Department, b.ut 'eave, to the 

.. Committees of JuriSdiction the determlnatJon of 
other Departmental ~Io.ur.s. . 

Other Programs 

3 



· Tho confgrenci agreement assumes welfare reform 
such that programs are reformed and savIngs of 
nearly $100 billion over the next .even yea.... 

Tho conferenee agreement Issumes reform of 
agriculture (lrlce support programs totalling $13.3 
bUllon over the next eeven yea.... Agriculture price 
support programs will 'till oxpend $45 billion over 
the next seven years. . 

The conference agreement aasumes reform of 
federal student loan programs $10 billion over the 
next s.even year&. Reforms, It Is assumed would be 
targeted on graduate and professional students. 

•• 	 The conference agreement assumes nearly fuJi 
funding of the Violent Cdme Reduction Trust Fund. 
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mREEMENT BIJDGET 
<n - ----------__~C~O~~~FE~R~ffi~·N~CCE~A~G~~~ 

(DItJIars in biUions) AGGREGA.TES 
:2 

OJ 
-< 
x 

~:. -:::"=::-~_-.-.•--..--o.;.-=-~~_ __=-~~=-=--.~::::- -:~ -:"'-:-':';.:.;':'-::;:::----..::::--~";::::::=__::::_:_:_______~... 
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x 

1995 . 1996 1997 1998 1999 20DD 2()OI 2002 ..... 
CD 

CD..,
,-.-.-.-_~"~~_.~_=.:_-.;:-.---_:_,-_-.:~_ --"':---:~-:~.-.-.---:::"'. ,;.~-:::-:"'-_-- .. ---~ _____::-"'::7"-;---__=_ -------.. --.,- ­----"' <:) 

"U.... .., ....Discretionary: 
c::Defens.e..........~......._ ..... _ .......... . 270 2M 2fiS 2'5 268 271 271 271 

'" 

NondereDse.••••._......_ ............ . 278 27D 259 252 247 249 245 244 
c: 


0:Su.bfotal discfttionary..••_ .. 548 534 524 : 517 516 520 516 515 I 

'" c.: 
I 

0'Mandatory: 
<C 

Social Secorif)...................... _ ...... 334 352 371 391 4n 433 456 480 «:. 

./:>.Medicare._••..•_ ............... _ ......... 178 191 202 .214 226 239 255 274 

'" 
li: 

I
M,edicaid_._ ................ _ ............... 89 %: 102 106 110 115 119 124 :to 


Other malldatory_ ....... _ .•. _ .• 146 156 162 163 177 186 192 206 


Net in.el"est. ...... _._.............. . 235 259 265 269 27(j 281 282 283 
... 
...Totaloatlays. ......... - .............. . J530 1586 1625 1660 '1716 1774 1820 1875 ... 
c 


... 
c '" 
oRewenues,_.••_ .......................... . 1355 1417 1475 1546 1618 1698 1789 1883 
<0 

J 

Resulti.g defieitfsurplus•._••. . -175 --170 -152 ·116 . -100 -80 -33 7 

_. ___ ~ ,_·:;:;:,":. __ ;7~~'::..:'··':"::"~·-'w""":·:::'-====:-:''"":'.:''':·.: _~ _._._._ . __ . --.~~-=-~- -=.-~-=-::-:'=:==::-;:.:~:"-~:-:.':'".::-:--:-.-::-::~-.:...---. -_"'!'. 

..NOTE: Details II1J1)' mot add to t.ltsls dile te ntundillg. A.J! mtals shown (Ill a IInifiai b.'get hasls. .j: 

<.' 
cP'replIned III sac Maj.rity Shiff, 22-Jun-93 .. 
c 
c 
.j: 
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rnCONFERE~CE· AGREEMEN'], COl\IPARED TO BASEI.tINE 	 UJ 

:z 

(Dollan j. billiODS) 	 OJ 
-< 

.... -_.. -'-	 _.. 
~ .-~. _.. - -- - ~. --- -	 -'.. - x~ ... .... 

<0199' 1997 1998 1'99 2000 S-yr total 2001 2002 Grandtota I 
X 

. _.:::"-.--.~-.-:.:-::. ..- ­-~ ~ 

-i 

-
4DCurrent La,., Deficit ............ 198 215 211 225 238 226 229 	
CD 


... 
<0 

....Discretionary: 	
TJI 

<D ....
·Defense......._....._....._............ .:...... 6 8 8 9 9 40 9 9 S8 
 ...;:: 

Nondefen~e....... _ .............._I111 ••••• -10 -23 -27 -31 -31 -121 -34 -35 -190 	
c 

c
"" 

0:Mandatory: 
I 

Social Security._-..... - ...._.••• 	 ""c.: 

a:Medicare..........-.~-.. - ....... ~8 -18 -27 -37 -49 -139 -64) -7] -270 u 

I 

M edieaid.. ......... _ ................. -4 -8 -16 -24 -33 -85 -43 -54 -182 
-19 -26 -29 -108 -30 -174 

<C..Other mand.ator:y_._.•••~.•~.... -10 -25 -36 	 ... 
'" )0 

() 	 :;::Rn·e.uf5.••.•..•.•.- ......_ ........... 0 	 0 0 0 2 1 1 3 

-;, 

Total poJicy chunges..•. _ .•._ -26 -59 -8(; -108 -132 -411 -158 -187 ..;..756 

DelJ:t semce.•, ......................... -1 -5 -9 -16 -24 -55 -JS -48 -137 


Total deficit reduction ........ -27 ~3 -95 -124- -156 -465 -192 -235 -958 .... 	'"c 

" " Resultiag defi£itfsllrpllls .... 170 152 116 100 8() 33 -7 	 c "" -<> 
<>

.--~-:~--,.==--:~~ 

NOTE: DetaRs ...y not ad4 to tCltal!l cl De In rmmdii_g.. AIJ tDuls ,ho_ 1)0 B u.if"1l".d budget basb. 
I 
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REPORT OF mE BOARD OF TRUSTEES

I t . , 

B of T Report 44-A-9S 

. Subject: Medicare Transformation: Current Status 

Preseated'by: 	 P. Jolm Seward. MD, Chair 

Referred to: 	 Reference Committee A 

(Ann Cea. MD. Cbair) 


•••• a 

1 BACKGJtQUtul. 
2 
3 InformatioDal Board of Trustees Report 17 (A-9S), before the House at this M~. identifies 
4- die need for ftmdameDtal transformation of the Medicare proeram. It abo outlines AMA 
S strateaiesoD this critical issue. emphasizing that Mediears'. eurTent crisis follows from its 
6 open-ended .,romise. Although the program bu had g.... success ,in $ewring wUverul acx::ess 
7 to hiSb quality medical cate for eldtdy Amtrica.os, it faces A dismal fiDaac1a1 MuI'6. 

9 This ~tSO, If UIK:Orrectcd, PQlteads i,"l«aled i..u:itabDity and physician and provider payment 
10 cum that exacerbate rather than remedy Medicare's problems. Ultimately, the program will fail 
11 ill its flmdamclial objective of ensuring access to high quality medical care for elderly aDd• 
8 

12 disabled Americw. Medicare's public trustees have concluded that It Medicare reform 
13 Deeds to be addressed urgently as a distinct leaislative. initiative." (April ~. 199$) 
14­
1S Put altemptt to resolve this loomiJ:as crisil bave been fulldaIQlD1aIly inefte<n:ive. At the same 
16 time., they have oftu. mcreaaed prcsram complexity and driven MQldiQfO phYliiiciau payl.O.." 
17 levels well below private: paymeIU levels, threatening aecess to care. Many poUCJDlIkm and . 
18 analysIS DOW (£CylWjze that R'hyslctan cuts are not the path to Medicare solveuc;y. 
19 
20 Over the past several months,' the Board of Tmitees has utU ized the AMA's extensive policy 
21 bllO to advance the case for fundamental Mediem transformation as reponed in Reoort 17. 
22 'Ibis report updates Report 17 by reviewiDg the current status of the Medicare tran.fonnatlon 
23 debate. OutUniDg tbe Board'jI& cnrrent IltnuAg)' anttpolicy approlCb to tbil -Cu,, and makiaS five 
24 recommendations for policy cbuges needed to enhance AMA advoeaoy efforts. . 
25 
26 HOW SHOULD Ml!DICARE aD TRANSFORMED; 
27 ',; 

11 AMA PoJlQll Dlreqions 

29 


• 
30 As Board R.eport 17 (A-95) outlines, Medicar. must bt traDsform.ed by reduciDJ the ,rowth 
31 rate of pro,ll'lm expenditures and by fully fu.ndina its promise to beneficiaries. These goals 
32 C8DDOt be met through the faUed policies of me pASt. They must be acbieved tbtoup sbated 
33 sacrifice. 

http:traDsform.ed
http:Amtrica.os
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1 Report i7 outiiDes elements of Medicare ulWfo!l1'lation, firmly grounded in AMA policy. that 
2 can guide development of specific AMA positions and proposals. Theta include: 
3 
4 .- . Enbanc, gersona! resMnsibiUty and cas coru;dousne,u. AMA policy (Policy 185.986, 
S AMA PQ!.icy Compendium) tacoul'3gt6 aodons to idClltify. publicu.. WIll WIrt:\,'1 flaws 
6 in Medicare. One of Medlcara's major flaws is the-absence of beneficiary cost 
7 C01Ulc1ouneat irl consumiQg medical ease, with Medigap coverage oftietUng current 
8 COlt $baring provisio.llS for most benetlclarles. Possible respoases include restructUriDg 
9 CUtrellt cost $hWllO be more efficient (PoJicies 165.960[4] and 165.989{l3l) and 

10 offerms Medical Sav~ Accounts (MSAs) (Policies 165.920[61 aDd 165.951). 
11 

Enhance iniergcnerationa! ermitx in financinr The AMA has lonpandin; poliCy to12 • 
13 place Medicare nn a firmer md more equitable fiD.aneial footiDg. 11tcse include the Uae 
14 of MSA, tor the workiDg populAtion to accumulate livings foe mcdiCill wre needs In 
15 retiremear and some level of linkage between beneficiary income and tho Part B 
16 subsidy. (IJoard of Trustees Ripon 15, also before the House at this MoetiDg, 
17 i&.l&W.lW= m1 refllles AMA polley on tbis latter Issue.) It would also be appropriate 
18 to revise the arbitrary use Of the age 65 for setting Medicare eligibility as has already 
19 been dOGe for Social Security (165.993[2]). 
20 

Enable aod facilitate price oompetit1nn :tmQng providers. AMA poliCy supports21 •
22 competitive 8[11'1'08C'.bes to be.alth system problems from a number of staDdpoiDlS. 
'23 ran,iD, from maintaining physicIans' freedom to determine their own fees to 
24 eacoUtal&ag tbe efficlcDt provi8ion aDd. ~e of bcaJth wt= lIervices. This policy 
2S aUIIC5ts 3cvc:ra1 approaches tu locegratinlt competitiOll into Medicare pricing. ine)uding 
26 w~lLiug uu, AMA·s "new approach to fee-tor-service" (Policy 400.960) with . 
27 lODJSWlding policy favoring use of the Medicare RBRVS in the context of allowing 
21 pIlysiclW to set their own conversion factor while Medicare sets its conversion factnr 
29 based on budgetary and other consideratioDS (Policy 400.994). In addition, MSAs 
30 .would stimulate competition. 
31 
32 • Reduce regulato[y and administratiYQ complexhy,. The AMA seek:. nxluCt'ld busies for 
33 ph)'&ici4DG IU'ld patients and iDCI'c.ued l.mliouuiiY ill» utlWl;Xl to accomplish thMe goals. 
34 
35 ImplementatJgn and Communication of AMA Medicare SUatea 
36 
37 The AMA has been pursuing these Medicare policy floals in a variety of. fonlms over the past 
38 several monthS. LollDie R. Bristow. MD~ .,re.dtfPJ'lt-fiect of the AMA, o~tliDtd the AMA's 
39 broad approach In a speech tn fhl'! C.oIDmOGwealth Club on January 13, l!>!>S. Sm~ th&D, the 
40 A M A h." al~ J'ltMP.ntf'd itl vi~s ia formal teotimony GDd ia infotmal ~omm"nilO4tion~ to 
41 relevlDt House and Senata Committees as well a:J to the Administration. 
42 
43 no ANA also bas crnba:ckcd upon the n~ ec1~cation Of both Membea of Congress and _ 
44 tholr staffs as well 18 the public and bas encouraged opiniOn leaders and policy thiDk tanks to 
45 study aDd advocate Medicare transformatiOn. 10 addition, detailed information 011 AMA 
46 Medicare strategies and poUcy directions has been shued with the Federation. 

http:i&.l&W.lW
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1 Finally, we bave beld discussions with the leadeiShip of the House of Represenwives, as have 
,2- oth~t groups. At 'the Speaker's request, we have provided him with working draft proposals, 
3 incocporat.ina: the ideas and policies discussed in this Repon, including mose concepts for which 
4 we are fequestlng House of DelegateS'action in this Repon:. 
5 
6 Current ConlD't$siQnal and Administration Environment 
7 
8 As expected, House aud Senate Budget Resolutions have proposed unprecedented reductions in 
9 the rD,of.gmwtbin Medicate spendinS. It appW'S thauhe uvins, tars- to emerse from 

• 

,10 conference committee wUl be about $269 billion over seven years. Specific proposals released 
11 during theM debita include major changes and $acrificcs for proyide~ and beaeftciaries alike. 
12 In testimony before the Senate Finan~ CoOunittee ~ the House Ways and Means Committee, 
13 AMA Trustees stated that a transformation of ~edicare is needed. based 011 principJ~ outlined 
14 in this report. They also empbaized that "[a] balanced budget C8IUlot be 'baJauced' On the 
15 back of one program and those wbo provide that program's services ... 
16 
17 Most recently. the Oimon Administration bas released its plan for achieving a balanced budget. 
18 Although the projected Medicare reductions are below proposed Congressional levels, these 
19 outlined proposals rlly solely on physician, hospital, and other provider cuts. Althougb 
20 complete details of the AdmilUstratiOD proposal were DOt available at the time of this writiD" 
21 the Bo;Ud Is pleased that the President is becoming actively involved in ongoing efforts to 
22 rescue the Medicare program. The AMA will engage the Administration actively, aa it haa the 
23 Consress, in pUnluins the following fundamenul-AMA objectives: 
24 
2$ 1. advocating the need for a complete Medicare transformation rather than continued 
26 reliance on the failed policies of continual physician aDd provider payment cuts; 
27 
28 2. enhancing patient and physician choice of delivery system; aDd 

29 

30 3 emphasizing the need to prmecr and enhance the quality of the medical care received by 
31 Medicare beneflcJartes. 
32 
33 THE AMA' APPROACH TO MEDICARE TRANSEORM!TION 
34 
35 Given the current environment, the Board of Trustees believes that the following general 
36 advocacy approach will be effective fot the AMA over the next several mo~tbs. It has beell 
37 developed to be coosisteDt with the broad outlines and specific directives of AMA policy. In' 
38 the di&~iOIl mal ColloW$. pQlicie& ilial dQ r~uir~ foil'iWKt: art: iut:ntlficd llIld specific 
39 recommeDdatioas made for consideration by the House of Delegates. 
40 
41 This transformation approach is a fundamental shift away from government control toward 
4~ persollal responsibility, choice, and an invigorated Medicare marketplace. It is simple in 
43 conception ud execution~ highly workable. and consistent with directions identified by many of 
44- the leading public and private sector Medicare experts. It will: ' 
45 

• address fulldamelltal beneficiary needs for a suble Medicare program, financial46 •47 pmtcction and predictability, choice~ and COnaumer safeguards; 
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1 •. meet the immediate and longer-term n~s of the Congress and the Medicate HOlropital 
2 Insurance TlUSt Fund for reductions in expenditure growth to,usumabl.levels; and •
3 


enhance pnysician.,,· ahility to provide setvic@$ to Medicare beneficiaries in a stable and
-4 •
5 quality.promoting financial, clinical and practice environment. 

6 

7 Transforming Medicare BeneFIts and PI\YlII!Cnl Methuy§' 

8 

9 De key elements of the Board's approach to Medicare transformation are simple. Beneficiaries 


10 should bave the ability to remain in the current Medicare program. as appmrriately modified. 
11 without undue financial penalty. Beneficiaries should a1~. hnwAver, have expanded choice of 
12 delivery ~rem thrnngh a M(O.jjieare eontribution to their health plan of ohoicc. The choice of 
1:3 pla.ns would iPclude traditional health beDefit plaqs, benefit payment schedule pla.n.s, &ua.oa&~ 

14 care pllDl. physician $ponsotcd networks. and MSAs. This option, whicl:t reflects AMA policy 

15· on priwtizibg Medicate (l'olicies 165.971. 165.987, 165.993, and 330.9158), would operate like 

16 the aUCCCMful, oost-eITectivI:I Pc:aJeraJ EmpllJyce.s Health Benet1t Plan (f'EJiPB). 

l' 
18 To protect program solvency and financial stability, Medicare's contribution to purchase of an 
19 individual', health plan Should be a "defined contribution" whose initial level and subsequent 
20 growth reflect the costs of providinC current Medicare benefit~ a.~ well as the requirements of 
21 Medic:are solveft~y. Current AMA policy (policies 16S.98S, 165.989. and. l65.993) tends to 
22- foals on a ben.fits approach to developing'Ehe Medicare contribution to private health Plans.-J . 
23 With booefiQilll'ics oblc to retain tho traditional Medicare. howeve(, lilt'! BoilJ'u bdicves that 
24 dcfioc:d oontributioll5 provIde neo.lGl fillIU1Cial predh,;tabUity and benet'lt deSign tlexlbUity. . • 
Z3 InCQlJ1Qll1loQ ot this approach wUl reguire a clarifying Change in AMA "oligy M recommended 
26 iq tit qm;lusion 'ot this report. 
27 
28 Traditional Medicare would be revised in two major ways to enhance beaeticlary cost 
29 consciousness and provider competitiveness. First. current Medicare ded.uctihlM and t.':()... 

30 iDsurance and beneficiary expenditures for Medigap coverage for cost sharing would be 
31 reftnlctuted and replac:ed by a single combined Pan A and Pan: B deductible that would 
32 enhgee the effectiveftess of Medicu6 ~t sharinC, improve; patient "hoi~;, maintaln financIal 
33 protedion tot beneficiaries. and fedu~e oow lv. both Medicare and benenclarles Stemming trom 
34- separate Medlgap coverage. This approach. atthourh consistent with AMA ayggon for 
35 eff~ve cost-sharing. should be specified through a pOnk}' change supporting general 
36 tgtrucmrinl of Medicare cost sharing. 
37 
38 Second. Medicare should eliminate [lric:e and ravrlatory comrols on chargee and payments, 
39 including limiting charges for physicians" setvices (Policies 390.898, 390:951, 390,922, and 
40 400.994) :m.d th. flawed M6di~e Volume Performance Standard (poJicios 395.m, 395.m, 
41 400.965). ThC8C would be replaced by .a o:onlpctitive pricing sY6tem ill which Vb)'tliil.;ia.t.Q wuul~ 
42 set and disclose to padents lheir Own uuUar conversion factor for the RBRVS. Medicare would 
43 ,. its coDversiun factor, considerIng rom the budget and patient access to care, reflecting 
44 POlicies 400.%0 and 400.994. A Similar approaeb should be implemented for Put A. 
45 
46 Consistent with existing policies, patieat and physician interests in bi2h-auality care should be 
47 protected througb non-inrrusive regulatory approaches and existina or enhanced private sector 

·48 efforts. Theae could include enrollment pideJines. disclosure and grievance procedures, aad 

.' , 
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1 significaDt otaanized physician involvement in clevelopment of medical [lOJicies. There should 
2 be maximnm tlexibUity in the means of achievin, the requirements. To the greatlSt extent 
3 possible, accredit.ation by voluntary private sector bodies sbould be used instead of regulation. 
4­
S The Boatel also bolieves that a. privmc 5eCl.Ol' partll\'lnhlp to enhance health care value sbould 
6 coordinate aad to~ efforts to develop medIcal and piau Standards. It Should include 
7 ,qu:.oua.a!.l~ froID medical societil:S. hospital associations, insurers and national managed care 
S companie$, accrediting bodies, employers, consumer groUPS. and the federal government. It 
9 would marsball private sector resources devoted to development and applicatinn af medical 

to standards, in cooperation with federal agenr;ies such 15 the AHCPR, HeFA, and the NUl. 
11 
11 FbWly, CODlUteDt with Polloi. 165.951, 190,992, 190.983, 190.986, ~ 315.993, Medioare 
13 .bould implflmlDt, aod expand to private SedOr plans lteatiul MecJicare be.oenclarles. JtS etrons 
14- in a4~vc simpllflcallon, iD,ludiDgunlform'elecu-onlc and paper claim forms. 
15 eomputcriled padenl records and electtoDic patient records. 
16 
17 IIansfotmiOZ M~icare fgDdin~ gf Graduate Medical Educatign 
IS 
19 In recent years. the AMA aad other pub1lc and private nrgani1..atinn!l: have devoted eJtteftlive 
20 attention to MP1J11Are fi.tnding of graduate medical education (GME). Medicare payment for 
21 diftet medictl education payments and iridired medical ed.ucntion adjustment has com!:) under 

• 
, 22 close Sctutiay from the standpoint of both the federal budget and pl'udcotwurkfon::e pJannina. 

23 11le ConneD on Medical Edu~tlon and the Council on Lung R.ange PlannIng and DeveIopme4t 
24 bave dlscU$Hc.\ these issues exumslvely Ie recem~eportS to the House (policies 200.968 and 
25 305,981). oae notable policy that has emerged from this process Is dle can for an all-payor 
26 fuadiD, pool for OME. The Board believes that. in the context of such a pool. the Q1rrent 
27 exl,eneies of1he Medicare program and current workforce requlremems justify the following 
28 poliCy approaches that would rationalize the funding of GMB. 
29 
30 1. ~lYistent: with EglieiU 1 ~.28Z 'and 200·26&. Medicarc'/i ~ME burden IDmlld Re 
31 diminiahfid O\>et tim, Il!ld Ih~ ptiXlte sC¢tO[ ahmaisiullI III enhanc!!J IQI~ both 10 wgrk fgll:; 
32 lll.iDIEd iD flmdiua: IradllilG ms:!lical edueligDI As one means to implement this approach, 
33 in WPjUIiClioD with 3D aU-payor fundme system, the.Hoard believes that Poliey 30S.968. wldch 
34 calls for IDe "Coagress to IUPpott the cutreat level of direct and indirec:t coats of graduate 
35 medical education," should bo revised to allow fOf changes in the fundiDI formulas fur thf'!lle 
36 paymenfA to halt the wrrent steady inerease in cosu. 
37 
38 
39 
40 
41 
42 
43 
44 ~C~CLUSIQNS 

• 	
45 
46 The Board wfll pursue the best pOssible outcome for [\h)'~it.i~ns and meit paliel1U given current 
47 Medicare and federal budget realities. In advt'\e.:llrins this approach to Medioare trllD$fonnatioD. 
4B the ,Board has he.1d el.tel1$ive substantiv8 discullliol'1l with the AdlninistratioD' and. CoIlplllaioIW. 

".,tJlJCI\'~ vn':V) Il~ ( 
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1 leadersbip., Thesi discussions have been guided j)y the AMA's extensive Medicare policy base. 

2 

3 In pursuing Medicare transfonnation, the Board emphasizes that the cbanie5 outlined in the 

4 previous section have been ettimated to provide the Medicar~ progrlUn with substantial .cavinga 


,5 that, whUe highly responsive to the budgetary priorities outlined by the Congrcss and the 
6 Administrauou, would not sac.riftc.e the ability of Medicare beoeficill.liQ lu oiJUsili 11 tgl! quality 
"1 medical care. These savings are, In telct, a shared CQotrlbutlOQ by both beneflclarles and 
8 provid,rs through more efficient utiliUtion, but without arbitrary provider payment cuts or 
9 benefit reductions. Tbey also reflect a rationalization of GME funding and workforce policies. 

10 1 ' 

11 It is importaDt to emphasize that eDhaJtced cost consciousness does not mean substantial 

11 increased beneficiary costs. Most beneficiaries could actually save mona)' over what they 

13 would bave paid in ded.uct.ibles, ~io.s\lrance, and Medigap premiums in a modernized approach 

14- to goat abQl"ing. Suoh 1m approogh oould inolud9 piOtectioNi for low-1DlX>me btott'ioiari.;. 

13 
16 Finally. !be Board empbasizes that the current Medicare Volume Performance Standard 
17 (MVPS). If allowed to operate as under current law. is projected to reduce the MBClicar. 
18 RBR.VS conversion factor by 2·3% each year after 1996. This outcome re.suiU from the flawed 
19 MVPS formula. which. as modified by the Omaibus Budiet Reconciliation AI:t of 1993. 
20 coatalns almost no allowance fOt' ine.-eaS:f'$ in .hA vnlume nf care prnvidad tn meat the needs of 
21 'Mediwe blWleficiaties• .The AMA baa'testified before the PPR.C and the Conp9S on the ' 
22 Proasinl D.CCd to correct this grievoualy flawed formula.. In advocating the proposal outliafld 
23 above, whicll would cliaUnate the limiting ebatge program and MVPS, thQ Board will, iD 'lbe 
24 COD~t uf {""U.IIent budget. r.wILi~. vigorously pUrsue relief fcom these projected Plymcut aliS. 
15 
26 
27 RECOMMENDATIONS 

28 

29 The Board of Tnlnees recrtmmends adoption of the following recommendations and that the 

30 remainder of tIlia report be flied! ' 

31 

31 1. Thlt Ih~ AMA ,'eamJ.'m that the fundamental ,goal of trilllSforming Medicare :should be 

33 to assure the bealth of the elderly aDd dIsabled populations. Patients mUst have ILC~ 


34 to high quality medical services. The best value in medical care caD be achieved. by 

35 easurmg that the medical ptofession has a central role in the design and implementation 

36 of a new Medicare program. , ..".-' ~''-'- .. ' ___ L 
, (c.J..... _ .... 1" I l'-~:\1 
38 2. That, in the context ot chaniel that enhance the fiscal solvency of Medicare. increase ~I.-:~ 
39 beneficiary cnoice, and encour8Se proaram ptivati2ation. AMA policy $bould aeeept II ~ \I.~ 
40 defiAed contribution by tho federal lovernmeot toward ttl" purchase of private h.alth '~t)) 
41 care CQV~aglS by Mtdicartl beneficiacies. This defmed coDtributioD should equal the U 
42 actUarial value of the government Medicare conttibutiun fUf individuala retaininJ 
43 traditional Medicate eoverago. The value of this contribution ,shOuld reflect 'lbe f;QSt of 
44 acceSs (0 needed health care and the need to establish Ute fiscal solvency of Medicare. 
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.t Board of TnJltees SuggeSted Clarifying Additions to Hoard of Trustees· Report 44 (A.9S) 
2 
3 
,. 3. That AMA policy should include approlc;hcs lhill rcnnMurt: Ml:uicarc benetic1ary 
S deductiblta. c;oiwurancc.pn:miwns, and MeCllgap insurance to enhance the 
6 cffeaivcness ot COSI sharing. increase patient choice, maintain beneficiary financial 
1 protection. and reduce COSts to Medicare and beneficiaries from Medigap coverage. 
S 
9 

10 
11 
12 
13 
14 

15 
16. 
17 
18 

• 
19 S. ThaI Policy 3OS.968, in whieh the "(t]he AMA ~tMngly urges Con~$S to suppon the 
20 current lev~l of fundins of direct UId indirect COitl of sraduate medical education in 
21 Medicare le,ialation- shDuld be replaced by policy slatin, that: "In the cootext of an 
22 Ill-payor f\mding pool for grad\wfI medical education (Policy 16S.897). Mediearc 
23 coruributlons tor uire&t and indircct costs·of gradwu:e medical education shouSe! be 
24 .reduced conslsten[ with the need to improVe Me<1ieare tlSCai solvency and with the 
2' proviso that these funds be replaced. in aggregate, with contributions from [he all-payor 
26 fuDding pooL suffieieni to maintain adeQUate fundina for graduate medical education... 

27 ~ 28 That AMA policy should ahcept 1 reduction in the number of ~~. residency 
29 ftOSitions ~lnded through the Medicare direct mcdi~ eduoation. (OM!!) adjusuneru:. 
30 Over time. this n.umber sbould be reduced to 110~ of the FY9S n~r of MD· and 
31 DO~paduuca from m.cclic:al sdloola in the United States. nle n::duaiOI15 in me number 
32 of traiDing posilioDi should not be taken. primarily from those positions filled by 
33 ,raduues of United SbRI medical Schools. 

Fiscal HOc.: Within current budget • 

• 
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AHA TO UNVEIL NEW DATA 

ON IMPACT OF MEDICARE REDUCTIONS 


Medicare is on the chopping block this week in the Senate and House Bud.get conunittees. 
These enormous Spending reductions could devastate hospitals, health systems and the 
conuuunities they serve. On May 11! American Hospital Association President Dick 
Davidson will be releasing new data prepared by Lewin-VH.I illustrating the impact on 
hospitals of the Medicare budaet numbers. The. effect on different types of hospitals, 
alons with impact by state, will also be available. Hospital represen:tatives. from key 
states will present perspectives of the impact on their hospitals. 

WHAT: 	 Press Conference on impact of proposed Medicare reductions 

WHEN: 	 Thursday, May 11 
9:00 - 9:30 a.m. 

WHERE: 	 ReselVe Officers Association of the United States 
The Congressional Hall of Honor .- 5th. Floor 
One Constitution Avenue, NE 
(directly across the street from the Senate Dirksen Building) 

The American Hospital Association, 
) . 

a not-for-profit oraanization, selVes as a national 
advocate for about 5,000 hospitals and ~hea1th networks and the patients they serve. 
provides education and infonnation for its members; and informs the public about 
hospitals, health systems and health care issues. 
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4 to', 

The Honorable Bob Dole (Ident1~al letter seDt.to 
Majority Leader Speaker Newt Gingrich) 

United States Senate 

S • 230 The Capitol . 

Washington, DC 20S10 

. Dear Majority Leader Dole: 

We fear that rhetoric and reality appear to be' on a collision course on one of the most 
important issues ever to face Congress: the future of Medicare and Medicaid, In the past 
week, for example. the American people were told that Congress wu about to "save the 
Medicare trUst fund" from bankruptcy. Then. the Senate and House budget committees 
proposed the deepest spending reductions in the 3D-year history of h~th insurance for the 
elderly.. Do these spending reductions avert the trust fund's insolvency? No. - ouly 
postpone it. Meanwhile, will access to and quality of .medical care for seniors deteriorate? 
Without question. On the Medicaid side, the senior citizens and children who make up most 
of the population that program serves could lose access to some kinds of care altogether, 

,joining the growing ranb of the uninsured. . 

It is disappointing to discover that what last week sounded like a refreshing departure from 
the "business as usual" Medicare hamJDering of the past has this week become a 811tting of 
the health care portion of the Social Security contract with America. Thirty years after its 
inception, Medicare must clla.n&e and the decisions about that change will require sacrifice 
from all, including hospitals. It will also require the strong'support of the public. 

But that's not what's happening today. As lana as Medicare is still part of the federal 
operating budget. and as long as trust fund balances and spending reductions are all F.t of 
the deficit equation, then it is, iI:npossible to give our citizens the assurances that Medicare is '. 
on the road to recovery. The Americiln people must not be led to believe that the trust fund 
is secure when it is not. The enormous spending reductions contained in both the HOUle and 
Sena~e budget committee proposals must not be portrayed as merely "rate of growth.. 
reductions. They will lead inevitably to real cuts in services and resources available to take 
care of people. r 

~edicare cannot be streJlgthened,just by cuttma the growth'in spendiDg for hospital 1and . 
physician care. The Medicare rolls will continue to grow; people will live lODgef and need " 
more help. New medical t~hnology will coat more. Inflation in the general economy ­
always unpredictable -- will play a significant role.. 
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The Honorable Bob Dole 
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There is no "silver buUela flX for the ser10us problemsconfrontiDa Medicare. 

A wide range of options must be on the table and crafted. into a long.term solution that is 
equitable to all. That meaDS, conaideribg not only reductioDi in the spending growth rate, but 
stroq incentlves for seniors to choose coordinated care, prudent increases in co-paymentl and 
deductibles. and fair means testing and eligibility criteria.. 

But the longer we walt to craft a lona-ranse plan for Mec:1icare, the'more doubt and confusion 
we wi111eave in the minds of the public. We are conviDced the public will support tough 
choices if they. feel they have been made openly and fairly and the consequences borne·by·all. 

Majority Leader Dole~ we urge you to put Medicare back on the course outlined Jut week .­
treating it as a real trust fund, not as a federal budget 1iD.e item, awJ ensuriDa that IfJVery 

penny saved" from the program is used to strengthen it for the future. 

Months ago, hospita1~ introduced the concept of a truly independent commission to sort out 
the choices about Medicare funding; benefits and recJpient payments; eU,gibility; payments to 
hospitals. doctors, and others; and oversee a proceas to allow the Congress to make those 
choices in an open and accountable way. 

The Senate Budget Committee and others have embraced the concept, but only as a short­
term alternative in the current budget environment. In our view, that is too limited and too 
DBtrow to ensure the long-term viability of a program that clearly, in. some form, Is a 
permanent commitment to our citizens. . 

We stand re,ady to work with the leadership of the Congress to thoughtfully control the 
growth of Medicare, but only in a way that strenathens, not weakens, the program. We 
believe a permanent, independent commission can help provide that strenath. 

Let's set on with that important work now, but let it be driven by the goal of making 
Medicare affordable for the nation and accessible to thole who rely on it. Those were among 
the founding principles of the program. 30 years"ago, and they should remain its bedrock . 

. today and in the fu~e.· .. 

•• .' C" . '.' 

Richard 1. Davidson 
President 

Courtesy Copy: . 
,The HOllOrable Newt GiDgrlcb 



Herb B. Kuhn 
Vice President 
Congressional and 
Executive Branch Relations 

American Hospital Association 
Liberty Place 
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Washington, DC 20004-2802 
Telephone 202.638.1100 
Facsimile 202.626.2254 
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Press Conference 
on the Impact of Medicare Reductions 

Participants 

Dick Davidson 
President 
American Hospital Association, Washington, D.C . 

. Frances M. HotTman 
Continuous Quality Improvement Coordinator 
North Iowa Mercy Health System, Mason City, Iowa 

Cannela Dyer 
Vice President for Policy Development 
American Hospital Association, Washington, D.C. 
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Liberty Place 
Washington Office 
325 Seventh Street, N.W. 
Suite 700 
Washington, DC 20004-2802 

NEWS RELEASE 
202-638-1100 

FOR IMMEDIATE RELEASE' 
CONTACT: William ErWin - (202) 626-2284 
Carol Schadelbauer - (202) 626-2342· 
Alicia Mitchell - (202) 626-2339 

UNPRECEDENTED SPENDING REDUCTIONS 
COULD JEOPARDIZE. HEALTH CARE 

.WASHINGTON, D.C. (May 11, 1995) -- Unprecedented reductions in Medicarespending 

proposed by Congressional budget' committees could damage access to health care for the 

nation's senior citizens and the quality of care they receive, American Hospital 

Association President Dick Davidson said today in a letter to, House Speaker Newt ' 

Gingrich (R-Ga.) and Senate Majority Leader Robert Dole (R-Kan.) 

Davidson released the letter to reporters at a news conference on Capitol HilL At the same 

time, he expressed disappointment about proposed massive Medicaid spending reductions 

and the effect these reductions would have on the older Americans and children who 

make up the bulk ofMedicaid recipients. 

"In the past week, the American people were told that Congress was about to 'save the 

Medicare trust fund' from bankruptcy," the AHA president said in the letter. "Do these 

spending reductions avert the trust fund's insolvency? No, only postpone it. Meanwhile, 

will access to and quality of medical care for seniors deteriorate? ,Without question. II • 
. " : 

At the news conference, Davidson unveiled new estimates from the health consulting firm 

Lewin-VHI that illustrate the potential impact, on hospitals' ofpossible MediCare spending 

reductions. The estimates assume. that Medicare spendi~g ~ll be reduced by $250 billion 

over the next seven years. Senate and House budget committees have proposed even 

larger 'reductions. 

'(MORE) 
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MEDICARE REDUCTIONS/2 

The Lewin-VHI analysis assumes that a $250 billion reduction could translate into an 


. estimated $94 billio,n less for hospitals over seven years in Medicare payments for 


hospitalized acute care patients than they would receive under present Medicare law. In 


addition, the analysis assumes'that a series of specific policies would be enacted to 


achieve these reductions (see Exhibit 4 attached). 


The study found that: 


-By the year 2002, Medicare could pay hospitals only 89 cents on the dollar for the 


operating costs of delivering inpatient care to a Medicare patient. Today, hospitals barely 


break even under the Medicare Prospective Payment System. 


-Every type of hospital would suffer under the reductions. Urban and rural hospitals 


would be almost equally hard hit. Likewise, large hospitals would be affected as seriously . 


as small hospitals . 


. -The average hospital in 2002 could lose $889 per Medicare inpatient. 


In his letter to Gingrich and Dole, Davidson said: "The longer we wait to craft a long­


range plan for Medicare, the more doubt and confusion we will leave in the minds of the 


public. We are convinced the public will support tough choices if they feel they have been 


made openly and fairly and the consequences borne by all." 


... As part of the long-range solution for Medicare, Davidson urged Dole and Gingrich t? 

support the creation of an independent citizens' commission to balance Medicare spending 

with the benefits covered by the Medicare program. The commission would make 

recommendations to Congress on changes in the Medicare program to bring spending 

\.within a target budget set by Congress. 


(MORE) 




MEDICARE REDUCTIONS/3 


',I 

The recommendations would be considered under a "fast track" process, with Congress 

voting yes or no on the entire package of recommendations. Senate Republicans have . 

proposed a somewhat similar commission, but With a life span of only a few months. 

The commission proposed by the American Hospital Association, in contraSt, would have 

an unlimited life, would be truly independent from day-to-day political battles in Congress 

and would have wide latitude to recommend changes in Medicare spending and benefits. 

The AHA, a not-for~profit organization, is a national advocate for almost 5,000 hospitals 

and health networks, and the patients they serve; provides education and information for 

its members; and informs the public about hospitals, health systems and health care issues. 

-30­
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Exhibit 4: Assumptions for Modeling $250 Billion in· 

Medicare Spending Reductions: 1996 - 2002 

Assumed reductions in PPS 
Assumed method ofreduction 

!ME add-on cut by: bl 
DSH payments reduced by: cl 

·.··Uudate Factor set at: 

(nr,,"u::...,tC'l a/ 
$150 
$57 

27.3% 
20.0% 

$100 
$37 

27.3% 
20.0% 

MB-4.5%1 MB+2.8% 

$250 
$94 

NA 
·NA 
NA 

aJ .Fig....es based on inpatient operating revenues only and do not include share of reductions applicable to· 
.capital or DME.· . 

bl ... The indirect medical·education ('ME) add--on factor is reduced from 7.7 percent for every 0;1 residents per 
.. , bed under current law to 5.6 percent for 1996-2002. 

c/ Disproportionate share hospital (DSH) payments are now directed at hospitals which serve a high . 
·proportion ofmedically indigent patients.· . 

PJFMtJ07P Lewin-VHI, InC. ­
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FACT SHEET 


The following analysis modeled the impact of Medicare spending reductions of $150 
.billion over 5 years and $250 billion over 7 years on hospitals and health systems. This is 
similar to the level of spendmg reductions proposed by Sen. Pete Oomenici (R-NM), . 
. chairman of the Senate Budget Committee. Spending reductionS proposed by the House 
. Budget Committee are even greater. No ·specific details have been released about how the 
Senate spending reductions would be achieved. We have assumed, based on the pattern of 
reductions in previous proposals, that these overall Medicare reductions could translate 

. into hospital Prospective Payment System (PPS) reductions of $94 billion over 7 years.· 

Using this assumption and others detailed in Exhibit 4, Lewin-VHI estimated the potential 
impact on Medicare inpatient PPS operating marginS. These estimates are not mtended to 
predict future hospital financial status with certainty, but rather to illustratefmancial 
pressures hospitals would face if reductions of this magnitude were enacted. 

Reductions of this order are bigger than anything ever proposed. This could be devastating 
to the nation's hospitals, health systems and the communities they serve. 

The Lewin-VHI findings show: 

• 	 Under this scenario, every hospital loses -- rural, urban, large, small, teaching, . 
non-teaching. . . 

• 	 By the year 2000, Medicare PPS inpatient operating margins could fall to negative 
20.6 percent. Because most of the reductionS are made in the first five years, 
margins rise for the last two years, but still remain negative -- a negative 12.2 in 
the year 2002. . 

• 	 By the year 2000, hospitals could lose $1,300 in PPS payments for every Medicare 
patient. Hospitals could lose $900 per Medicare patient·in the year 2002. 

• 	 Hospitals' PPS costs last year grew at2.1 percent -- the lowest rate ever. Lew in­
VHI estimates use a veiyconservative number for hospital cost growth (slightly . 
less than 4 percent annually), based on recent experience . 

. 	Prospective Payment System (PPS) - A payment system, implemented in 1983, in which the 
amount a hospital receives for treating a patient is fixed in advance by Medicare or an insurer. 

Medicare PPS Operating Margins - Medicare inpatient operating revenue minus Medicare 
inpatient operating costs divided by Medicare inpatient operating revenue. These ·margins relate 
only to Medicare operating revenues and costs. 
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HOSPITAL 
TYPE 

ALL HOSPITALS 

TEACHING STATUS 
ALL TEACHING 
MAJOR TEACHING 
MINOR TEACHING 
NON TEACHING 

GEORAPHIC LOCATION 
URBAN HOSPITALS 


LARGE URBAN 

OTHER URBAN 


RURAL HOSPIALS 
SOLE COMMUNITY 
SOLE COMMUNITY/RRC
RURAL REFERRAL· CENTER 
OTHER RURAL 

PAYMENT ADJUSTMENT 
IME , DISP SHARE 
IME ONI.Y 
DSH ONLY 
NO ADJUSTMENTS 

MEDICARE UTILIZATION 
60' AND OVER 
UNDER 60\ 

BED SIZE 
1-49 BEDS 
50-99 BEDS 
100-199 BEDS 
200-299 BEDS 
300 OR MORE BEDS. 

OWNERSHIP 
CHURCH 
VOLUNTARY 
PROPRIETARY 
GOVERNMENT 

PROJECTED MEDICARE PPS INPATIENT OPERATING MARGINS:. 

CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR $250 BILLION 


MEDICARE BUDGET REDUCTION SCENARIO 

BY HOSPITAL GROUP tIN PERCENT) 


NUMBER 	 BASH LINE BASE LINE BASE LINE ILLUSTRATIVE 
FY-1993 FY-2000 FY-2002 SCENARIOOF 

FY-2000HOSPITALS 

0.3 	 3.6 5.4 -20.65.047 

-18.61.020 3.7 	 6.9 8.7 
15.3 	 17.2 -11.9 

-21. 8
·224 11.4 

796 -0.1 2.6 4.5 
1.8 	 -22.74.027 	 -3.3 0.0 

5.7 	 -20.62.810 0.3 	 3.9 
1.8 	 5.8 7.7 -18.71.530 -23.41,280 	 -2.0 0.9 2.8 

1.5 	 3.0 -20.72,237 0.5 
2.3 	 -21.5603 -2.3 0.8 
7.8 	 -14.753 6.4 6.3 

0.9 	 2.5 -22.1157 2.2 
1.2 	 2.7 -20.71.424 	 -0.6 

526 7.9 11.3 13.2 -14.8 
1.6 	 3.5 -23.0494 -1.2 

5.4 	 -19.8907 0.4 3.6 
0.1 	 -24.13.120 	 -5.1 -1.7 

2.6 	 -21.91.519 	 -2.0 0.8 
-20.33.528 0.9 	 4.2 6.0 

-18.21.278 0.6 	 3.2 4.6 
. -16.91.139 	 -1.2 4.4 5.9 

-22.21.198 	 -1.6 1.0 2.7 
3.2 	 -22.4682 -1.4 1.3 
7.3 	 -19.8750 2.0 5.4 

-20.6915 -0.0 3.2 5.0 
5.0 	 -21.42.277 0.2 	 3.2 

-16.2701 0.9 5.8 7.7 
4.1 	 5.8 -21.31.154 1.3 

ILLUSTRATIVE 
SCENARIO 
FY-2002 

-12.. 2 

-10.1 
-3.7 


-13.2 

-14.3 


-12.1 

-10.3 

-14.8 

-12.7 

-13.4 

-7.0 


-13.9 

-12.8 


-6.5 

-14.3 

-11.5 

-15.6 


-13.4 
-11.9 

-10.5· 
-9.0 


-13.8 

-13.8· 

-11.3 


-12.1 

-12.9 

-8.0 


-13.0 
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HOSPITAL 
TYPE 

ALL HOSPITALS 

TEACHING STATUS 
ALL TEACHING 
MAJOR TEACHING 
MINOR TEACHING 
NON TEACHING 

GEOGRAPHIC l~ATION 

URBAN HOSPITALS 


LARGE URBAN 

OTHER URBAN 


RURAL HOSPIALS 
SOLE COMMUNITY 
SOLE COMMUNITY/RRC 
RURAL REFERRAL CENTER 
OTHER RURAL 

PAYMENT ADJUSTMENT 
IME , DISP SHARE 
IME ONLY 
DSH ONLY 
NO ADJUSTMENTS 

MEDICARE UTILIZATION 
60\ AND OVER 
UNDER 60\ 

BED SIZE 
1-49 DEDS 
50-99 BEDS 
100-199 BEDS 
200.-299 BEDS 
300 OR MORE BROS 

OWNERSHIP 
CHURCH 
VOLUNTARY 
PROPRIETARY 
GOVERNMENT 

PROJECTED MEDICARE PPS INPATIENT NET INCOME PER CASE: 
CURRENT LAW BASELINE AND ILWSTRATIVE 7-YEAR $250 BILLION 

MEDICARE BUDGET REDUCTION SCENARIO 
BY HOSPITAL GROUP (IN DOLLARS) 

NUMBER 
OF 
HOSPITALS 

BASE LINE 
FY-1993 

BASE LINE 
FY-2000 

BASE LINE 
FY-2002 

ILLUSTRATIVE 
SCENARIO 
FY-2000 

5,041 19 280 467 -1294 

1,020 
224 
796 

4,027 

271 
1116 

-5 
-163 

666 
2022 

222 
1 

. 936 
2507 

423 
128 

-1415 
-1189 
-1489 
-1207 

2,810 
1.530 
1.280 
2.237 

60] 
53 

157 
1.424 

18 
124 

-117 
20 

-83 
304 
104 
-20 

329 
531 

71 
18 
]7 

383 
55 
58 

540 
776 
236 
171 
121 
522 
169 
139 

,.1400 
. -1362· 

-1449 
-866 
-84]
-737 

-1082 
-800 

526 
494 
907 

3,120 

636 
-80 

22 
-241 

1211 
142 
258 

-106 

ISS7 
340 
420 

6 

-1223 
-1600 
-1126 
-i241 

1.519 
3,528 

-97 
5] 

49 
348 

183 
551 

-1143 
-1]40 

1.278 
1.139 
1.198 

682 
750 

21 
-47 
-81 
-82 
142 

144 
214 

67 
102 
514 

224 
345 
199 
273 
767 

-659 
-7]0 

-1195 
-1383 
-1489 

915 
2.277 

701 
1,154 

-1 
9 

51 
67 

,248 
257 
433 
296 

436 
447 
631 

·457 

-1298 
-1379 

-974 
":1209 

:<). 

ILLUSTRATIVE 
SCENARIO 
FY-2002 

-889 

-899 
-434 

-1051 
-882 

-957 
-872 

-1066 
-615 
-609 
-407 
-788 
-571 

-628 
-1159 

-761 
-932 

-813 
:-912 

-441 
-45] 
-864 
-992 
-989 

-886 
-967 
-557 
-858 
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PROJECTED MEDICARE PPS INPATiENT REVENUE AS A PERCENT OF COST: 
CURRENT LAW BASELINE AND ILLUSTRATIVE 7~YEAR $250 BILLION 

MEDICARE BUDGET REDUCTION SCENARIO 
BY HOSPITAL GROUP (IN PERCENT) 

HOSPITAL 
TYPE 

NUMBER 
OF 
HOSPITALS 

BASE LINE' 
FY-1993 

BASE LINE 
FY-2000 

. BASE LINE 
. FY-2002 

ILLUSTRATIVE 
SCENARIO 
"-2000 

ILLUSTRATIVE 
SCENARIO 
FY-2002 

ALL HOSPITALS 5,047 100.3 103.7 105.7 82.9 89.1 

TEACHING STATUS 
ALL TEACHING 
MAJOR TEACHING 
MINOR TEACHING 
NON TEACHING 

1,020 
224 
796 

4.027 

103.9 
112.8 
99.9 
96.8 

107.4 
118.1 
102.7 
100.0 

109.6 
120.7 
104.7 
101.8 

84.3 
89.4 
82.1 
81.5 

90.8 
96.4 
88.3 
87.5, 

GEOGRAPHIC LOCATION 
URBAN HOSPITALS 

LARGE URBAN 
OTHER URBAN 

. RURAL HOSPIALS 
SOLE COMMUNITY 
SOLE COMMUNITY/RRC
RURAL REFERRAL CENTER 
OTHER RURAL 

2,810 
1,530 
1. 280 
2,237 

603 
53 

157 
1,424 

100.3 
101.9 
98.0 

100.5 
97.8 

106.8 
102.3 
99.4 

104.0 
106.1 
100.9 
101. 5 
100.8 

·106.7 
100.9 
101.3 

106.1 
108.3 
102.9 
103.1 
102.4 
108.4 
102.6 
102.8 

82.9 
84.2 
81.0 
82.8 
82.3 
87.1 
81.9 
82.8 

89.2 
90.7 
87.1 
88.8 
88.2 
93.4 
87.8 
88.7 

PAYMENT ADJUSTMENT 
IME" DISP SHARE 
IME ONLY 
DSH ONLY 
NO ADJUSTHf;NTS 

526 
494 
907 

3,120 

108.6 
98.8 

100.4 
95.1 

112.7 
101. 7 
103.8 
98.3· 

115.1 
103.7 
105.7 
100.1 

87.1 
81.3 
83.5 

'80.6 

93.9 
87.5 
89.7 
86.5 

MEDICARE UTILIZATION 
60\ AND OVER 
UNDER 60\ 

1,519 
3,528 

98.0 
100.9 

100.8 
104.4 

102.7 
106.4 

82.1 
83.1 

88.2 
89.4 

BED SIZE 
1-49 BEDS 
50-99 BEDS 
100-199 BEDS 
200-299 BEDS 
300 OR MORE BEDS 

1,278 
1,139 
1,198 

682 
750 

100.6 
98.8 
98.4 
98.6 

102.0 

103.3 
104.6 
101.0 
101.4 
105.• 7 

104.8 
106.3 
102.8 
103.3 
107.9 

84.6 
85.6 
81.8 
81.7 
83.5 

90.5 
91.7 
87.9 
87;'9 
89.8 

OWNERSHIP 
CHURCH 
VOLUNTARY 
PROPRIETARY 
GOVERNMENT 

915 
2,277 . 

701 
1,154 

100.0 
100.2 
100.9 
101.3 

103.3 
103;3 
106.2 
104.3 

105.3 
105.3 
108.3 
106.1 

82.9 
82.4 
86.1 
82.4 

89.2 
88 .• 6 
92.6 
88.5 
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PROJECTED MEDICARE PPS INPATIENT OPERATING MARGINS: 
CURRENT LAW BASELINE" AND ILLUSTRATIVE 7~YEAR $250 BILLION 

MEDICARE BUDGET REDUCTION SCENARIO 

BY STATE (IN PERCENT) 


NUMBER BASE LINE BASE LINE BASE LINE ILLUSTRATIVE ILLUSTRATIVE
STATE SCENARIO SCENARIOOf' FY-1993 PY~2000 FY-2002 

FY~2000 FY-2002HOSPITALS 

-20.9 -12.4
Ar.ABAHA 115 -1.4 2.8 4.6 

-5.8 -32.9 -23.4ALASKA 16 -8.1 -8.0 
10.5 12.7 -11.2 -2.8

ARIZONA 56 6.4 
80 6.3 7.9 -15.4 -7.5ARKANSAS ' 5.2 

3.7 12.3 -12.0 -4.0
,CALIFORNIA 424 10.4 

'-21.8 -13.5COLORADO 65 -2.2 1.6 3.3 
-27.4-8.7 ' -8.0 ~6.5 -36.2CONNECTICUT 34 -28.8 -19.5-2.9 -0.8DELAWARE 7 -8.7 

2.1 -29.7 -20.4
WASHINGTON DC 9 -6.5 0.1 

2.9 -22.5 -13.7
FI.oRIDA 208 -3.7 0.9 

156 -0.9 4.,2 5.8 -19.5 -11.4
GEORGIA 

18 -19.4 -17.3 -15.7 -46.6 -37,1
HAWAII 

1.3 1.5 3.1 '-20.4 -12.3
IDAHO 35 -24.6 -15.70.7 2.8ILLINOIS 203 -4.5 

-7.4 -35.1 -25.8
INDIANA 115 -12.3 -9.2 

-0.2 -25.8 -17 .2
IOWA 121 -2.4 -2.0 

1.2 3.0 -22.2 -13.7129 -3.3KANSAS -12.4';'0.4 2.6 4.4 -20.9KENTUCKY 103 
1.6 -25.0 -16.3

LOUISIANA 132 -7.9 -0.2 
,.28.0 -19.4-3.1 -1.4MAINE 39 -7.3 N/ANIA NIAMARYLAND N/A NIA NIA' 

94 8.3 11.5 13.4 -12.1 -4.0
MASSACHUSETTS 

5.1 9.0 11.0 -14.9 -6.5
HICHIGAN 159 

13.1 -10.8 ,.3.4
H(NNESOTA 145 10.6 11.7 

-20.4 -12.12.1 3.2 4.9MISSISSIPPI 99 
2.7 -23.6 -14.8

HISSOURI 131 -4.1 0.7 
4.1 -19.3 .,11.1

HONTANA 54 2.7 2.4 
-23.0 -14.5

NEBRASKA 87 -7.5 1.1 2.9 
9.0 -14.3 -6.03.4 7.0NEVADA 22 -29.5 -20.8-4.8 -3.1 

NEW JERSEY 88 
NEW HAMPSHIRE 26 -13.9 

-30.5 ";21.8-8.4 -4.6 -3.0 
-1.57.4 11.6 13.5 -9.4NEW HEXICO 35 -13.2 -5.0

NEW YORK 208 13.4 11.4 13.3 
124 -1.3 -1.8 -0.4 -28.3 -19.9

NORTH CAROLINA 8.8 -14.2 -5.91.0 6.7NORTH DAKOTA 46 -26.5 -17 .5-1.0 1.101110 183 -2.8 
6.9 -17.5 -9.2 ' 4.8 5.0OKLAHOMA III 

12.8 .;.10.0 -2.4'61 10~5 11.2OREGON 
212 2.0 5.4 7.3 -19.1 -10.6

PENNSYLVANIA 13.0 -11.5 -).611.4 11.1RHODE ISLAND 12 -31.) -22.5-4.) -2.7SOUTH CAROLINA :68 -8.2 
2.2 -22.) -13.7-3.1, 0.3SOUTH DAKOTA 52 -30.8 -21.8

TENNESSEE 129 -10.4 -5.8 -4.0 
-13.,44.1 -21.8-3.6 2.4TEXAS' 386 

6.0 -18.7 -10.75.2 4.6UTAtI 39 
-8.6 -7.0 -)6.1 -27.1-9.2VERMONT 15 
I.) ).1 -23.0 -14.5


VIRGINIA 97 
 -2.5 
-14.8 -7.2

WASHINGTON ,89 5.5 7.6 9.0 
-19.4-)~O , -1.4 -28.057 -1.3WEST VIRGINIA -20.6 -12.22.4 3.0 4.8WISCONSIN 127 

4.0 -19.4 ' -11.0-5.4 2.2WYOMING 26 

N/A: Medicare operating margins were not calculated for'Maryland which operates under a Medicare 
waiver. For Maryland's impact contact the Maryland Hospital Association. 
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STATE 

ALABAMA 
AI.ASKA 
ARIZONA 
ARIU\NSAS 
CALIFORNIA 
COLORADO 
CONNECTICUT 
DELAWARE 
WASHINGTON DC 
FLORIDA 

. GEORGIA 
HAWAII 
IDAIIO 
ILLINOIS 
INDIANA 
IOWA 
IU\NSAS 
KENTUCKY 
LOUISIANA 
MAINE 
Hll.RYLAND 
MASSACHUSE'M'S 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 
MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 

.NEW HAMPSHIRE 
NEW JERSEY 
NEW MEXICO 
NEW YORK 

. NORTH CAROLINA 
NORTH DAKOTA 
OHIO 
OKLAHOMA 
OREGON 
PENNSYLVANIA 
RHODE ISLAND 
SOUTH CAROLINA 
SOUTH DAKOTA 
TENNESSEE 
TEXAS 
UTA1. 
VERMONT 
VIRGINIA 
WASHINGTON 
WEST VIRGINIA . 
WISCONSIN 
WYOMING 

PROJECTED MEDICARE PPS INPATIENT NET INCOMB PER CASB: 

CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR $250 BILLION 


MEDICARE BUDGBT REDUCTION SCENARIO 

BY STATB UN DOLLARS I 

NUMBBR 
OF' 
HOSPITALS 

BASE LINB 
FY-1993 

BASB LINB 
"-2000 

BASE LINB 
FY-2002 

I LLUSTRATIVB 
SCENARIO 
FY-2000 

115 
16 
56 
80 

424 
65 
34 
7 
9 

208 
156 . 

18 
)5

20) 
115 
121 
129 
103 
132 

39 
NIA 

94 
159 
145 

99 
1)1 
54 
81 
22 
26 

,88 , 
35 

208 
124 

46 
18) 
111 

61 
212 

12 
68 
52 

129 
386 
39 
15 
97 
89 
57 

127 
26 

-70 
-528 

388 
232 
269 

-129 
-637 
-518 
..,564 
-212 

-48 
-14)2

62 
-255 
-54)

. -115 
-155 
-20 

-401 
-358 

NIA 
547 
))1 . 
617 

84 
-222 

12)
-)83
232 

-781 
-518 

368 
1047 

-74 
50 

-165 
234 
614 
121 
748 

-449 
-1)9 
-520 
-201 

)22 
-499 
-1)0
))2 
-54 

. 1)0 
-2)7 

183 
-668 
838 
)72

10)8
122 

-765 
-236 . 

8 
68 

302 
-1721 

91 
57 

-649 
-119 

78 
166 
-15 

-203 
NIA 

1001 
77) 
898 
171 
52 

1)9 
80 

637 
-)85
-)82
768 

1117 
-1)4 
463 
-77 
312 
852 
431 
9)6

-)22 . 
18 

-394 . 
183 
)70 

-607 
88 

611 
-184 

207 
1)1 

338 
-536 
1121 

515 
1)46 

277 
-689 
-70 
278 
256 

·455 
-1726 

207 
2)8 

-571 
-14 
210 
315 
128 

-103 
NIA 

1282 . 
'1045 
1100 

286 
219 
266 
2)2 
900 

-276 
-276 
984

14)8 . 
-31 
670 
89 

473 
1072 

639 
1201 
:"220 

146 
-296 

)50 
541 

-542 
2)4 
793 
-94 
)66
270 

-1109 
-2225 

-723 
-741 
-955 

-1)63
-2753 

. -1877 
-2721 
-1430 

·-1122 
-)705
-1023 
-1508 
-1993 
-1276' 
-1141· 
-1089 
-1410 
-1478 

NIA 
-8)0 

-1011 
:"659, 
-874 

-1395 
-930 

-1))9 
-1051 
-1904 
-2021 
-50) 

-1011 
-1715 

-195 
-1608 

-883 
-615 

-1199 
-772 

-1853 
-1106 
-1687 
-1)47 
-1219 
-2034 
-1282 

-958 
-1)72
-1157 

-969 

ILLUSTRATIVE 
SCENARIO 
FY-2002 

-165 
-1840 
-212 
-422 
-)71 
-981 

-2417 
-1489 
-2175 
-1014 
-766 

-3432 
-716 

-1117 
-1708 

-988 
,..820 
-754 

-1069 
-1184 

NIA 
-316 
-513 
-242 
-605 

-1019 
-618 
-983 
-518 

-1561 
-1678 

-92 
-448 

-1405 
-)86

-1233 
-538 
-111 
-718 
:"277 

-155)
-794 

-1)91 
-965 
-816 

-1712 
-9)8 
-542 

-1104 
-795 
-640 

Medicare operatingmarginswere·notcalculated for Maryland which operates under a Medicare·N/A: 
waiver. .For Maryland I s impact contact the Maryland Hospital Associat,ion. 
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PROJECTED MEDICARE PPS INPATIENT REVENUE AS A PERCENT OF COST: 
CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR $250 BILLION 

MEDICARE BUDGET REDUCTION SCENARIO 
BY STATE (IN PERCENT) 

BASE LINE ILLUSTRATIVE .ILLUSTRATIVENUMBER BASE LINE BASE LINESTATE 'SCENARIO SCENARIOOF FY-1993 FY-2000 FY-2002 
FY-2000 FY-2002HOSPITALS 

98.6 102.8 104.9 82.7 89.0
ALABAMA 115 

16 92.5 92.6' 94.5 75.3 81.0
ALASKA 89.9 97.3
ARIZONA 56 106.9 111.7 114.5 

93.0108.5 86.7ARKANSAS 80 105.4 106.7 
96.2111.6. 114 ;0 89.3CALIFORNIA 424 103.9 

97.8 101.6 103.4 82.1 88.1
COLORADO 65 
CONNECTICUT 34 '92.0 92.6 93.9 73.4 78.5 

77.7 83.7
DELAWARE 7 92.0 97.2 99.2 

9' 93.9 100.1 102.2 77.1 83.1
WASHINGTON OC 81.6 88.096.5 100.9 103.0FLORIDA 208 

156 99.1 104.4 106.1 83.7 89.7
GEORGIA 
HAWAII 18 83.8 85.2 86.4 68.2 73.0 

35 . 101.3 101. 5 103.2 83.0 89.1
IDAHO 86.4100.7 102.9 80.2ILLINOIS 203 95.7 

89.1 91.6 93.1 ' 74.0 79.5
INDIANA 115 
IOWA 121 97;6 98.1 99.8 79.5 85.3 

96.8 101. 2 103.1 81.8 87.9
KANSAS 129 

103 99.6 102.6 104.6 82.7 89.0
KENTUCKY 

99.8 .101. 7 80.0 86.0
LOUISIANA 132 92.6 

78.1 83.8
MAINE' 39 93.2 97.0 98.6 
MARYLAND NIA N/A NIA NIA N/A N/A 

MASSACHUSETTS 94 109.1 113.0 115.5 89.2 96.2 
87.0 93.9

MICHIGAN 159 105.4 109.9 112.4 
96.7115.1 90.2MINNESOTA 145 111.8 113.3 

83.1 89.299 102.1 103.3 105.1MISSISSIPPI 
96.1 100.7 102.8 80.9 87.1

MISSOURI III 90.0.
MONTANA 54 102.7 102.4 104.3 83.8 

87.493.0 101.1 103.0 81.3NEBRASKA 87 87.5 94.3
NEVADA 22 103~6 107.6 109.9 

77.2 82.826 87.8 95.4 96.9NEW HAMPSHIRE 76.6 82.1
NEW JERSEY 88 92.2 95.6 97.1 
NEW MEXICO 35 108.0 113.1 115.6 91.4 98.5 

88.3 95.2 . NEW YORK 208 115.5 112.9 115.3 
,78.0 ' 83.4.99.6NORTH CAROLINA 124 98.8 98.3 

87.6 .94.4107.2 109.7NORTH DAKOTA 46 101.0 
97.2 99.0 101.1 79.0 85.1

OHIO 183 
OKLAHOMA 111 105.1 105.3 107.4 85.1 91.6 

90.9 97.7
OREGON 61 111. 7 112.6 114.6 

90.4107.9 84.0PENNSYLVANIA 212 102.1 105.8 
89.7 96.6

JUiODE ISLAND 12 112.9 112.5 114.9 
SOUTH CAROLINA 68 92.4 95.9 97.4 76.2 81.6 

81.8 87.9100.3 102.2SOUTH DAKOTA . 52 97.0 
. 96.2 76.5 82.1

TENNESSEE 129 90.5 94.5 
88.2386 96.5 102.4 104.3 82.1TEXAS 84.3 90.3 ' 

UTAH 39 105.4 104.8 106.4 
78.7'

VERMONT 15 91.5 ' 92.1 93.5 73.5 
81.3 87.4101. 3 103.2VIRGINIA 97. 97.6 
87.1 93.3

WASHINGTON 89 105.8 108.2 109.9 
83.798.6 78.1WEST VIRGINIA 57 98.7 97.1 

82.9 89.1103.1 105.0WISCONSIN 127 102.5 
26 94.9 102.2 104.2 83.7 90.1

WYOMING 

Medicare operating margins were not c'alcuiated for Maryland which operates under a MedicareN/A: 
waiver. For Maryland's impact contact the Maryland Hospital Association, 



Exhibit 7: Projected Medicare PPS Inpatient Operating Margins Under Current 
Law and lUustrative $250 Billion 7-Year Budget Reduction Scenario 

(Assumes 594 BiDion in PPS Payment Reductions) 
PPS ~Iargins 

•( 
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Spending Cuts Alone Won't Make Hospital Insurance Trust Fund Solvent 

Hospital Insurance Trust Fund Income and Spending 1994-2019 


Billions of Dollars 
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I I I I I 

I I I I I 


1994 2000 2010 2015 2019 

Calendar Years 
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I 


2005 


SOURCE: 1995 Annual Report of the Board of Trustees of the Federal Hospital Insurance Trust Fund 



American Hospital Association 

: IfJYJ1 
.. 

Liberty Place Office of the President One North Franklin 
325 Seventh Street. N.W. . . Chicago. Illinois 60606 
Washirigton. DC. 20004-2802 

· May 10, 1995 

The Honorable Bob Dole (Identical letter sent t~ 
Majority Leader Speaker Newt Gingrich) 
United States Senate 
S - 230 The Capitol 
.Washington, DC 20510 

Dear Majority Leader Dole: 

We fear that rhetoric and reality appear to be on a collision course on one of the most 
important issues ever to face Congress: the future of Medicare and Medicaid. In the past 
week,for example, the. American people were told that Congress was about to "save the . 
Medicare trust fund" from bankruptcy. Then, the Senate and House. budget committees 
proposed the deepest spending reductions in the 30-year. history of health insurance for the 
elderly. Do these spending reductions avert the trust fund's insolvency? No, -- only 
postpone it. Meanwhile,' will access to and quality of medical care for seniors deteriorate? 
Without question. On the Medicaid side, the senior citizens and children who make up most 
of the population that program serves could lose access to some kinds of care altogether, 
joining the growing ranks of the uninsured. 

· It is disappointing to discover that what last week sounded .like a refreshing departure from 
the "business as usual ft. Medicare hammering of the past has this week become a gutting of 
the health care portion of the Social Security contract with America. Thirty years after its 
inception, Medicare must change and· the decisions about that change will require sacrifice . 

· from all, including hospitals. It will also require the strong support of the public. 

But that's not what's happening today. As long as Medicare is still part of the federal 
operating budget, and as long as trust fund balances and spending reductions are all part of 
the deficit equation, then it is impossible to give our citiZens the assurances that -Medicare is 
'on the road to recovery. The American people must not be led to believe that the trust fund 
is secure when it is not.. The enormous spending reductions contained in both the House and 
Senate budget committee proposals must not be portrayed as merely "rate-of growth" 
reductions. They will lead inevitably to real cuts in services and resources available to take 
care of people. '­

Medicare cannot be strengthened just by cutting .the growth in spending for hospital. and' . 
physician care. The Medicare rolls will'continue togrow~- people will live longer and need: .' 
more help. New medical technology will cost more. Inflation in the general economy -­
always unpredictable -- will playa significant role. 



L 
,I 

The Honorable Bob Dole 

Page two 


There is lio "silver bullet" fix for the'serious problems confronting,Medicare. 

A wide range of options must be on the tal>le and crafted into a long-term solution that is 
equitable to all. That means, considering not only reductions in the spending growth rate, but 
strong incentives for seniors to choose coordinated care, prudent increases in co-payments and 
deductibles, and fair means testing and eligibility criteria. 

But the longer we wait to craft a long-range plan for Medicare, the mote doubt and confusion 
we will leave in the minds of the public. We are convinced the public will support tough 
choices if they feel they have been made openly and fairly and the consequences borne by alL 

Majority Leader Dole, .we urge you to put Medicare back on the course outlined last week -­
treating it as a real trust fund, not as a federal budget line item, and ensuring that "every .. 
penny saved" from the program is used to strengthen it for the futUre. 

Months ago, hospitals introduced the concept of a truly independent commission to sort out 
the choices about Medicare funding; benefits and recipient payments; eligibility; payments' to 
hospitals, doctors~ and others; and oversee a process to allow the Congress to make those 
choices in an open and accouJltable way. ' 

The Senate Budget.Committee and others have embraced the concept, but only as a short­
term alternative in the current budget environment. In our view, that is too limited and too 
narrow to ensure the long-term viability of a program that clearly, in some form, is a ' 
permanent commitment to our citizens. 

We stand ready' to work with the leadership of the Congress to thoughtfully control the 
growth of Medicare, but only in a way that strengthens, not weakens, the program. We 
believe a permanent, independent cominission can help provide that strength. 

Let's get on with that important work now, but let it be driven by the goal of making. 
Medicare affordable for the nation and accessible to those who rely on it., Those were. among 
the founding principles of the program 30. years ago, and they should, remain its .,bedrock ' 
today and in the future. . . '. 

Sincerely, 

d-I~'~· 
Richard J. Davidson' 

President 


Courtesy Copy: 

The Honorable Newt Gingrich 
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.A" NORTH IOWA 
~JlIER:.V HEAlTH CENTER 

Mason Citv. I010IQ 

OVERVIEW 

AFFlUATlON 
North Iowa Mercy Health Center is a Divisional Member ofMercy Health Services. Headquartered ill 
Farmington Hill.s~ Michigan. Mercy Health Services is the shtth largest employer in lowa. owning five Iowa 
Hospitals.. Because of ouf aD.ilialiOD with Mercy Health Servioe:s~ North Iowa Mercy and its staffan:! c:am:mittcd 
to carrying on the values and mission bestowed upon l1S by the founding Sisters or~. Their example aud 
inspiration translate 10 pn=seal aDd fUture needs. In a rapidly shifting health care cnviroamem. • ccmpassioaate~ 
direct response to human need remaiDs essential. North Iowa Men;;y accepts that respoast"bility aod bas 
dedicated its human, technological 8Dd spiritual re&OlU'CeSto meet that need.. 

Our afliliation with Mercy Health Services enables us to take advantage ofother support services 10 eahanc:c the 
delivery ofquality health care in nonhero Iowa. Amlcare Home Hea1thcare offers heallh·rclatcd S«Vices aDd 
equipment in the home to belp individuals live as independently as possible. .Amicare provides affordable 
options to lengthy hospital stays or nursing home placement. NursiDg care, personal care, homemaldngand 1i\lO­
in scrvicc:s arc offered. A ccttificd Medicare provider, Amicare also offers intermittent servia:::s in cbc home 10 
speed recovery and rehabHitation. Such services include physical, occupational aDd speech therapies, and home 

. health aide and social work services. 

GNA is a rehabilitatiOD service company which provides physical; occupational and spc:eeh therapy services 10 
health care providers and employers. GNA works with North Iowa Mercy 10 provide comprebeo.stve 
rehabilitation' and occupational medicine services. 

Men::y Health Plans provides leadership and consultative services far the development of insurance producI.s, 
. , related services and negotiations with third party payers. Through its health plans. Mercy Health Plans pI'QVi.des 

responsible management of health care resources andeonl3ins costs while providing the highest quality ofcare. 

OVERVIEW 
North Iowa Mercy operates rwo campuses in Mason City, is licensed far 3'0 beds, serves a lS-county regioa, 
and employs over 2000 people &om northern Iowa and southern MiDDE:sota. North Iowa Mercy bas 
approximately 200,000 patient visits each year. It is designated by the State oflowa as a Rural Referral Ccatcr 
and offers comprehensive medical aDd related services 10 the 340,000 residents in IlOI1h central Iowa aDd 
southern Minnesota. 

North Iowa Mercy Health Center~s goal is to Cl"C8tc the healthiest community and region in 1he United States 
through the development of a eomprebensive community beallh care system.. 

REGIONAL NElWORK 
As the system ofhealth care changes, North Iowa Mercy·s mission has extended far beyond the patic:nts who 
enlCf its doors. Our commitment to the futUl"C availabili1y of quality health care throughout northern Iowa and 
southern Minnesota has resulted in the development ofthe North Iowa Mercy Regional Network. The Ncl.wom 
includes the following programs and services: . 

• 	 Contract affiliation with eight public rural hospitals, one commlUlity health center, aDd oae 
Mercy Health Services hospital. 

• 	 Comprised. of32 physician clinics in Mason City and 21 rural communities 
• 	 Clinical/support services. contracts· . 
• 	 Support orrural emergency medicine services 
• 	 Mercy Regional Laboratoty 

"\ 
; 
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The DolelPackwood Proposals to Cut Medicare 

Would Hurt Older Americans 

In recent weeks Senate leaders -- Majority Leader Robert Dole and Finance Committee 
Chainnan Robert Paek.-wood -- have outlined dt:fidt rt!duClioll plans that woUld make 
unprecedented reductions in Medicare over the next 5-7 years. Senators Dole and 
Packwood lla·ve indicated that Medicare spending would have to be cut by $150 to $175 

. billion between 1996 and 2000 and by $250 and $300 billion over 7 years (1996-2002) 
in order to achieve the goal of a balanced budget by 2002. These suggested curs arc 
three times larger than any made in previous budget bills. The largest Medicare 
reduction to date was $56 billion over 5 years in OBRA'93. (Qart 1) 

While the Senators have not .indicated exactly how they would make these cuts, it 
~eem~ likely that they would distribure the impact equally bt:tween providers and 
beneficiaries. This would mean that over the next 5 years older Americans would 
pay at least $2,000 more out-of-po~et than they would pay under cw-rent law. 
(Chart 2) 

Rather than reducing the total cost of Medicare services, ·the Senators appear to be 
proposing to simply shift costs onto Medicare beneficiaries - asking them to pay more 
through higher premiums, deductibles and coinsurance. . . . 

Older Americans already pay almo~t three times as much out-of-puckt:l. a!:i a percent of 
income, as the non-elderly, yet median household income of the elderly is half that. of 
those under 65. (Charts 3,4,5) 

• 	 Under the DoleIPackwood proposals, likely increased costs to Medicare 

beneficiaries include (Chart 9): 


* 	 A 30% Medicare Part B Premium. Currently the Part B premium is iD.Tended fO 

approximate 25 % of Part B costs. The remain;ng 75 % of Pan B cosrs are paid 
from general revenues. In 1995 the Part B premium is $46.10 per month ($553.20 
annually). With cuts of $150 billion in lvledicare over the· next 5 years (total in 
Pan.c; A& B), the Medicare premium would probably be i..ucreased to at least 30% 
-- approximately $67.00 per month ($804 annuaUy) in the year 2000. 

An Income-related Part B Premium. The DolelPackwood proposals could mean 
chat a new income-related premium would be imposed on individuals with incomes 
above $50,000 and on couples with incomes above $100,000.· This would nt:arly 
triple what these beneficiaries would otherwise. pay in premiums and. in fact. asks 
this groups [0 pay more than the aeruarial value of their Part B benefit. At the 
same time, however, subsidies for private sector premiums fOT those under age 65 
would continue. This means mat taxpayers would continue to subsidize corporate 



" 

executives or members of Congress, while subsidies to Medicare beneficiarieg wirh 
much lower incomes would be eliminated. (Charts 10, 11) 

"" 	 A $200 Part B Deductible, Indexed to the Growth in Part B Program Costs. ' 
Currently Medicare beneficiaries pay a $100 annual deductible .for Part B 'services; 
the deductible is not indexed. The Dole/Packwood proposals could require 
increasing the Part B deductible to 5200 and indexing it to the growth in the Pan B 
program. The indexing would mean that in just 5 years, frOm 1996-2000, this 
d~ductible would grow from $200 to $275, (assuming roughly an 8% Medicare Part 
B growth rate). , The tOtal out-of-pocket increase over this 5-year period would be 
$680 per beneficiary." 

'" 	 A Nel'l 20% Home Health Coinsurance. Currently Medicare beneficiaries do not 
paycnin.~rance fOT home health care. This was done to encourage the use of home 
health rather than nursing home care. A new 20% coinsurance would forCe the 
average home health user to pay an additiollal $1,200 out-of-pocket in the year 
2000. Those who use home health care the most ~ primarily lower i~come 
women over the age of 75 - would pay over $3~800 in 2000. This is a ""sick tax" 
on.the·most frail and vulnerable elderly and disabled Americans - those who CaIl 

least afford it. Iil addition, this cutback in Medicare' s very modest long-term eare 
coverage would almost certainly be coupled with cuts in the nursing home, home 
health, and spousal i.mp<?verishment protec~on now provided in the Medicaid . 
program. ' 

II' For poor and low-income Medicare beneficlariesthe Medicaid program currently 
pays deductibles and coinsurance (for those up to 100% of poverty) and premiums 
(for those up to 120% of poverty). The DolelPacl~ood proposals would probably· 
require cutbacks or elimination of this protection, leaving low-income people 
without the dollars to buy access to basic health care. 

Thirty-six million older Americans depend. on the benefits and insurance protection 
they get from Medicare. AARP believes'IDar Medicare's prnmise fOT currenr and 
furore generations must be protected. This will require.careful stewardship so . 
Medicare can continue to provide quality. affordable health care; so choice is 
maintained; so fraud and abuse do not rob the program of dollars and the public's 
confidence; and so Mec.iicare beneficiaries do not have to. pay more and more because 
Medicare pays less and less. 

AARP Federal Affairs' .. 
March 6,1995 
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THE CLINTON BLJDGET 

.ByRobert Greenstein, Richard Kogan/ahd PaUline Abernathy' 
, :: .. ­

, Th~ f=linton Admirjistrationbudget issu~d today mar~i~s,.iniddle-c1ass.tax cuts 
with a strong dose of austerity in the' domestIC non-entitlemenlside ofthe budget. It 
would reduce domestic non-entitlement.spertding by fiscal year,2000 to its lowest level, 
measured either as a'pefcentage of the economy or as.percentag;eofthe total federal 
budget, since 1958. 

Compared to' the budget pathssetforth in .the.two previous Cliilfon budgets, this· . 
budget contains substantially leSs for domestic non-entitlement programs - induding. 
lower,. levels foriI:lv~stment initiati~es. It also contains more fo~ .defense and sizable tax. 
cuts that' total $157pillion over 10 years~'" . 

Overall expendih.u'es for the three major domestic investm~nt'~~tegories'­

research and development, education and training, and physical investments suchas. 

infrastructure - would.decline between fiscal year 1995 and fiscal year 1996, when 

inflation is takenjnto account. . Expenditures in these. three areas wo~d total $137.9 


, 'billion in fiscal year' 1996, up less'~an one percent from their fiscal year 1995 level 
despite the budget's forecast of a.3.2 perc.entinfiation rate. 

;' , ~ j , 

Anwnber ofin(iividual'investm~~t ar~as would'receive i'ncreases above the 
inflation rate, inclu.ding biomedical research, ~ommercial technology research, lifelong 
learning programs, Head Start,. the Job COrps and the.WIt program. .. 

Most of the budget's fiscal year'1996 spe:tldingcuts represent sound ways to 

reduce the· deficit. Proposalsto accelera,te the' shift to direcfstudent loans, institute 

royalty fees or additional auction'authority for iiseoftheradio"spectrwn, deny the 


, earned income cr~dif to thbse -With more than $2,500·in interest and. dividend income, 

sharply sc;ale back impa~t education aid, ~nd 'extend provisions of current law that save 

money in Medica:r~ and yeterans prograIIlbrit are. scheduled to expire in the next few 


'. years, among others, constitUte reasonable.ways·fo achieve.needed deficit reduction. 
'. " " . ' ' . ' . 

. . . ' Large Reductions in Non~Entit1ement Programs Lie Ahead 

Futur~ budg~ts, h~wev'er,'will need to' identify ten~ of billions Of dollars in 

additional cuts in non-defense discretionary (i.e., non-entitleme11t) programs to meet. 


, " . 

'. 
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· the austere discretionary spending caps the Administration is proposing for fiscal years 
1997 through 2000. For these years, the budget assum~s across-,the-boardreductions in· 
nearly all non-defense programs th(it are not entitlements. The budget assumes that in 
1997, funding for most such programs will fall three percent below the funding levels 
requested for 1996, without any adjustment for inflation. The decline would grow to 
five percent in 1998, seven percent in 1999, and nine percent in 2000. 

When inflation is taken into account, this would represent a 20 percent across­
the-board appropriations cut below the 1996 levels for much of the federal government 
except for defense and entitlement programs. The Administration apparently plans, 
through its "Reinventing Government II" initiative and through proposals to be . 
included in future budgets, to replace this large, indiscriminate across-the-board cut 
with an array of deeper cuts and program eliminations in some areas and lesser cuts or 
no cuts in other areas viewed as having greater merit. By proposing to lower sharply 
the spending caps governing non-entitlement spending, the Administration would 
compel itself and Congress to produce these additional cuts in the next few years .. 

Clinton Discretionary Request 
Compared to Spending Caps and. Current Services 

Outlays in Billions 
$650r-------------------------------------~ 

$500 .......................................... ; ... : ............ . 


$450r-------r_----~r_------~------~----__4 

1995 1996 1997 1998 1999 2000 
Fiscal Year . 

I .. CUirrent Services '*Current Caps -- Budget Request 
~--------------------------~----~:I' 

Source: OMB, FY96 Budget, p. 160; Analytical Perspectives, p.219. 

Current Services are the estimated levels of spending needed to maintain FY 1995 service levels. They are 

based on the FY 1995 funding level, adjusted for projected inflation. 'The caps are specified by statute 

through 1998, and assumed to grow with inflation thereafler. . 
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, J Clinton Proposes ,Lower Discreti~nary Spending Caps 

, FY 1996 FY 1997' . FY 1998 ': FY 1999 ' FY 2000 "TOTAL' 

, " .. ' (inqillions 6f dollars)' . 
{ '.. 

. , '. "I," , 

573.0 590.2. .,,' 2,831.5 . Current Spending Caps 554.9 556.2 557.2.. , 

Extended Through 2000 

Clinton Discretionary Request. 549.0 547.7 540.4 543.3 549.6 2,730.0 
(Proposed New Caps) ,• ! '. 

ClintonCuts.Below Capped -5.9 -8.5 . ~16.8, -29.7 -40.6 -lOlA 
Baseline 

. • , .,'.,' " • • .,.' '!. ' 

Source: OMB, Budget ofth~U.S~ Governm.ent,Fiscal Year 1996, p, 180. The caps are specified by statute' 
through 1998 and aSsumed to grow with inflation thereafter. . ..... 

j " 

Health Care and Other Entitlements 

While·the budgetproposes.to pare non-entitlement programs substantially, it .' 
, touches entitlements lighUy. Entitlements and othet mandatory spending would be ,. 

reduced $29 billion over the next five years, compared with a $101 billion reduction in 

the non-entitlement side of the budg~t. ' " . . ' , , ' 


. , . (, ~ . 

, Rising costs for health,care~ntitl~ments ~epresent t,he single m~jor reas,6rt.the" 

long-term deficit forecastis'so adverse, and data from the,Administration's buqget, 


, .·underscore'the necessity of reforming the U.S.·he~lth care system ifour long-term 
deficit problems are'to,be surmounted. OMB calculations show ,the budget would be 
balanced by fiscal year 2003 if per capita Medicare and Medi~aid expenditur~s grew in 
tandem with the general rate of inflation andper.capita output,. rather than at th,e' '::' 
higher rates at which health care costs in poth ,the p~blicand private sectors have been 
,mounting and are expected to continue to grow .. (See box on next page.) . 

Simply exacting, large cuts from Medicare~ndM~dicaic:i, in the absence of, 

larger-scale health care reform; will not satisfactorily address this problem. As' . 


" Congressional Budget Office director Robert Reischauer told the bipartisan Entitlement· 

Commission last summer,imposing deep cuts on Medicare and Medicaid without . .;. 

system-wid~ health care reform would cause substantial'shifting of health care 'costS to . 

the private sector, adversely af£ectingemployers and employees, and also would likely' 

reduce the quality ,of health care f~r the elderly and Ule poor. At the earliest possible., 


, point, Congress arid, the Administration should, return to ,the t()ugh job of reforming the, " 
,health care system in ways that reduce the rate of growth in both public and pri,vate " 
,health care costs: ' , " . '" , 

'. , ..,. 
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L·Deficit Reduction And Tax Cuts 

The "middle class bill .of tights" - a series .of tax cuts targeted largely en these 
with incemes between $20,000 and $100,000 - is central te the Clinten budget. These 
Clinten tax cuts are preferable te these in the Centract with America, in large part 
because the Centract tax cuts weuld lese mere than feur times as much revenue ever 
the next 10 years and previde feur times as large a propertien .of their benefits te these 
with incemes exceeding $100,000. . .. 

Health Care and the Budget 

., The President's budget demonstrates once again that the rapid growth of Medicare 
and Medicaid is the primary cause of stubbornly high deficits. Medjcare growth is projected 
to average 9:1 percent per year and Medicaid 9.3 percent. The attached chart, taken from the 
budget, shows that if Medicare and Medicaid grew at more normal rates, the deficit would 
disappear by 2003.11­

Expanded use of managed care might produce noticeable reductions in Medicare and 
Medicaid costs. But absent broad measures to control the costs of the nation's overall health 
care system, major reductions in the long-term growth rates of Medicare and Medicaid costs 
are difficult to achieve without (1) requiring Medicare beneficiaries to pay an increasingly 
large share of their health care costs out of pocket, (2) providiI1g steadily poorer quality health 
care for beneficiaries than the rest of society enjoys, or (3) steadily reducing Medicare and 
Medicaid reimbursement rates, which is likely to lead doctors and hospitals to pass 
unreimbursed costs .on to employers <;lnd employees through added growth in health 
insurance premiums, a hidden but growing ta~. 

, Percent of GOP 
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" NOTE: OMB projected aslower level ofhealth care growth by assuming that, starting in 1994; per-beneficiary , 
costs grew only as rapidly as general inflation plus overall U.S. productivity. 
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A 'rnore fiscally prudent, course 'Vould have been to forgo tax cutsatthis time;;,' 
The savings achieve~ from the Administration's spending cuts :wouJd better be devoted 
primarily 'to deficitreduction, and to a lesser degree to increased financing for selected;' 

. ",', . . I, ,'.. . 

public investments likely 'to h,ave long-term economic payoffs: :' , " 
• < ,,' 

, ' 

While more deficit redu~tion would be'preferable to tax cuts, the Clinton budget. 

does pay for its tax cuts over. the next 10 years. 'There is a risk"howev~r,that tax cuts 

approved on Capitol Hill later this year might I1:0t meet ,this test 


Some House leaders recently indicated they need produce only $20'0. biilion in ' 

spending cuts over the next five years to .pay for the tax cuts in: the Contract with . 

America, ignoring the much larger revenue losses the Contract tax proposalswou1d . 


. generate in years after that Both Treasury and S~nate Budget Co~ttee Republican 
staff estimates mdicatethat the rev~nue ~os~ from ,the Contract tax, proposals would 
eq~aror exceed $500 billion in the succeedlngfive-year period, from 2001 to 2005. . ' .' 

Ataxcitt package not paid for over .the long term would enlarge, the long-:-term 

deficit. While the Clinton budget can be criticized for not,reducing the deficit more, 

some of itsCongressional critics themselves'risk'making the long-term deficit problem 

worse if ~hey do not restrain the explodinglong.;.term costs of;the Contract's tax cuts; 


Moreover, ha~ the Administration proposecf additio~l spending cuts in its 
budget, these proposals would likely be used byCongress primarily to.fini:lnce la~ger 

, ,tax cuts rather. than for deficit reduction. For this reason, additional spending cut ' 
propt?sals probably should be reserved untiHlle biddffig war on tax cuts that threatens, 

,to overtake Capitol Hill has rl:ffi its course. Presenting proposals for additional ' 

spending reductions after acti~non tax c;uts is completed, rather than advancing such 

proposals now, should increase the chances that further program cuts are used for 

,deficit reduction and not for overly large tax cuts that ate lik,ely to provide the lion's: 

share of their benefits to those at higher income levels. ' . " 


Comparing the ai~t(m a~~ C~ntr~ct Tax Cuts " 

The Clinton tax propo~ais'and the portion of the ContraCt that contains its 
middle-:c1ass tax cuts bear some similaritie~. Both feature a $SOO-per-child tax credit; 

, the Contract's ~ax credit'coverschlldren to age 18, while the ¢iintori credit extends 
through age 12. Both.also expand'Individual Retirement Account ta~ benefits. In 

5 
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addition, the Clinton budget would provide a large deduction for tuition expenses, 
which families could use regardless of whether they itemize deductions. 

While the total size of the middle-class tax cut is somewhat larger under the 
Contract than under the Clinton budget, the principal differences between the Clinton 
tax cuts and the Contract tax cuts lie elsewhere'- in the large tax cuts the Contract 
includes for upper-income individuals and large corporations. These provisions are the 
primary reason that, as noted, the Contract tax cuts lose more than four times as much 
in revenue over the next 10 years as the Clinton tax cuts and confer four times as large a 
proportion of their benefits on the top.10 percent of the population, those with annual 
incomes over $100,000. 

COST OF CLINTON AND CONTRACT TAX CUTS 
, (in billions of dollars) 

1996-2000 2001-2005 10-Year Total 

Clinton1 $56 $101 $157 

Contracf $205 $520 $725 

DISTRIBUTION OF TAX BENEFITS UNDER CLINTON ~D CONTRACT TAX PLANS 

, , 

Income Group 

Percentage of 
Families in each 
Income Group 

Percentage of 
Benefits Going to 
Each Group Under 
Clinton Tax Cuts 

Percentage of 
Benefits Going to 
each Group Under 
Contract Tax Cuts 

< 50,000 65% 29% 19% 

50,000 - 100,000 25% 58% 30% 

100,000 - 200,000 8% 12% 22% 

Over 200,000 2% 1% 28% 

Source: Office of Tax Analysis, Department of the Treasury 

1 This estimate of the cost of the Clinton tax cuts was issued by the Treasury Department on February 6, 
1995. It includes the "middle class bill of rights" and a series of small revenue-raising measures in the 
Administration's budget. It reflects revenue savings only and does not include $6 billion in outlay savings 
over 10 years associated with the revenue changes the Adininistration is proposing. The "middle class bill 
of rights" itself costs $63 billion ov~r the first five years and $171 billion over 10 years. 

2 This is the Treasury Department estimate of the cost of the Contract tax cuts, released January 10, 1995. 
On February 1, 1995, the Joint Tax Committee released a similar estimate of the cost of the Contract tax cuts 
in the firstJive years, $196 billion. The Joint Tax Committee has not issued an estimate of the cost in the 
second five years. 
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, The ¢linton buagef demonstrates'thaf sizable midc;lle-class ta~ cut~ can' he paid 
for without making'major cuts in benefits for the middle-class or the poor. 'The Clinton 
budget does not contain sharp increases in Medicare premiums;an9 deductibles;,higher 
interest payments 'on student loans, or deep ,cuts in basic. cash, fooa, and health care 
benefits for poor children and elderly people. If Members of Congress decide to ac;ld to,: 
the Clinton budget cuts as~ries of steep reduc,tionS in benefits fo~ poor,and middle­
Class families and elderly people to pay for the mUchlarger tax cuts in the' Contract, 
these benefit reductionS will primarily be used to finance tax cuts for those at high 
income leve1s~ not the middle class: ' ' " , 

,,,' ,Propos'~d Change mBudget Procedu~es Unwise 

, In a little noti~eci budget de"elopm~nt, both,the Administration and , Republican ' 
Congn!ssionalleaders are-proposing to alter the budget procedures estf:lblished in 1990,' 
ana allow,reductionsin non-entitleni.entprograms to be used to,pay for tax cuts (and 
for entitlement increases, if proposed in the' futUre). This development raises concerns. 

" . '.' . ,':1 " • " '.' 

, Under the 1990 budgetagreement, ti;lxctitsand entitlement increases must be 

paid for thiough'off~etting tax increases ,or, entitl~ment cuts. Since tax increases and 


,_ entitlement cuts are difficult to pass, this requirement has restrained' Congres~aI}d the 
executive branch froI,il, adopting fiscally imprudent tax cuts and~ntitlement,expansi?n$ , 
iJ;t recent years. . ' " ,; ,", , ;, - ' ' , 

". ' • ) , '\, • ','j 

, Cutting non-entitlement programs is much'easier than raising taxes or cutting 
. ' entitlements because doing so.irutially entails ,simply lowering the cap governing non- , 

entitlement spending. The details of which non-entitlement programs to cut generally -' 
come much later, often in a subsequent Congress., Thus, the procedUral change, " " ' 
advocated by the Adinihlstiation and Republlcan'leaders would make it easier both to 
enact overly large tax cuts this year and to enact fiscally imprudent ta~ C1,1ts gr , ' ' 
entitlement expansions in subsequef.lt years. ' 

This approach is made mqre problematic by the fact that the domestic non..: ' 
entitlement portion of the budget is the part of the budget where most public' 
investment spending is found. Under the Clinton proposals, this part of the budget 
would already be reduced 'to 2.8 percent of ,the Gross Domestic Product by fiscal year 
2000, the smallest proportion since 1958. As a proportion of the total federal budget, 
domestic 'non~entlt1em,ent expeflditures would fall, h? 13.7 percent. This, too, isthe 
smallest prop()rtion since 1958.,: , " :' , ", , ","" , , ' 

, Di,fficult to Assess Impact on Programs Serving Low-Income Americans, 
l , 

The budget includes both increases and decreases in non-entitlement programs 

,serving low-income families and'individuals. Few changes are proposed-in low-, 

, income entitlements. 'Among the low~inGome non-entitlement programs slated for 
. , . 
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Doinestic.DiscretionarySpending in the Clinton Budget 

President Clinton's proposed budget squeezes domestic discr~tionary spending to a greater 
degree than is corrunonly realized. For example: 

• 	 Domestic discretionary spending in fiscal year.2000 wil1 be limited to $261 
billion, about the same level as at present. Since spending will hardly grow 
but prices will, the purchasing power of this pait of the budget will decline 14 
percent. 

• 	 In fiscal year 2000, domestic diScretionary spending wilJ comprise less than 
one-seventh of the budget. At 13.7 percent of total spending, this is the lowest 
share since 1958, weD below the post-war peak of 23 percent reached in 1978. 

• 	 In fiscal year 2000, domestic discretionary spending will total 2.8 percent of the 
nation's economy (Gross Domestic Product, or GOP). This wilJ be the lowest 
percentage since 1958, weD below the post-war peak of 4.9 percent reached in 
1980. 	 .. 

NOTE: Discretionary programs excluqe entitlements or other mandatory programs, net interest, deposit 
insurance, and offsetting receipts. They are controlled through the annual appropriations process rather than by 
permanent law (such as permanent benefit formulas). In recent years, slightly more than half of all discretionary 
spending has been for defense and. international programs. This box discusses the other half" covering such 
programs as infrastructure, scientific research, education, veterans' hospitals, natural resources and the 
environment, job training, assisted housing, WIC and Head Start, law enforcement and the Judiciary, and the 
daily operations ofsuch agencies as the Treasury Department. 

, , 

reductions are a number of the low-income housirig programs and job training grants 
for youth. The budget includes funding increases for such low-income programs as 
Head Start, WIC, and the Job Corps. ' 

It is difficult to assess immediately the net effect of the budget's proposals in the 
low-income area because the Administration proposes ~o consolidate many programs 
serving low- and moderate-income Americans into larger program groupings. Some of 
these consolidations would merge programs now targeted at low-income households 
with programs also serving people c;tt other income levels. 
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