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MEDICARE SAVINGS
(Dollars in billions, fiscal years)

1986

5608

1955 1987 1588 1998 2000 200t é002 2003 2004 2005 $5-00 98-02

ADMINISTRATION BASEUINE

Gross Spending {Including Premiums} 174.5 195.0 213.5 232.7 253.7 276.1 300.7 §27.5 356.9 369.2 425.0

Growth . 2.1% 9.0% 9.0%

Net Spending (Excluding Premiums) 154.4 174.4 191.8 208.6 2281 249.4 272.7 288.3 326.5 3574 391.7 -

Growth 13.2% 9.8% B8.7% 9.4% 93% - 9.4% 9.4% 9.4% 9.5% 9.6% 9.3% 9.3% 0.4%
CRO BASELIRE ) . :

Gross Spending (Including Prermiums) 178.1 199.0 219.4 240.1 263.4 2881 1152 345.3 378.9 416.4 4503

Growth 9.7% 4.6% 9.7%

Mot Spending (Eacluding Premiuins) | 158.0 178.7 197.5 215.8 237.4 260.8 26G.5 316.2 347.3 383.2 423.9

Growth 13.1% 10.5% 9.3% 10.0% 9.9% 6.9% 10.0% 10.2% 10.5% 10.6% 6.9% 9.9% 10.1%
Administralion Proposal (Admm; Baselino} : ) :

Gross Spending {Including Premiums) 174.5 1917 208.0- @235 238.1 253.6 270.8 289.2 312.2 335.4 3581

Growth . ’ 1.2% T 1% 7.2%

Net Speading (Excluding Premitns) 154.4 171.5 186.3 199.4 2126 226.9 - 242.8 260.0 2847 3035 3258

Growth : 11.1% 8.6% 7.0% 6.6% 6.7% 7.0% 7.1% 8.3% 7.7% 7.3% 1.2% 7.2% 7.4%

Savings -3 -6 -9 -16 -23 -30 38 -45 -54 60 56 -124 -289
Budget Resolulion Spondlng (CBO Basollne}

Gross Spending {Including Premiums) 178.0 191 202 214 226 239 255 274 2M 309 328

Growth C 7.3% 5.8% 5.9% 5.6% 5.8% 6.7% 7.5% 6.2% 6.2% 6.2% 58% 6.2% 6.2%

Net Spending (Excluding Premiums) 1550 17070 178.8 1893 2002 2116 2265  243.8 2564 2758 2915 ;

Growth - 8.0% 5.3% §.3% 5.8% 5.7% 7.0% 7.6% 6.2% 6.2% 6.2% 5.5% 6:1% 6.2%

Savings =8 26672 —. A82__ 60 114 _-88 -107 -130 -139 276 -536

Savings per Bencliciary {50%, ve/fextenders) -100 <225 -350 475 » -GG0 -725 875 -1050 -1275 -1525




MEDICARE SAVINGS
{Dollars in b%ons, fiscal years)

] 1996 1596 1597 1998 1999 - 2000 2001 2002 2003 2004 200% 9500 9500 95-02 96-06
ADMINISTRATION BASELINE
Gross Speading (lncludmg Premiums) 1745 185.0 2135 232.7 253.7 276.4 30D.7 327.5 356.9 188.2 425.0
CFHJM}? 9.65 9.1% 8.0% 2.0%
Net Spending (Exclidding Premiums) 154.4 174.8 191.8 W86 2284 2454 2727 288.3 JI26.5 357.4 391.7.
Growth 13.2% 8.8% B. 7% 9.4% 4.3% 9.4% 8.4% 9.49% 9.5% 9.6% 10.1% 8.3% 9.3% 9.4%
CBO BASELINE
Gross Spending (Ineluding Premiums) 178.1 196.0 218.4 2404 263.4 26884 3182 3453 378.9 4764 A458.3 -
Growth ) 10,19 8.71% 2.6% 9.75%
Net Spending (Exdtrdmg Premmms) 158.0 178.7 1975 . 2159 1374 260.8 206.5 315.2 M73 3832 423.9
Growth 13.1% 10.5% 9.3%  10.0% 5.9% 9,9% 10.0% 10.2% 10.3% 10.6% 10.5% 9.9% 5.9% 10.1%
Administration Proposal {Admin. Bageline) .
Gress Spending (Including Pnemlums} 174.5 181.7 20B.0 2235 238,14 2536 270.8 269.2 312.2 335.4 359.4
Growth ' 7.8% 1.% 7186 7.2%
Het Spending (Exclmding Premms) 154.4 1715 1BBY 195.4 2126 226.9 242.8 260.0 2817 .5 3258 -
Growth 11.1% 8.6% 1.0% 5.6% 6.7% 1.0% 7.1% B.%% T1.7% 7.3% 8.0% 7.2% 1.8% 7.4%
Savings 3 6 -8 16 25 - a0 a8 45 54 66 ™ .24 289
Burget Resolation Spending (CRO Baseline) R
Gross Spending {Including Pramiurns) 1780 1491 202 244 226 2» 255 274 a2 ) 09 328
Growth’ 7.3% 5.8% 5.9% 56% 5.8% 6.7% 7.55% £.2% 6.2% . 6.2% - 6.1% 5.8% 6.2% 6.2%
Net Spending (Excluding Premiums) . 158.0  170.7 179.0 1893 200.2 2116 226 5 243.8 259.4 2758 293.9°
Growth 80% 5.3% 5.9% 50% 5.7% 7.0% 7.6% 6.2% 6.2% §6.2% 6.0% 5.5% 6.1% 6.2%
Savings -8 -17.7 ~26.6 -37.2 48.2 -60 ~71.4 -89 307 <130 -139 ~270 595
Savings per Beneficiary (50%, wrextenders) -10D -225 -350 475 -600 -725 -875 -105D -1275 -1825
House Resolution Spending (CBO Baseline) .
Met Spending (Emdudmg Premiums) 158.0 722 1’21 191.2 20D.6 2097 219 228.8 235.0 249.7 260.9
Growth 9.0% 5.71% 5.0% 4.9% 4.5% 4.4% 4.5% 4.5% 4.5% 4.5% 5.8% 5.0% 4.9% 4.7%
Savings -B.§ -15.4° -24.7 -36.7 -51.1 £7.6 -66.4 -108.2 -131.4 -162.9 -134.4 -298.9 -690.9
Savings per Beneficiary {(503%, wiextenders) -75 -200 -325 -450 625 -828 -1050 -1300 -1550 ~1500
Senate Resolution Spending (CBO Baseline) ]
Met Spending (Exctuding Premiums) 158.0 166.5 175.9 1BB.4 201.8 216.4 233.8 2835 271.8 2813 2123
Growth 5.4% 5.6% T4% 7.4 1.2% 8.0% 8.4% 7.8% 1.25% " 1.2% 9 g P 6.8% 7.3% 1.2%
Savings -$2.2 ~21.8 -27.8 -35.5 ~44.4 -52.8 £1.7 -75.8 ~89.9 -111.6 \ “144.2 ~268.7 -B32.7
Savings per Beneficiary {50%%, wiextenders) -150 275 350" -450 550 650 750 900 -1050 ~1300 0 o

NOYE: Estimales for 2003-2005 ko tne Budge) Resciul

T

Medicers cperdin exdudes discretionary sperdivg.

Tha sverage groath rate 'wes used fo astimada the sgerd‘m in those years.

These evimates DO NOY ingude any adjusimend for the Repabficans proposad adustmert {o tha CFS. As a resulls, “nel spending is stgm' lewr than it woudd ba after the acustimeal
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MEDICARE PROPOSALS & GROWTH RATES
(Dollars in billions, fiscal years)

1995 1596 1997 1998 1989 2000 2001 2ﬁ02 . §6—00 96-02

CBO MEDICARE BASELINE _ :
Gross Spending (Including Premiums) 178.1 199.0 219.4 2401 263.4 288.1 315.2 3453
Aggregate Growth ’ 11.7% 10.3% 94% 97% 94%  94% 9.5% 9.7% 9.6%
Per Capita Growth ) : ' - 8:2% 8.2%
Net Spending (Excludmg Premlums) 168.0 178.7 197.5 2159 2374 260.8 286.5 315.2 :
Aggregate Growth 131% 10.5% 9.3% 10.0% 9.9% 9.9% 10.0% 9.9% 9.9%
Per Capita Growth v 8.4% 8.5%

Administration Medicare Proposal (CBO | Baselme Administration savings estimates) .
Gross Spending (Including Premiums) 178.1 195.7 2139 2309 247.9 2656 285.3 307.0

Aggregate Growth 9.9% 9.3% 8.0% 7.3% 71% 7.4% 7.6% 7.9% 7.8%
Per Cépita Growth , . 6.5% 6.4%
Net Spending (Excluding Premuums) 158.0 175.4 192.0 2067 2219 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 Growth ' 6.5% 6.5%
Savings _ 3 6 9 16 23 -30 38 || 56 124

. Budget Resolution Medicare Proposal (CBO Baseline) : :
Gross Spending (Inciuding Premiums) 1781 191 : 202 214 "+ 226 239 255 274

' Aggregate Growth 7.2% 58% 5.9% 5.6% 58% . 6.7% 7.5% - 5.8% 6.2%
. I ) Per Capita Growth : s ] : 4.4% 4.9%
q' Net Spending (Excluding Premiums) 1580 1707  179.8  189.3 2002 ~ 2116 2265 2438
\ Aggregate Growth 80%  53% 53% 58% 57% - 7.0%  76% 55% _ 6.1%
Q Per Capita Growth - 41%  4.8%
Q Savings -8 477  -266 372  -492 60 714 439 - 270
CBO PRIVATE GROWTH RATES , . -

Aggregate Growth 6.6% 7.5% 7.8% 7.5% 7.5% 7.3% 71% 7.6% 74%

Per Capita Growth ’ s 6.2% 7.1% 7.4% 7.2% 7.2% 7.1% 6.8% 7.2% 71%

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

Medicare spending excludes d:scretlonary spendlng Administration estimates of unduplicated beneficianes were used for the per capila growth rates. .

These estimates DO NOT include any adjustment for the Republicans' proposed adjustment to the CPL ‘As a results, net spending is slightly lower than it would be after the adjustiment.
02-Sen-05
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MEDICARE PROPOSALS & GROWTH RATES
(Dollars in billions, fiscal years)

-
i
<
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1995 1996 1997 1998 1893 2000 2001 2002 96-00  96-02
CBO MEDICARE BASELINE o
Gross Spending (Including Premuums) 1781 199.0 219.4 240.1 2634 288.1 316.2 3453
Aggregate Growth 11.7% 10.3% . 9.4% 9.7% 8.4% 8.4% 9.5% 9.7% 9.6%
Per Capita Growth 8.2% 8.2%
Net Spending (Excludmg Premlums) 158.0 178.7 197.5 2168 2374 260.8 286.5 315.2
Aggregate Growth - 131% 10.5% 93% 100% 9.9% 9.9%  10.0% 9.9% 9.9%
Per Capita Growth i 8.4% 8.5%
Administration Medicare Proposal (CBO Baseline: Percent Reduction from Administration Baseline)
Gross Spending (Including Premuums) 178.1 185.7 2137 2306 2473 264.6 283.8 304.9
Aggregate Growth 9.9% 9.2% 7.9% 71.2% 7.0% 7.3% 7.4% 7.8% 1.7%
Per Capita Growth . ' ’ 6.4% 6.3%
Net Spending (Excluding Premlums) 158.0 1754 1918 2064 2213 2373 2551 274.8
Aggregate Growth 11.0% 94% 7.6% 7.2% 7.2% 7.5% 77% |l 7.9% 7.8%
Per Capita Growth : - 6.4% 6.4%
Savings 3 6 9 16 23 -3 -40 58 130
Budget Resolution Medicare Proposal (CBO Baseline) S
Gross Spending (Including Premiums)  178.1 - - 191 202 214 226 239 255 274
Aggregate Growth A 7.2% 58%  5.9% 5.6% 58% 6.7% 7.5% 5.8% 6.2%
Per Capita Growth : 4.4% - 4.9%
~ Net Spending (Excluding Premsums) 1568.0 1707 1798 1883 2002 2116 2265 2438
Aggregate Growth . 8.0% 5.3% 5.3% 5.8% 5.7% 7.0% 7.6% 5.5% 6.1%
Per Capita Growth » ' : , 4.1% 4.8%
Savings -8 -17.7 -26.6 -37.2 | 492 -60 -71.4 -139 -270
4
CBO PRIVATE GROWTH RATES ,
" Aggregate Growth 6.6% 7.5% 7.8% 7.5% 7.5% 7.3% 7.1% 7.6% 7.4%
Per Capita Growth 7.1% 6.8% 7.2% 7.1%

6.2% 7.1% 7.4% 7.2% 7.2%

The Administration savings were converted to the CBO baseline by (a) converting the savings from the Administration baseline into a percent reduction from baseline spending; and
(b} multiplying that percent reduction by the CBO baseline spending.
Medicare spending excludes discretionary spendmg 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 CPL.  As a results, net spending is sfightly lower than it would be after the adjustment.

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

' 96-00

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

02-Sep-95 -

-4 -8 -16 24 -33

DRAFT

1995 1996 1997 1998 1999 2000 2001 2002 96-02
« CBO MEDICAID BASELINE _
Spending 89.2 99.3 110 1221 134.8 148.1 162.6 177.8 614.3 954.7
11.3% 10.8% 11.0% 10.4% 9.9% 9.8% 1 9.3% - 10.5% 10.2%
‘Recipients 36.8 384 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% 3.3% 3.0%
Spending per Recipient 2,422 2,587 2,752 2,964 3,179 3,391 3,625 3.871 V
: 68% 64%  7.7% 7.2% 6.7% 6.9% 6.8% 7.0% 7.0%
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% 88%  9.0% 87% 9.9% 9.6%
Spending per Recipient 2,422 2,483 2,652 2,819 3,014 3185 3,380. . 3,588
R : 2.5% 6.8% 6.3% 6.9%  57% 6.1% 6.2% 6.4% 6.3%
Savings 4 4 6 -7 9 A1 3 30 54
Budget Resolution Medicaid Proposal (CBO Baseline) _
Spending 89.2 956 102.1 106271105 11479 1195 1243
7.2% 6.8% 4.0% 4.0% 4.0% 4.0% 4.0% 4.7% 4.5%
Spending per Recipient 2,422 2,491 2,555 2,579 2,605 2,630 2,664 2,705 | :
. L 28% 26% 09% = 10% 1.0% 1.3% 1.6% 1.4% 1.4%
Savings -43 -54 -85 -182



MEDICAID PROPOQALS & GROWTH RATES
' (Dollars in billions, fiscal years)

-

1995 1996 1997 1998 999 2000 2001 2002 96-00  96-02
' CBO MEDICAID BASELINE ’ o

Spending 89.2 99.3 110 1221 1348 1481 1626  177.8 6143 9547
11.3%  108%  11.0% 104%  99%  9.8%  9.3% 10.5%  10.2%

Recipients . 368 38.4 40.0 41.2 42.4 43.7 44.9 a9l | g
; 42%  41%  31%  30%  30%  27%  24% 33%  3.0%
Spending per Recipient 2422 2587 © 2752 2964 - 3179 37391 3625 3,871 :
68%  64% 7.7%  12% -67%  69%  68% 70%  7.0%

Administration Medicaid Proposal (CBO Baseline: Percent Reduction from Administration Baseline) ‘
Spending 89.2 952 1058 1157 1272 1383 1506 1636 582.2  896.4
67% 11.1%  94%  99%  87%  89%  86% 9.8%  9.5%
Spending per Recipient = 2,422 . 2479 2646 2810 2,999 3,166 3,358 3,562 -

y, 24%  68% . 62%  68%  56%  60%  61% 6.3%  6.2%
Savings 4 4 6 8 -0 12 -14 32. 58

Budget Resolution Medicaid Proposal (CBO Baseline)

Spending 892 956 102:1 10672 11051149 1195 ‘124:3:

72%  68%  4.0%  40%  40%  40%  4.0% 47%  45%
Spending per Recipient 2,422 2,491 2,555 2,579 2,605 2,630 ' 2,664 2,705

28%  26%  09%  10%  1.0%  13%  16%| | 14%  1.4%
Savings o .4 8 16 24 33 43 . 54| 85 182

The Administration savings were converied to the CBO baseline by (a) converting the savings from the Administration baseline into a percent reduction from basetine spending; and
(b) multiplying that percent reduction by the CBO baseline spending.

| DRAFT



Estimated CBO pricing of GME, DSH and Medicaid Proposals that Affect |
Academnc Health Centers and Teaching Hospitals
‘ (in bllllons, 7-year totals)

President’s Package

Republican Conference l

Indirect Medical Education 4.6 IME Reduction 716
(IME) Adjustment Reduction ‘
Graduate Medical Education | -5.7 Direct GME Reduction |-1.4
(GME) Reform' co
‘Disproportionate Share -1.0 DSH Reduction 137
Hospital (DSH) Adjustment :
Reduction® |
Estiniat_cd Impact of Medicaid | -54 | Estimated Impact of Medlcald -16.0 .
Cuts Cuts ’
Subtotal of Reductions -16.7 Subtotal of Reductions | -28.7 V
Payments for Medicare +6.2 GME Trust Fund® ‘+1 35
Managed Care discharges-- : (Questionable funding)-
AAPCC giveback of ‘
DGME/IME/DSH *
Aggregate Impact of | -10.5 Aggregate Impact of -15.2
President’s Proposal on Republican Conference
AHCs/Teaching Hospitals Agreement on

AHCs/Teaching Hospitals

! The elements of the GME reform package result in sawngs from both direct GME
(35%) and mdlrect GME (65%).

2 Based on proportion of DSH payments that go to teachmg hospltals (68%).

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

“The GME Trust Fund is funded through general revenues that are questionable and may

not be permanent.

g:\medparia\colleen\sunuﬁa:y\pres!clwpd



Impact on Academic Health Centers and Teaching Hospitals

President’s Plan vs. Republican Conference Agreement
(Estimated CBO Pricing, Dollars in billions, 7-yr Total)

-15.2

16 - —
B Reduction in spending
(Dollars in billions)
14 - ~
12 1 -10.5
8 -
61
4 _
2.
0 — |
- President’s - - Conference
Plan o Agreement

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



Estlmated CBO Pricing of Provisions Affectlng Rural Hospitals

(in billions, 7-year totals)

President’s Package Republican Conference
Update Reduction' -1.9 Update Reduction -3.9
Sole Community Hospltal 0.3 Medicare Dependent Hospital 02
Rebasing /a (rural) payment extension
Expand Rural Primary 0.3 Critical Access Hospifal Program | 0.3
Care Hospital program /b L
No Provision Establish REACH Program; 0.2
’ Rural Referral Center Bonus
Disproportionate Share | -0.1 DSH | 02
Hospital (DSH) ‘ , :
Adjustment Reduction * : ' ‘
Impact of President’s | -1.4 Impact of Republican -3.3
.| Plan on Rural . Conference Agreementon .|. ..  _._
Hospitals Rural Hospitals

a/ Sole community hospitals will be rebased (payment base will be updated) mth a hold-harmless
provision so that no hospital’s payments are lowered.

b/ The Rural Primary’ Care Hospital Program (RPCH) allows rural hospitals to downsize 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 Cntlcal
Access Hospztal Program is quite snmlar to a nationwide RPCH program,

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

? Based on estimate of percentage of DSH paymenfs that gé to rural hospitals (4%).



Impact on Rural Hospitals

President’s Plan VS. Republican Conference Agreement
( Estimated CBO pricing, Dollars in billions, 7-yr Total) |

3.5
3.0 m Reduction in spending
(Dollars in billions) |
- 2.5 -
2.0 |
1.5 -
1.0 - -
i
0.5 - |
0.0 : . !
President’s : ! Conference
Plan | | Agreement

Note: Includes impact of update réductibn, DSH reduction, and new rural hospital programs.



Impact on Rural Hospitals
President’s Plan vs. Republican Conference Agreement
( Estimated CBO pricing, Dollars in billions, 7-yr Total)

3.5

3.0 M Reduction in spending
i (Dollars in billions)

2.5 1

2.0 -

1.0

0.5

0.0 --

- President’s | - o Conference
Plan | - Agreement

Note: Includes impact of update reduction, DSH reduction, and new rural hospital programs. -
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‘T-i:' Medncare Outlays Under Proposed Budgets (Gross Outlays)
. Congressional budgets use CBO baseline and savings estinates; President's budget uses OMB baselme and savings estimates

 DRAFT

' Notes:

: (s in billions, by fiscal year) .
. o ‘ : . 5-YrTotal 7-YrYotal
. ’ 1395 1936 1997 1993 1999 - 2000 2001 2002§ 1996-2000 1996-2002
Conference Agreement : o . , o § -
CBO Cumrent Law Baseline 178.1 1990 2194 240.4 263.4 286.1 315.2 345.3~§ 1,203  1,870.8
‘ ‘ ' Growth - - 11.7%  103% 9.6% 8.6% 9.4% 94% 9.5%§ 9.7% 9.6%
7 Cont. Agreem Medicare Savings ' = 80 -180 270 - 370 490 600 -71.o§
- Cond. Agreement Medicare Ouﬂays - 178.0 191.0 2020 2140 2256C¢ 2390 255.0 . 2740§ - 10720 1,601.0
Growth. —  73% 58% 59%. 56% 58% 6T% 75%; 5.6% 6.2%
Qutiays as Parcent oﬂ’Baseiine 100% £€6% 92% 39% 86% 83% 8% 79%% ’ 89% . 85%
President’s Balanced Budget Plan - é
OMB Currert Law Baseiine 1745 195.0 2135 ° 2327 253.7 278.1 -300.7 3275 § $,1709 1,799.0
, Grow't - 11.7% 9.5%  9.0% 9.0% 8.8% 8.9% 8.9%% 9.1% 2.0%
. Medicare Savings with Expansions e -3.3 -5.5 -9.2 -15.5 225 299 -56.0 % =424
Medicare Oulays with Expansions 1745 1917 2080 2235 2384 2536 2708 11149 16749
Growth £am 9.9% 8.5% 7.4% 6.6% 6.5% 6.8% 7.2% TA%
Outlays as Percent of Baseline 100% 98% 97% 96 %

94% 82% 9%

CBO and OMB basefine estimates are dIﬂereM, consequently CBO and OMB savings estimates
and revised baselines — including growth rate; are not directly comparable. o

However, one could compare the outlays as 3 percent of baseline under the plans.

62M95 100 FM MCARECAPXLS Reopub. & Admin. Comp - Gross QL

95% 3%

2 Q1

$6.£2 NNC
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Conferance Agreement |
Concurrent Resolutlon on the Budget -- Fiscal Year 1998
Early Highlights

June 23, 19856

Deficits and Spending

- Balance Is nchieved In seven years by firet reducing
the rate of growth In total spending.

- Total federal spending grows from $1.5 triiilon in
1995 to $1.875 trillion In 2002. Annual growth rate of
- 3.0 porcent.

-~ The federal deficit that would grow next year to
nearly $200 billlon without ¢changes In policy, will be
reduced to $170 billion and thereafter decline to a
surplus of nearly $7 blilion in 2002,

«  Total deficit reduction over the next seven years
would reach nearly $860 bllllen.

© Tex Reductions |

~  Tax raductions cannot occur untll Committees have
first met thelr spending reduction instructions.

~  Commlttees report to the Budget Committees thelr
- spending reduction legislation by mid-September
and CBO cortifiee that balance has been achleved in
2002 and a fiscal dividend equal to $170 bllilon over
seven years, $50 bllilon In 2002 has been created.

- . Once cartlfication occurs, tax writing committees

1
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would be Instructed to report to the Budget
Committees within five working days leglslation that
would reduce tax revenues up to but not to axceed
$245 bllllon over gaven years, and not to exceed the
fiscal dividend estimated to be $50 blllian in 2002.

In no case can the tax cuts In 2002 result In the
budget being out of balance.

Select Spending Programs

Medicare

Medicare will crow‘frbm $478 blllion this year to

$274 blilion In 2002. Medicare spending will grow at .

an annual rate of 6.4 percent. Total medicare
spending over the next seven years wlill top §1.6
trilllon,

Medlcara solvency is Insured through 2005.

. Relative to the unsustainable current epending path

of medicare, the conference agreement reduces
spending $270 billion over the next seven years.

- Medlcald

Conference agreement assumes a medicaid block

grant program that would reduce the rate of growth
in the program from Its current rate of 10.5 percent
gradually over the next seven year perlod reaching

about 4 parcent in 2002,

Medicald spending grows from $80 blilion this year
to over $124 blillon In 2002,

Relative to a continuation of unsustalnable growth

~ In this program, savings of $182 bililon are achleved
- over the next seven years. -
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Defense

The conference agreement assumes that defense

spending (outlays) wili decline from $270 blllion this

year to $266 billion in 1988, and then return to
annual spending levels of near 3271 blillon In 2001
and 2002.

Défonso spending relative to President Clinton's
request this year will Increase nearly $33.1 blilion
over the next saven years.

in the Senate, firewalle between defense spending
and other discretionary spending wouid be
established for three years.

Nondefense Spsnding

Nondefense discretionary appropriations would
decline from $278B blilion this year to $244 billion in
2002.

Relatlve to current law spending, these
discretionary programs would be reduced $190
bllllon over the next seven years through program
terminations, consolidations, and returning thelr

‘program management back to the states.

The conferénce agreement assumes the termination
of the Commerce Department, but leavee to the

. Committees of jurisdiction the determinatlan of

other Departmental closures.

Other Pragrams
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' The conference agreement agsumes welfare reform

such that programs are reformed and savings af
nearly $4100 billlon over the next seven years.

The conference agreement assumes reform of
agriculture price support programs totalling $13.8
billion over the next seven years. Agriculture price

support programs wiil still oxpend $45 biillon over
the next seven years.

The conference agreament assumes reform of
federal student loan programs $10 blllion over the
next seven years. Reforms, It Is assumed would be
targeted on graduate and professional students.

The conferencé agreement assumes naarly full
funding of the Yiolent Crime Reduction Trust Fund.
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1995

Discretionary:
Defense 270
Nondefense 278
Subtotal discretionary....... 548
Mandatory:
Social Smurity.‘“.."’l.llli' ''''' 334
Medicare - 178
Mecdicaid : 39
Other mandatory..c..eeeeee 146
Net interest 235
Total outlays....cceecsionce - 1530
Revenues.... 1355
Resulting deficit/surplus...... TS

1996

264
270
534

352

156
259
1586
1417

-170

CONFERENCE AGREEMENT BUDGET AGGREGATES

{Dollars in billions)

19%

1997 1998 1999
265 165 268
259 252 247
524 517 516
370 391 411
202 214 226
102 106 110
162 163 177
265 269 276
1625 1660 1716
1475 1546 1618
152 116 -100¢

2000

271
249
520

433
239
115
136
281
1774

1698

2001

271
245
516

456
255

119

192

282

1820

1789

2002

271
244

515

[y ——————G— S

NOTE: Details may not add to tatals due to munding Al totals shown on a unified budget basis.

Prepared by SBC Majerity Staft, 22-Jun-95
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CONFERE*‘WCEYEGREEMEN’FCOMPKKEIYTO BASELENE

.

(Diﬂliﬁ‘iiﬁﬂhons}

N e s = TSI TR A e s T R I R T

1996 1997 1998 1999 2000 S-yr total 2001 2002 Grand total

Current Law Deficit........ 198 215 211 225 238 226 229

Discretionary: N |

Defense.. . icimarsioces eeere 6 8 8 9 9 - 40 9 9 &R
- NODAESRNSCarrerns mereorarrereesrsees -16 -23 -27 31 -31 -121 -34 35 -190
Mandatory: | i _ -

Social Security.coceccesecercecns - - - -~ - - - - _—
Medicare..om.n.: ' -8 -18 27 37 -49 -139 -60 71 -270
Medicaid -4 -8 -16 24 -33 -85 -43 -54 - -182
Cther mandatory.omwiee  ~10 -19 25 . 226 -29 -108 -30 -36 -174
L Y | o 0 o 0 2 1 1 3
Total policy changes.........  -26 -59 86  -108  -132 411 158 -187 -756
Debt service.... A -5 9 16 24 -55 35 48 -137
Total deficit reduction........ 27 63 95 124 -156 465  -192 235 -958
Resulting deficit/surplus.... 170 152 116 100 80 33 7

NOTE: Detsils may not add to totals doe fo roumdiag. All totals shows on a unified budget basis.
Prepared by SBC Majority Staff, 22-Jun-95 '
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CONFEREVCE AGREEMENT COI\IPARED TO B&SELENE

(Dollars in bxlllons} ‘ N
1996 1997 1998 1999 2000 s-vr total z‘nm 2002 Grand tetal
Current Law Deficit........ 198 215 11 225 . 238 226 229
Piscretionary: . ‘
Defense......m.... bsorss 6 8 3 9 9 40 9 9 S8
Nondefense.......eeieceenecenaen -10 -23 - =27 -31 -31 =121 -34 -35 -190
Mandatory: v - ' -
Social Security ... - - - - - -- - - —
Medicare.... .. mececcernareanees -8 -18 = 27 -37 -49 -139 -60 -71 -27¢
Medicaidu i wmrnereisrncsernn 4 -8 -16 -24 33 -85 -43 -54 -182
Other mand2tory............ -10 -19 25 -26 -29 -108 30 -36 -174
ROV ERUESewnreramnemcaeimrnmersonsasns g 0 . 0 0 0 2 1 1 3
Total policy changes...n..  -26 S99 86  -108 .-132 411 -158  -187 ~756
Dbt SCrvicta ... 1 & 9 -16 24 -55 - 35 -48 -137
Total deficit redaction........ -27 -3 985 -124 -156 -465 . -192 -235 -958
| Resultmg def'cltlsurplus - 170 152 116 100 80 - 33 -7 '

NOTE: Details may not add o totals dre to munding A totals shewn on a unified budget basis.
Preparcd by SBC Majority StafT, 22-1m-95
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REPORT OF THE BOARD OF TRUSTEES

B of T Report 44-A-95

" Subject: Medicare Transformation: Current Status -

Presented by: P. John Seward, MD, Chair

Referred to:  Reference Committes A !
(Ann Cea, MD, Chair)

BACKGROUND

Informamml Board of Trustees Report 17 (A-95), before the House at this M&ﬁnz. identifies
the need for fundamental transformation of the Medicare program. It also outlines AMA
strategies on this critical issue, emphasizing that Medicare’s current crisis follows from its

open-ended promise. Although the program has had great success in securing universal access
to high quality medical care for elderly Americans, it faces a dismal financial future.

This course, if uncorrected, portends accelecated lustability and physician and provider payment
cuts thar exacerbate rather than remedy Medicare's problems, Ultimately, the program will fail

in its fundamental objective of ensuring access to high quality medical care for elderly and
disabled Americans. Medicare's public trustees have concluded that * , , . Medicars reform
needs to be addressed urgently ag a distinct legislative initiative ” (April 3, 1995)

Past attempts to resolve this looming crisis have been fundamentally ineffective. At the same

time, thay have oftan increased program complexity and driven Medicare physician paywem

leveis wen below prwatc payment levels, threatening access to care. Many policymakers and
N3 X g that physician cut the path 10 Medicare solve

Over the past several months, the Board of Trustees has utilized the AMA's extensive policy
base to advance the case for fundamental Medicare transformation as reported in Report 17.
This report updates Report 17 by reviewing the current status of the Medicare transformation
debate, outlining the Roard’s current strategy and policy approach to this issue, and making five
recommendationg for policy changes needed to enhance AMA advocacy efforts.

) D " rs TR R Vi
AMA Pollcy Directions
As Board Report 17 (A-95) outlines, Medicare must bé transformed by reducing the growth

rate of program expenditures and by fully funding its promise to beneficiaries. These goals
cannot be met through the failed policies of the past. Thay must be achieved through shared
sacrifica.
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B of T Rep. 44 - A-95 — page 2 : .
1 Report 17 outlines elements of Medicare transformation, firmly grounded in AMA policy, that
2 can guide development of specific AMA positions and proposals These include:
3
4 o WW AMA policy (Policy 185. 986
5 AMA Policy Compendium) encourages actions to identify, publicize und correct flaws
6 in Medicare, One of Medicare’s major flaws is the absence of beneficiary cost ‘
7 condciousness in consunmng medical care, with Medigap coverage oftsetting current
8 cost sharing provisions for most beneficlaries. Possible responses include restructuring
9 current cost sharing to be more efficient (Policies 165.960{4] and 165.989[13]) and
10 * offering Medical Savings Accounts (MSAs) (Policies 165.920(6] and 165.951).
1 * ‘
12 o Enbance intergenerational equity in financing, The AMA has longstanding policy to
13 place Medicare on a firmer and more equitable financial footing. These include the use
14 . of MSAs for the working population 10 aceumulate savings for medical vare needs In
15 retirement and some level of linkage between beneficiary income and the Part B
16 subsidy. (Board of Trustees Repurt 15, also before the House at this Meeting,
17 swnasizes and refines AMA policy on thig latter 1ssue.) It would also be appropriate
18 10 fevise the arbitrary use of the age 65 for setting Medicare ellglblhty as has already
53 been doae for Social Security (165.993[2]).
21 =  Enable and facilitate price competition among providers, AMA policy supports
22 competitive approaches to health system problems from a number of standpoints,
23 ranging from maintaining physiclans® freedom to determine their own fees (o
%4 encouraging the efficient provision and use of health care services. This policy
25 suggests scveral apptoach& tv integrating competition into Medicare pricing, including
26 lutegraing tie AMA's “new approach to fee-tor-gervice™ (Policy 400.960) with
27 longstanding policy tavoring use of the Medicare RBRVS in the coatext of allowmg
28 physicians to set their own conversion factor while Medicare sets its conversion factor
29 based on budgetary and other cons:deranons (Policy 400.994). In addition, MSAs
30 -would stimulate competition.
31
32 » Reduce regulatory and gdministrative complexity, The AMA seeks reduced hassles for
33 ~ physicians and paticats and increased unifounity as ueeded 1 accomplish these goals.
3‘ .
a5 lementation nicat care Strate
36

37 The AMA has been pursulng these Medicare policy goals in a variety of forums over the past
38 séveral months, Lonnie R, Bristow, MD, pratident-elect of the AMA, outlined the AMA's
39 broad approach in a speech to the Commonwealth Club on January 13, 1995, Since then, the
40 AMA hag alen presented itg views in formal testimony and in informal communications to

4] relevant House and Senate Committees as wcll as to the Administration.

43 The AMA also has cmbarked upon the necessary education of both Members of Congress and
44 their stafls as well as the public and has encouraged opinion leaders and policy think tanks to
45 study and advocate Medicare transformation. [n addition, detailed information on AMA

46 Medicare strategies and policy directions has been shared with the Federation.
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Finally, we have held discussions with the leadership of the House of Representatives, as have
other groups. At the Speaker's roquest, we have provided him with working draft proposals,
incorporating the ideas and policies discussed in this Report, including those concepts for which
we are requesting House of Delegates action in this Report.

As expected, House and Senate Budget Resolutions have proposed unprecedented reductions in
tha rata of growth in Medicare spending. It appears that the savings target to emarge from
conference committee will be about $269 billion over seven years. Specific proposals released
during these debates include major changes and sacrifices for providers and beneficiaries alike.
In tegtimony before the Senate Finance Committee and the House Ways and Means Committee,
AMA Trustees stated that a transformation of Medicare is needed, based on principles outlined
in this report. They also emphasized that “[a] balanced budget cannot be ‘balanced" on the
back of one program and those who provide that program’s services.”

Most recently, the Clinton Administration has released its plan for achieving a balanced budget.
Although the projected Medicare reductions are below proposed Congressional levels, thage
outlined proposals rely solely on physician, hospital, and other provider cuts. Although
complete details of the Administration proposal were not available at the time of this writing,
the Board Is pleased that the President is becoming actively involved in ongoing efforts to
rescue the Medicare program. The AMA will engage the Administration actively, as it has the
Congress, in pursuing the following fundamental'AMA objectives:

1. advocating the need for a complete Medicare transformation rather than continued
reliance on the failed policies of continual physician and provider payment cuts;

2. enbancing patient and physician choice of aelivery system; and

3 emphasizing the need to protect and enhance the quality of the medical care received by
' Medicare benefliciartes.

THE AMA APPR RMATION

Given the current environment, the Board of Trustees believes that the following general
advocacy approach will be e¢ffective for the AMA over the next several months. It has been
developed to be consistent with the broad outlines and specific directives of AMA policy. In-
the discussiou that follows, pulicies that do reyuire chiange are identified and specific
recommendations made for consideration by the House of Delegates.

This transformation approach is a fundamental shift away from government control toward
personal responsibility, choice, and an invigorated Medicare marketplace. It is simple in
conception and execution, highly workable, and consistent with directions identified by many of
the leading public and private sector Medicare experts. It will:

. address fundamental beneficiary needs for a stable Medicare prografn, financial
protection and prodictability, choice, and consumer safeguards;

S T—— } |
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1 o meet the immediate and longer-term needs of the Congress and the Medicare Hospital ,
2 Insurance Trust Fund for reductions in expenditure growth to-sustainable levels: and
3
4 o enhance physicians’ ahility to provide services to Medicare bencficiaries in a stable and
5 quality-promoting financial, clinical and practice environment,
6 .
7 Transforming Medicare Benefits and Payingnt Methods
8 A
9

The key elements of the Board's approach to Medicare transformation are simple. Beneficiaries
10 should have the ability to remain in the current Medicare program, as appropriately modified,
11 without undue financial penalty. Beneficiaries should alsn, however, have expanded choice of
12 dealivery system throngh a Medicare contribution to their health plan of choice. Thc choice of
13 plans would include traditional health benefit plans, benefit payment schedule plans, managed
14 care plans, physician sponsored networks, and MSAs. This option, which reflects AMA policy
15 on privatizing Mcdicare (Policies 165.971, 165.987, 165.993, and 330.968), would operate like
16 the successful, cost-effective Federal Employees Health Benefit Plan (FEHPB).

18 To protect program solvency and financial stability, Medicare's contribution to purchase of an
19 individual’s health plan should be a “defined contribution™ whose initial level and subsequent
20 growth reflect the costs of providing current Medicare benefits as well as the requirements of
21 Medicare solvency. Current AMA policy (Policies 165.985, 165.989, and 165.993) tends 10
22 focus on 2 benefits approach to developing the Medicare contribution to private health plans, 3
33 With beneficiarics sble to rctain the rraditional Medicare, however, the Board belicves that

24 dcfined contributions provide needwd financial predictability and benefit design flexibility.

25 i [ ire ing ange in AMA noli a8

26

28 Traditional Medicare would be revised in two major ways to enhance beneficlary cost

29  consciousness and provider competitiveness. First, current Medicare deductibles and co-

30 insurance and beneficiary expenditures for Medigap coverage for cost sharing would be

31 restructured and replaced by a single combined Part A and Part B deductible that would

32 onhance the offactiveness of Medicare cost sharing, improve patient choice, maintain financial
33 protection for beneficiaries, and reduce costs W both Medicare and beaeflclarles stemming from

34 separate Medligap coverage. This approach, slthough consistent with AMA support for
35 effective cost-sharing necified through a policy change ing genergl
36 restructuring of Medicare cost sharing, '

38 Second. Medicare should eliminata price and regutatory controls on charges and payments,

39 including limiting charges for physicians’ services (Policies 390.898, 390.958, 390.922, and
40 400.994) and the flawed Medicare Volume Performance Standard {(Policics 395,992, 395,999,
41 400.965). These would be replaced by a competitive pricing system in which physiciany would
42 sct and disclose to patients their own dollar conversion factor for the RBRVS. Medicare would
43 set its conversion factor, considering both the budget and patient access to care, reflecting

44 Policies 400.960 and 400.994. A similar approach should be impiemented for Part A.

47 protected through non-intrusive regulatory approaches and existing or enhanced private sector

46 Consistent with existing policies, patient and physician interests in high-quality care should be ' .
‘48 efforts. These could include enrollment guidelines, disclosure and grievance procedures, and
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significant organized physician involvement in development of medical policies. There should
be maximum flexibility in the means of achieving the requirements. To the greatest extent
possible, accreditation by voluntary private sector bodies should be used instcad of regulation.

The Board also believes that a private sector partuership to enhance health care value shouid
eoordinate and focus efforts (v develop medical and plan standards. It should includs
fepresentatives from medical societies, hospital agsociations, insurers and national managed care
companies, accrediting bodies, employers, consumer groups, and the federal government. It
would marshall private sector resources devoted to development and application of medical
standards, in cooperation with faderal agencies such as the AHCPR, HCFA, and the NIH,

Finally, consistent with Policies 165.951, 190,992, 190.983, 190.986, and 315.993, Medicare
should implement, and cxpand to private sector plans (reating Medicare beneficiaries, Its effors
in administrative simplificailon, including uniform-elecwronic and paper claim forms,
computerized patdent records and electronic patient records.

Medi nding of ate Medical Educatign

In recent years, the AMA and other public and private organizations have devoted extensive
attentinn to adeqate funding of graduate medical education (GME). Medicare payment for
direct medical education payments and indirect medical education adjustment has come undec
¢lose scrutiny from the standpoiat of both the federal budget and prudent wourkforce planning,
The Councll on Medical Education and the Council un Long Range Planning and Development
bave discussed these issues extensively in recent reports 0 the House (Policies 200,968 and
30%.981), One notable policy that has emerged from this process is the call for an all-payor
funding pool for GME. The Board believes that, in the context of such a pool. the current
exigencies of the Medicare program and curreat workforce requirements justify the following
policy approaches that would rationalize the funding of GME.

nhnm.mim.ﬂmdmuzw_m As one means 1o lmleent this 8991‘03@
in cupjunction with an ali-payor funding system, the Board believes that Policy 305.968, which
calis for the l;ongms to support the current level of direct and indirect costs of graduaw

medical education,” should be revised to allow for changes in the funding fammlas for these
payments to halt the current stzady increase in costs.

] : Its analysis suggests that this number should be
reduced over um:, he FY95 number of MD- and DO-graduates from medical
schools in the United States. Phe reductions in the number of training positions not should be
taken primarily from thoS& positions filied by graduates of United States medical schools,

CONCLUSIONS.

The Board will pursue the best possible outcome for physisians and their patients given current
Medicare and federal budget realities. In advoeating this approach to Medicare transformation,
the Board has held extensive substantive discussions with the Administration and Congressional
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leadership. Thesé discussions have been guided by the AMA’s extensive Medicare policy base.

In pursuing Medicare transformation, the Board emphasizes that the changes outlined in the
previous section hava been estimated to provide the Medicare program with substantial savings
that, while highly responsive to the budgetary priorities outlined by the Congress and the
Administration, would not sacrifice the ability of Medicare beneficiaties to wbtuin high quality
medical care. These savings are, in fact, 4 shared contribution by both beneficiarles and
providers through more efficlent utilization, but without arbitrary provider payment cuts or
benefit reductions., They also reflect a rationalization of GME funding and workforce policies.

Itis impomnt to emphasize that enhanced cost consciousness does not mean substantial-
increased beneficiary costs. Most beneficiaries could actually save money over what they
would have paid in deductibles, coinsurance, and Medigap premiums in 2 modernized approach
to cost sharing. Such an approach could include protections for low-income beneficiaries.

Finally, the Board emphaSizes that the current Medicare Volume Performance Standard
(MVPS), if allowed w operate as under currant law, is projected to reduce the Medicare

RBRYVS conversion factor by 2-3% each year sfter 1996. This outcome results from the flawed

MVPS formmla, which, as modified by the Omnibus Budget Reconciliation Act of 1993,
containe almost no allowance for increases in tha valume of care providad tn meet the needs of

‘Medicare beneficiaries. The AMA has testified before the PPRC srd the Congress on the

pressing need to correet this grievously flawed formula. In advocating the proposal outlined
above, which would climinate the limiting charge program and MVDS, the Board will, in the
context uf current budget realites, vigorously pursue relief from these projected payment cuts,

The Board of Trustess recnmmends adoption of the following remmmendanons and that the
ramamdor of this raport be filed:

1. That mr.: AMA reaffiom that xhe fundamental goal of tramfcmung Medicare shcmld be
10 assure the health of the elderly and disabled populations, Patients must have access
~ o high quality medical services. The best value in medical care can be achieved by
ensuring that the medical profession has a central role in the des1gn and implementation

M
of & new Medicare program. , — dum«qﬂ L\_W

2. That, in the context of changes that enhance the ﬁscal sojvency of Medirare, increase

L

4
beneficiary choice, and encourage program privatization, AMA policy should accept a Wetes

defined contribution by the federal government toward the purchase of private health
care coverage by Medicars beneficiaries. This defined contribution should equal the |
acruarial value of the government Medicare contribution fur individuals retaining’
traditional Medicare coverage, The value of this contribution should reflect the cost of
access to needed health care and the need to establish the fiscal solvency of Medicare.

g,

T’
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Board of Trustees Suggesied Clarifying Additions to Roard of Tms‘tees-lleport’ 44 (A-95)

That AMA policy should include approaches that restructure Medicare beneficiary
deductibles, coinsurance, premiums, and Medigap insurance to enhance the
effectiveness of cost sharing, increase patient choice, maintain beneficiary financial
protection, and reduce costs to Medicare and beneficiaries from Medigap coverage.

That Pohcy 305.968, in which the “(t]he AMA stremgly urges Congress to support the:
current level of funding of direct and indirect costs of graduate medical education in -
Medicare legislation® should be replaced by policy stating that: “In the context of an
all-payor funding pool for graduate medical education (Policy 165.897), Medicare
contributions for direct and indirect costs of graduate medical education shouid be

‘reduced consistent with the need to improve Medicare tiscal solvency and with the

proviso that these funds be replaced, in aggregate, with conttibutions from the all-payor
funding pool sufficient to maintain adequate funding for graduate medical education.”

That AMA policy should accept a reduction in the number of {ir§ ’*'I residency
positions funded through the Medicare direct medical education (DME) adjustment.
Qver time, this number should be reduced to 110% of the FY95 number of MD- and
DO-graduates from mcdical schools in the United Stawes. The reductions in the number
of training positions should not be taken primarily from those posmons filled by
graduates of United States medical schools.

Fiscal Note: Within cumm budget.
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American Hospital Asgociation

i

Liberty Place
Washington Office

325 Seventh Street, N.W.

Suite 700

Washington, DC 200042802 . ;
202-638-1100 « ' )

Conmtacts:  William Erwin — 202/626-2284
- Carol Schadelbauer — 202/626-2342
Alicia Mitchell - 202/626-2339

AHA TO UNVEIL NEW DATA
ON IMPACT OF MEDICARE REDUCTIONS

Medicare is on the chopping block this week in the Senate and House Budget committees.
These enormous spending reductions could devastate hospitals, health systems and the
communities they serve. On May 11, American Hospital Association President Dick
Davidson will be releasing new data prepared by Lewin-VHI illustrating the impact on
hospitals of the Medicare budget numbers, The effect on different types of hospitals,
along with impact by state, will also be available. Hospital representatives. from key
states will present perspectives of the impact on their hospitals.

WHAT: Press Conference on impact of j)roposed Medicare reductions
WHEN: " Thursday, May 11

9:00 - 9:30 a.m.
WHERE: | Reserve 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 Amencan Hospital Associatmn, a not-for-profit organization, serves as a national
advocate for about 5,000 hospitals and health networks and the patients they serve;
provides education and information for its members; and informs the pubhc about
hospitals, health gystems and health care issues. '
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- May 10, 1995
The Honorable Bob Dole ' (I1dentical letter sent to
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 ong 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
Medzcare 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 qua.lxty of medical care for seniors deteriorate?
Without question. On the Medicaid side, the senior citizens and children who make up most
of the populatxon that program serves could lose access to some kinds of care altogether,
_joining the growmg rapks of the uninsured.

It is disappointing to dxscaver that what last week sounded like a refrashmg departure from
the "business as usual” Medicare hammering of the past has this week become 2 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 requu:e 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 mewtably to.real cuts in serv:ces 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 to grow, people will live longer and need =
more help. New medical technology will cost more. Inflation in the general economy -
always unpredictable -- will play a sigaificant role.
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There is no "silver bullet” fix for the serious problems confronting Medicare.

A wide range of options must be on the table 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 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.

Majority Leader Dole, we urge you to put Medicare back on the course outfined 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
hnspm]s doctors, and others; and oversee a process 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.
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 commission can help provide that strength,

Let's get on with that important work now, but let it be driven by the goal of makmg

Medicare affordable for the nation and accessible to those who rely on it. Those were among

the foundmg principles of the program 30 years ago, and they should remain its bedrock .
_today and in the future ,

Sincerely, -
Richard J. Davidson | J R O
President * :

Courtesy Copy
“The Honorable Newt Gingrich
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- UNPRECEDENTED SP_ENDING REDUCTIONS
COULD JEOPARDIZE HEALTH CARE
.WASHINGTON D.C. (May 11, 1995) -- Unprecedented reductlons in Medlcare 'spending
proposed by Congressmnal budget commmees could damage access to health care for the
natlons senior citizens and the quallty of care they receive, American Hospital
Association President chk 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 disappeintment about proposed massive Medicaid spending reductions
and the effect these reductions would have on the older Americans and children who

make up the bulk of Medicaid recipients.

"In the past week, the American people were told that Congress was about to 'save the
Medicare trust fund’ from bankruptcy," the AHA pres1dent said in ‘the letter. "Do these
spendmg reductions avert the trust fund's insolvency? No, only postpone it. Meanwhlle

will access to and quality of med1cal care for semors determrate‘7 Wlthout questlon e

At the news conference, Davidson unveiled new estimates from the health consulting firm
Lewin-VHI that illustrate the potentlal 1mpact on hospltals of p0551ble Medicare- spendlng
reductions. The estimates assume that Medicare spendmg wﬂl be- reduced by $250 billion
over the next seven years. Senate and House budget committees ha\{e proposed even .
'larger reductions. ' ‘ |

(MORE)
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The Lewin-VHI analysis assumes that a $250 billion reduction cohld translate into an
estimated I$94‘ billion 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 p011c1es would be enacted to

achieve these reductlons (see Exh1b1t 4 attached).

The study found that
*By the year 2002, Medlcare could pay hospltals only 89 cents on the dollar for the -
operating costs of delivering inpatient care to a Medlcare patient. Today, hospitals barely

break even under the Medicare'Prdspeetive Payment System.

-Every type of hosp1tal would suffer under the reductions. Urban and rural hospitals
would be almost equally hard hit. L1kew1se large hospltals would be affected as serlously o

as small hospltals
*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 Medlcare the more doubt and confusion we will leave in the minds of the

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

o made openly and falrly and the consequences borne by all."

- As part of the long-range .s.olution for Medicare, Davidson urged Dole and Gingrich to
s‘upportl the creation of an independent citizens' commission to balance Medicare spehding'
with the benefits covered by the Medicare program. The commission would make
recommendations to Congress on changes in the Medicare program to bring spendmg
within a target budget set by Congress. A
(MORE)
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‘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 broposed by the American Ho_spital Aééociation, 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 Aorganizétion, 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- |



Exhibit 4: Assumptions for Modeling $250 Billion in
Medicare Spending Reductions: 1996 - 2002

Medicare reductions 1996 - 2000 (billions) $150 |  $100] $250
Assumed reductions in PPS hospital payments a/ $57 $37] $94
Assumed method of reduction N | - .
 IME add-on cut by: b/ o - 27.3% 273%|  NA]
DSH paymcnts reduced by: o - o - 20.0% 20.0% ‘NA{
1 I_IpdateFactor setat: o MB-4.5% MB+2.8% " NA

a/  Figures based on mpahent operatmg revenues only and do not inciude share of reductions appl icable to
. - -capital or DME.
- bl - The indirect medical education (IME) 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. o
¢/  _Disproportionale share hospital (DSH) payments are now directed at hospltals whtch serve ahigh
proportion of medically indigent patients.

Lewin-VHI, Inc, ==

9SFM0079
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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. Thxs is
similar to the level of spending reductions proposed by Sen. Pete Domenici (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 bé achieved. We have assumed, based on the pattern of
reductions in previous proposals, that these overall Medicare reductions could translate
. into hospital Prospectwe Payment System (PPS) reducnons of $94 bllllon over 7 years. -

Using this assumption and others detailed in Exhibit 4, Lcwm-VI—II estimated the potentlal
impact on Medicare inpatient PPS operating margins. These estimates are not intended to
predict future hospital financial status with certainty, but rather to illustrate financial
- pressures hosprtals would face if reductrons of this magmtude were enacted

Reducuons of thxs order are b1gger than anything ever pr0posed Thls eould be devastatmg
to the nation's hospitals, health systems and the commumnes they serve.

The Lewin-VHI findings show:

® - Under this scenario, every. hosprtal loses — rural urban large small teaehmg,
non-teaching.

= By the year 2000, Medicare PPS inpatient 6perating 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 neganve 12.2in .
the year 2002.

- u By the year 2000, hospitals could lose $1,300 in PPS payrnents for every Medicare
patlent Hospitals could lose $900 per Medlcare patlent in the year 2002.

u Hospitals' PPS costs last year grew at 2.1 percent -- the lowest rate ever. Lewin-
VHI estimates use a very conservative number for hospital cost growth (slightly .
less than 4 percent annually), based on recent experlence

* Prospective Payment System (PPS) - A payment system, unplemented in 1983, 1n which the
amount a hospital recelves for treating a patlent is fixed in advance by Medlcare or an insurer.

Medlcare 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.



PROJECTED MEDICARE PPS INPATIENT OPERATING MARGINS:
CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR $250 BILLION
MEDICARE BUDGET REDUCTION SCENARIO :
BY HOSPITAL GROUP (IN PERCENT)

HOSPITAL NUMBER BASE LINE BASE LINE BASE LINE ILLUSTRATIVE ILLUSTRATIVE
TYPE oF FY-1993 FY-2000 FY-2002 SCENARIOC SCENARIO
: HOSPITALS o FY-2000 PY-2002
ALL HOSPITALS 5,047 0.3 . 3.6 5.4 -20.6 -12,2
" TEACHING STATUS . . . . ’ '
ALL TEACHING 1,020 3.7 6.9 ’ 8.7 : -~18.6 - -10.1
- MAJOR TEACHING 1224 11.4 15.3 17.2 C -11.9 . -3.7
. MINOR TEACHING : 796 -0.1 2.6 4.5 -21.8 . -13.2
NON TEACHING 4,027 -3.3 0.0 1.8 ~-22.7 ~14.3
GEORAPHIC LOCATION , : . :
URBAN HOSPITALS : 2,810 0.3 3.9 5.7 ~20.6 -12.1
LARGE URBAN 1,530 1.8 5.8 - 7.7, ~-18.7 ’ ~10.3
OTHER URBAN ’ 1,280 -2.0 0.9 2.8 -23.4 -14.8
'RURAL HOSPIALS 2,237 0.5 1.5 3.0 - -20.7 -12.7
SOLE COMMUNITY 603 -2.3 0.8 2.3 ~21.5 - -13.4
SOLE COMMUNITY/RRC 53 6.4 6.3 7.8 -14.7 . -7.0
RURAL REFERRAL CENTER 157 2.2 0.9 2.5 C-22.1 -13.9
OTHER RURAL 1,424 -0.6 1.2 2.7 -20.7 t -12.8
PAYMENT ADJUSTMENT , : .
IME & DISP SHARE - 526 7.9 11.3 13.2 -14.8 . -6.5
IME ONLY - ' 494 -1.2 1.6 3.5 -23.0 ~-14.3
DSH ONLY - ’ . 907 0.4 3.6 5.4 -19.8 - =11.5
NO ADJUSTMENTS 3,120 ~5.1 ~-1.7 0.1 -24.1 . -15.6
MEDICARE UTILIZATION ' e
60% AND OVER . 1,519 -2.0 0.8 2.6 -21.9 -13.4
UNDER 60% 3,528 0.9 4.2 6.0 -20.3 ~11.9
BED SI1ZB = - : . .
1-49 BEDS 1,278 0.6 3.2 4.6 -18.2 ) -10.5 -
50-99 BEDS 1,139 -1.2 4.4 5.9 . ~16.9 -9.0
100-199 BEDS . - 1,198 -1.6 1.0 2.7 T =22.2 ~-13.8
200~-299 BEDS 682 -1.4 1.3 3.2 -22.4 . . ~13.8 .
300 OR MORE BEDS. ' 750 2.0 5.4 7.3 -19.8 -11.3
OWNERSHIP . . o i
CHURCH ) . 915 -0.0 3.2 5.0 -20.6 =121
VOLUNTARY. 2,277 0.2 3.2 5.0 -21.4 ) -12.9
" PROPRIETARY" ) 701 0.9 5.8 7.7 -16.2 -8.,0
1.3 4.1 5.8 . -21,3 -13.0

GOVERNMENT - 1,154



HOSPITAL
TYPE

ALL HOSPITALS

TEACHING STATUS
ALL TEACHING
MAJOR TEACHING
MINOR TEACHING
NON TEACHING

GEOGRAPHIC 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 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 BEDS

OWNERSHIP
CHURCH
VOLUNTARY
PROPRIETARY
GOVERNMENT

PROJECTED MEDICARE PPS INPATIENT NET INCOME PER CASE:

CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR $250 BILLION
MEDICARE BUDGET REDUCTION SCENARIO
BY HOSPITAL GROUP (IN DOLLARS)

* NUMBER
OF
HOSPITALS

5,047

1,020
224
796

4,027

©2,810
1,530
1,280
2,237
603

53

157
1,424

526
494
907

3,120

1,519
3,528

1.278

1,139

1,198
682
750 .

915
L2
701
1,154

BASE LINE
FY-1993

19

271
1116

-163

18
124
-117

-83
304
104
-20

636
-80

-241

-97
53

21.
-47
~-81
-82

T 142

-1

51
67

BASE LINE
FY-2000

280

666
2022
222

1211
142
258

-106

49
348

144
234

&7
102
514

+248
257
433
296

BASE LINE -

FY~2002
467

- 936
2507
423
128

540
776
236
171°
121
522
169
139

1557
340
420

183
551

224
345
199
273
767

436
447
631
- 457

ILLUSTRATIVE
SCENARIO
FY-2000

~1294

-1415%
-1189
-1489
-1207

-1400
. -1362
-1449
-866
-843
-737
-1082
-800

-1223
. ~1600
~1126
-1241

-1143
-1340

-659

-730
-1185
-1383
-1489

-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
-453
~864
-992
-$89

-886
-967
=557
~-858

B



PROJECTED MEDICARE PPS INPATIENT REVENUE AS A PERCENT OF COST:

CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR $250 BILLION

MEDICARE BUDGET REDUCTION SCENARIC
BY HOSPITAL GROUP (IN PERCENT)

HOSPITAL.
TYPE

ALL HOSPITALS

TEACHING STATUS
ALL TEACHING
MAJOR TEACHING
MINOR TEACHING
NON TEACHING

GEOGRAPHIC 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 ONLY
DSH ONLY
NO ADJUSTMENTS

MEDICARE UTILIZATION
- 60% AND OVER
UNDER 60%

BED SIZE
1-49 BEDS

- §0-99 BEDS
'100-199 BEDS
200-299 BEDS
300 OR MORE BEDS

OWNERSHI P
CHURCH
VOLUNTARY
PROPRIETARY
GOVERNMENT

NUMBER BASE LINE
oF FY-1993
HOSPITALS
5,047 100.3
1,020 103.9
224 112.8
196 99.9
4,027 96.8
2,810 100.3
1,530 101.9
1,280 98.0
2,237 100.5.
603 97.8
53 106.8
157 102.3
1,424 99.4.
526 108.6
494 98.8
907 100.4
3,120 95.1
1,519 98.0
3,528 100.9
1,278 100.6
1,139 . 98.8
1,198 98.4
682 98.6
750 102.0
915 100.0
2,277 100.2
701 100.9
1,154 101.3

BASE LINE
FY-2000

103.7

107.4
118.1
102.7
100.0

104.0
106.1
100.9
101.5
100.8
-106.7
100.9
101.3

S 112.7
101.7
103.8

98.3-

100.8
104.4

103.3
104.6
101.0
101.4
105.7

103.3
103.3
106.2
104.3

. BASE LINE
- FY-2002

105.7

109.6
120.7
104.7
101.8

- 106.1
108.3
102.9
103.1

102.4
108.4
102.6

102.8 -

115.1
103.7
105.7
100.1

102.7
1 106.4

104.8
106.3
102.8
103.3
107.9

105.3
105.3
108.3
106.1

ILLUSTRATIVE
SCENARIO
FY-2000

82.9

84,3
89.4
82.1
B1.5

82.9
84.2
81.0
82.8
82.3
87.1
Bl1.9
82.8

87.1
81.3
83.5
80.6

82.1
83:.1

84.6
85.6
81.8
B1.7
83.5

82,9
82.4
86.1
82.4

ILLUSTRATIVE
SCENARIO
FY-2002

89.1

90.8
96.4
88.3
87.5 .

89.2
90.7
87.1.
88.8
86.2
93.4
87.8
88.7

93.9
87.5
89.7 -
86.5

90.5
91.7
87.9
87.9
89.8,

89.2
88.6
92.6
88.5



- PROJECTED MEDICARE PPS INPATIENT OPERATING MARGINS:
CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR §$250 BILLION
MEDICARE BUDGET REDUCTION SCENARIO
BY STATE (IN PERCENT)

STATE NUMBER ~ BASE LINE  BASE LINE  BASE LINE  ILLUSTRATIVE ~ ILLUSTRATIVE

OF FY-1993 FY~-2000 : FY-2002 - SCENARIO SCENARIO
HOSPITALS ‘ : FY-~2000 . FY-2002

ALABAMA 115 ~1.4 2.8 4.6 -20.9 -12.4
ALASKA .16 -8.1 -8.0 -5.8 -32.9 - -23.4
ARTZONA 56 6.4 10.5 12,7 -11.2 . -2.8
ARKANSAS . 80 5.2 6.3 7.9 -15.4 S-1.s
CALIFORNIA 424 3.7 10.4 12.3 -12.0 ’ -4.0
COLORADO 65 -2.2 1.6 3.3 "-21.8 -13.5
CONNECTICUT 34 -8.7 -8.0 -6.5 -36.2 : -27.4
DELAWARE © T -8.7 -2.9 -0.8 . -28.8 - -19.5
WASHINGTON DC -9 -6.5 0.1 2.1 -29.7 -20.4
FLORIDA 208 -3.7 0.9 2.9 -22.5 - -13.7
GEORGIA 156 -0.9 - 4.2 5.8 -19.5 A -11.4
HAWAIT 18 -19.4 -17.3 -15.7 -46.6 -37:1
IDAHO 35 1.3 1.5 3.1 -20.4 -12.3
ILLINOIS 203 -4.5 0.7 2.8 -24.6 - -15.7
INDIANA A 115 -12.3 -9.2 -1.4 -35.1 -25.8
TOWA ‘ 121 -2.4 -2.0 -0.2 -25.8 : -17.2
KANSAS ' 129 -3.3 1.2 3.0 -22.2 -13.7
" KENTUCKY 103 20.4 2.6 4.4 -20.9 -12.4
LOUISIANA 132 -7.9 -0.2 1.6 -25.0 T -16.3
MAINE 39 -1.3 -3.1 -1.4 ~28.0 -19.4
MARYLAND N/A N/A N/A - N/A N/A . N/A
MASSACHUSETTS 94 . 8.3 11.5 13.4 -12.1 -4.0
. MICHIGAN - 159 5.1 9.0 11.0 -14.9 . -6.5
MINNESOTA 145 10.6 11.7 13.1 -10.8 ~3.4
MISSISSIPPI 99 2.1 3.2 4.9 -20.4 - -12.1
MISSOURI 131 -4.1 0.7 2.7 -23.6 : -14.8
MONTANA 54 2.7 2.4 4.1 -19.3 - =11.1
_ NEBRASKA 87 -7.5 1.1 2.9 -23.0 . -14.5
NEVADA 22 3.4 7.0 9.0 -14.3 -6.0
NEW HAMPSHIRE 26 -13.9 -4.8 -3.1 -29.5 . -20.8
NEW JERSEY . - 88 -8.4 -4.6 -3.0 -30.5  =-21.8
_NEW MEXICO 35 7.4 11.6 13.5 - -9.4 : -1.5
NEW YORK -208 13.4 11.4 13.3 -13.2 : -5.0
NORTH CAROLINA 124 -1.3 -1.8 -0.4 -28.3 -19.9
NORTH DAKOTA 46 1.0 - 6.7 8.8 -14.2 -5.9

OHIO 183 -2.8 -1.0 1.1 -26.5 -17.5 .

OKLAHOMA o 4.8 5.0 . 6.9 -17.5 S -8.2 .

OREGON A 61 ©10.5 11.2 12.8 +10.0 -2.4"
PENNSYLVANIA 212 2.0 5.4 7.3 -19,1 -10.6
RHODE ISLAND -2 11.4 1.1 13.0 -11.5 23,6
SOUTH CAROLINA - 68 -8.2 -4.3 -2.7 -31.3 : -22.5
SOUTH DAKOTA 52 -3.1 0.3 2.2 -22.3 -13.7
TENNESSEE S 129 -10.4 -5.8 -4.0 -30.8 -21.8
TEXAS- 386 -3.6 2.4 4.1 -21.8 -13.4
UTAH 39 5.2 4.6 6.0 -18.7 ©-10.7
- VERMONT V 15 -9.2" -8.6 -7.0 -36.1 -27.1
VIRGINIA 97 -2.5 1.3 3.1 -23.0 -14.5
WASHINGTON .89 5.5 7.6 9.0 -14.8 -7.2
WEST VIRGINIA 57 -1.3 -3.0. -1.4 -28.0 -19.4
WISCONSIN 127 2.4 3.0 4.8 -20.6 -12.2
WYOMING .26 -5.4 2.2 4.0 -19.4 - -11.0

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



PROJECTED MEDICARE PPS INPATIENT NET INCOME PER CASE:
CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR $250 BILLION
MEDICARE BUDGET REDUCTION SCENARIO
BY STATE (IN DOLLARS}

STATE : NUMBER BASE LINE BASE LINE BASE LINE ~ ILLUSTRATIVE ILLUSTRATIVE
: OF - FY-1993 ~ FY-2000 FY-2002 SCENARIO SCENARIO
HOSPITALS FY-2000 - FY-2002
ALABAMA 115 =70 183 338 ~1109 ~76%
ALASKA 16 -528 -668 -536 ' -2225 ~1840
ARIZONA 56 388 : 838 1121 -723 ' -212
ARKANSAS 80 . 232 372 515 =741 -422
CALIFORNIA 424 269 1038 1346 . -955 =31
COLORADO 65 -129 . 122 - 21 ~1363 -981
CONNECTICUT K[} ~637 -765 . ~689 -2753 -2417
DELAWARE 7 -518 T =236 - =70 . -1877 | -1489
WASHINGTON DC 9 -564 8 278 -2721 . -2175
FLORIDA ’ 208 -212 68 256 K -~1430 ’ ~1014
" GEORGIA ) 156. -48 302 - 455 . r=1122 -766
HAWAILI 18 -1432 ~1721 . =-1726 . =3705 -3432
IDAHO 35 62 91 207 0 =102)3 ~716
JLLINOIS - 203 -255 - 57 . 218 -1508 . -~1117
INDIANA 115 ~643 -649 - ~571 ) ~1993 -1708
TOWA . 121 . =115 -119 -14 -1276° -988
KANSAS ) 129 ~155 78 . 210 . ~1141. =820
KENTUCKY 103 =20 166 315 -10089 -754
LOUISIANA 132 -401 . ~15 128 "=-1410 -1069
MAINE 39 - =358 -203 -103 ~-1478 -1184
MARYLAND N/A N/A ’ N/A N/A N/A . N/A
MASSACHUSETTS 94 547 1001 1282 . -830 - =316
MICHIGAN 159 : 3 773 1045 . =1011 -513
MINNESOTA 145 . 617 898 1100 -659. ~-242
MISSISSIPPY 99 i 84 e 286 : --B874 . -605
MISSOURI mm ~222 52 219 ' ~1395 . -1019
MONTANA 54 123 . 139 266 -930 . -618
NEBRASKA ; 87 -383 80 232 -1339% -983
NEVADA 22 232 - 637 900 ~1051 -518
.NEW HAMPSHIRE 26 -781 -385 . =276 -1904 - -1561
NEW JERSEY - 88 -518 . =382 . =276 ~2021 . =1678
NEW MEXICO k1] 368 768 ) - 984 ~-503 - . -92
NEW YORK 1208 .. 1047 1117 1438 - -1011 -448
. NORTH CAROLINA 124 S =14 - =134 -31 -1715 | ~1405
NORTH DAKOTA 46 . 50 462 670 -795 - =386
OHIO . 183 ~-165 : -17 89 . -1608 -1233
OKLAHOMA 111 234 312 4N ~-883 . =538
OREGON 61 614 852 1072 . -615 -171
PENNSYLVANIA 212 121 431 . 639 - =1199 -7178
RHODE ISLAND . Co 12 748 936 1201 ~772 -277
SOUTH CAROLINA . 68 -449 -322 . C =220 ©-T =185 : ~1553
© SOUTH DAKOTA 52 -39 - 18 ) 146 ~ =1106 -794
TENNESSEE 129 -520 -394 . - ~296 ~-1687 ~-1391.
TEXAS 386 ~-201 183 350 . -1347 . -965
UTAH o -39 Jj22. 370 541 T =-1219 -816
VERMONT . 15 ~499 - . -607 . ~542 ~-2034 -1772
VIRGINIA ) 97 ~130 88 24 ~1282 T =938
WASHINGTON - 89 332 611 . 793 ~-958 ~542
WEST VIRGINIA . 57 - -64 ~184 : -94 -1372 - -1104
- WISCONSIN 127 - 130 207 366 ~1157 - -795
WYOMING . 26 -237 . 131 270 -969 ~640

N/A: Medicaré operating margins ,were‘-nét ‘calculated for P.Iar'yland which operates under a Medicare.
waiver. For .Maryland's impact contact the Maryland Hospital Association. ‘
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PROJECTED MEDICARE PPS INPATIENT RBVENUB AS A PERCENT OF COST:
- CURRENT LAW BASELINE AND ILLUSTRATIVE 7-YEAR $250 BILLION
MEDICARE BUDGET REDUCTION SCENARIO
BY STATE (IN PERCENT)

STATE NUMBER BASE LINE BASE LINE BASE LINE ILLUSTRATIVE _ILLUSTRATIVE

OF FY-1993 FY-2000 FY-2002 'SCENARIO SCENARIO
HOSPITALS ’ FY-2000 - FY-2002
- ALABAMA 115 - 98.6 102.8 104.9 82.7 89.0
ALASKA i 16 92.5 : 92.6- 94.5 75.3 . 81.0
ARIZONA - . 56 106.9 111.7 114.5 89.9 97.3
ARKANSAS - 80 105.4 106.7 ~108.5 86.7 - 93.0
CALIFORNIA ) 424 103.9 111.6. : 114.0 89.3 96.2
COLORADO : 65 97.8 ’ 101.6 103.4 82.1 88.1
CONNECTICUT kY] 92.0 92.6 93.9 73.4 ’ 78.5
DELAWARE 7 . 92.0 97.2 99.2 77.7 83.7
WASHINGTON DC 9 - 93.9 100.1 102.2 77.1 83.1
FLORIDA - 208 96.5 100.9 - - 103.0 81.6 88.0
GEORGIA 156 99.1 104.4 106.1 83.7 89.7
HAWAII . 18 83.8 . - 85.2 86.4 68.2 73.0
IDAHO .35 101.3 101.5 . 103.2 83.0 89.1
ILLINOIS 203 95.7 - 100.7 102.9 80.2 86.4
INDIANA 115 89.1 : 91.6 . 931 74.0 79.5
IOWA o121 97.6 98.1 99.8 79.5 - . 85.3
KANSAS. 129 96.8 - 101.2 103.1 81.8 : 87.9
KENTUCKY © 103 99.6 - 102.6 104.6 82.7 89.0
LOUISIANA 132 92.6 : 99.8 .101.7 "80.0 86.0
MAINE - 39 93.2 - . 97.0 98.6 78.1 : 8.8
MARYLAND - N/A . N/A "~ N/A N/A N/A N/A
MASSACHUSETTS - 94 109.1 113.0 115.5 89.2 96.2
MICHIGAN 159 105.4 109.9 112.4 87.0 93.9
_ MINNESOTA 145 i 111.8 g 113.3 o 115.1 90.2 96.7
) MISSISSIPPI 99 102.1 103.3 105.1 83.1° - 89.2
. MISSOURI 131 96.1 . 100.7 -102.8 80.9 ’ 87.1
" MONTANA ) 54 102.7 102.4 104.3 83.8 90.0 -
NEBRASKA ’ - 87 93.0 101.1 '103.0 81.3 ) - 87.4
NEVADA 22 103.6 107.6 109.9 87.5 . 94.)
NEW HAMPSHIRE ’ 26 87.8 - 95.4 96.9 77.2 ’ 82.8
NEW JERSEY . 88 : 92.2 - 95.6 97.1 76.6. - 82.1
- NEW MEXICO 35 108.0 S113.1 115.6 91.4 98.5
" NEW YORK . 208 115.5 . 112.9 115.3 . 88.3 95.2
NORTH CAROLINA 124 - 98.8 . 98.3 .99.6 -78.0° 83.4
NORTH DAKOTA 46 101.0 107.2 -109.7 87.6 | 94.4
OHIO . 183 97.2 99.0 101.1 79.0 . 85.1
OKLAHOMA o 111 105.1 105.3 . 107.4 85.1 91.6
OREGON . 61 S 111.7 112.6 114.6 90.9 '97.7
PENNSYLVANIA 212 102.1 © 105.8 107.9 84.0 90.4
RHODE ISLAND 12 112.9 112.5 - . 114.9 89.7 - . .96.6
SOUTH CAROLINA 68 92.4 . 95.9 97.4 76.2 81.6
SOUTH DAKOTA 52 97.0 100.3 102.2 81.8 87.9
TENNESSEE - 129 . 90.5 94.5 ©96.2 76.5 - ) 82.1
TEXAS ’ k113 . 96.5 - 102.4 104.3 82.1 : - 88.2
UTAH 39 : 105.4 104.8 106.4 84.3 90.3 -
VERMONT " 15 91.5 - 92.1 93.5 73.5 78.7
VIRGINIA 97 . 97.6 ©101.3 103.2 ., 81.3 - . 87.4
WASHINGTON . 89 105.8 108.2 109.9 87.1 93.3
WEST VIRGINIA Y © 98.7 ’ 97.1 . 98.6 78.1 : 83.7
WISCONSIN 127 102.5 103.1 ) 105.0 82.9 89.1
WYOMING 26 94 9 102.2 104.2 83.7 ) 90 1

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, :



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

. (Assumes $94 Billion in PPS Paymélit Reductions)
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~ Spending Cuts Alone Won’t Make Hospital Insurance Trust Fund Solvent
Hospital Insurance Trust Fund Income and Spending 1994-2019

M0 ™ — TrustFund Spending A
| | - == Trust Fund Income ) .

' e

5 st A S :: e s hi .
; i ; 3 & : : .

EVah o

1994 2000 2005 2010 2015 20'19 .

Calendar Years | | .

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




American Hospltal Assoclation

Liberty Place A - . Office of the President IR . One North Franklin
325 Seventh Street, NW. . S ‘ ' : o . Chicago, Ilinois 60606
" Washirigton, D C. 20004-2802 : ‘ :

- May 10, 1995
The Hqﬁorable Bob Dole A (Identical letter sent  t'o :
Majority Leader . o 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 ard quality of medical care for seniors deteriorate?

- Without question. On the Medicaid side, the senior citizens and children who make up most
of the populatlon that program serves could lose access to some kinds of care altogether
joining the growmg ranks of the uninsured.

Cltis dlsappomtmg to dlscover that what last Week sounded like a refreshmg departure from
the "business as usual” 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” B
reductions. They will lead inevitably to real cuts in services and resources avaﬂable 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 to-grow; people will live longer and need - -
more help. New medical technology will cost more. Inflation in the general economy --
always unpredictable -- will play a significant role. ‘



The Honorable Bob Dole
Page two

There is no "silver bullet” fix for the serious problems confronting Medicare.

A wide range of options must be on the table 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 testmg and eligibility criteria. '

- But 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.

Ma]onty Leader Dole, we urge you to put Medicare back on the course outlmed last week --
treatmg 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
hospltals doctors and others; and oversee a process 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
narrow to ensure the long-term viability of a program that clearly, in some form isa
‘permanent commitment to our citizens.

We stand ready to work w1th the leadershlp 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 commission 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. - o .

Smcerely ,

gy e@m_/

Rlchard J. Davidson-
President :

Courtesy Copy:
The Honorable Newt Gmgnch



N NORTH IOWA |
/VERCY HEALTH CENTER
Meson City, IowQ
A member of Mercy Meclh Services

OVERVIEW

AFFTLI!ATION

North Towa Mercy Health Center is a Divisional Member of Mercy Health Services. Hcadquartcred in
Farmington Hills, Michigan, Mercy Health Services is the sixth largest employer in lowa, owning five Iowa
Hospitals. . Because of our alliliation with Mercy Health Services, North Iowa Mercy and its staff are commutted
to carrying on the values and mission bestowed uponusbyﬂ\efomdmgSmmdey Their example and
inspiration translatc to present and future needs. In a rapidly shifting health care environment, a compassionste,
direct responsc to human need remains esseatial. North lowa Mercy accepts that mponsibmtyandhas
dedicated its human, technological and spiritual resources to meet that need.

Our affiliation with Mercy Health Services enables us to take advantage of other support services to enhance the
delivery of quality health carc in northern lowa. Amicare Home Healthcare offers health-related services and
cquipment in the home to belp individuals live as independently as possible. Amicare provides affordable
options to lengthy hospital stays or nursing home placement, Nursing care, personal care, homemaking and live-
in services are offered. A certified Medicare provider, Amicare also offers intermittent services in the home to

~ * speed recovery and rehabilitation. Such services include physical, occupational and speech therapies, and home
-, health aide and social work services.

GNA is a rehabilitation service company which provides physical, occupational and speech thaapy gervices to
health care providers and cmployers. GNA works with North Iowa Mercy to prtmdc comprehensive
rehabilitation and occupational medicine services.

Mercy Health Plans provides leadership and consultative services for the development of insurance producis,
. related services and negotiations with third party payers. Through its health plans, Mercy Health Plans provides
responsible management of health care resources and contains costs while providing the highest quality of care.

' OVERVIEW

North Iowa Mercy operates two campuses in Mason City, is licensed for 350 beds, serves a 15-county region,
and cmploys over 2000 people from northern Iowa and southcon Minnesota. North Jowa Mercy has
approximately 200,000 patient visits each year. It is designated by the State of Iowa as a Rusal Referral Center
and offers comprehensive medical and related services to the 340,000 residents in north central Jowa and
southern Minnesota.

North lowa Mercy Health Center's goal is to create the healthicst community and region in the United States
through the development of a comprehensive community health care system.

REGIONAL NETWORK '
As the system of health care changes, North lowa Mercy’s mission has extended far beyond the patients who
enter its doors. Qur commitment to the future availability of quality health care throughout northern Iowa and

southern Minnesota has resulted in the development of the North Towa Mercy Regional Network. The Network
includes the following programs and services:

. Contract affiliation with eight public rural hospitals, one community health center, and one
' Mercy Health Scrvices hospital.

Comprised of 32 physxcxan clinics in Mason City and 21 rural commumncs
Clinical/support services contracts

Support of rural cmergency medicine services

Mercy Regional Laboratory

L 2N BRI



The Dole/Packwood Proposals to Cut Medicare
Would Hurt Older Americans

In rccent weeks Senate leaders -- Majority Leader Robert Dole and Finance Committee
Chairman Robert Packwood -- have outlined deficit reduction plans that would make
unprecedented reductions in Medicare over the next 5-7 years. Senators Dole and
Packwood have indicated that Medicare spending would have to be cut by $150 to $175

 billion between 1996 and 2000 and by $250 and $300 billion aver 7 years (1996-2002)

in order to achieve the goal of a balanced budget by 2002. These suggestcd cuts arc
three times larger than any made in previous budget bills. The largest Medicare

‘ reduction to date was $56 billion over S years in OBRA’93. (Chart 1)

Whilc the Scnatofs have not indicated cxactly how they would make these cuts, it
seems likely that they would distribute the impact equally between providers and

- beneficiaries. This would mean that over the next 5 years older Americans would

pay at least $2,000 more out-of-pocket than they would pay under current 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 almost three times as much out-of-pocket, as 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)

. Uuder the Dole/Packwood proposals, likely increased costs to Medicare
beneficiaries include (Chart 9): o

'« A 30% Medicare Part B Premium. Currently the Part B premium is intended to

approximate 25% of Part B costs. Thc remaining 75% of Part B costs are paid
from general revenues. In 1995 the Part R premium is $46.10 per month ($553.20
annually). With cuts of $150 billion in Medicare over the next 5 years (total in
Parts- A & B), the Medicare premium would probably be increased to at least 30%
-- approximately $67.00 per month ($804 annually) in the year 2000.

- An Income-related Part B Premium. The Dole/Packwood proposals could mean -
- that a new income-related premium would be imposcd on individuals with incomes
above $50,000 and on couples with incomes above $100,000. This would nearly
- triple what these beneficiarics would otherwise pay in premiums and, in fact, asks

this groups (o pay more than the acmarial value of their Part B benefit. At the
same time, however, subsidies for private sector premiums for those under age 65
would conrinue. This means that taxpayers would continue to subsidize corporate



executives or members of Congress, whﬂc subsidies to Medxcare beneﬁcxanes with
much. lower incomes would be eln'nmatcd (Charts 10, 11)

= A $200 Part B Deductible, Iudexed 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 $200 and indexing it to the growth in the Part B
program. The indexing would mean that in just 5 years, from 1996-2000, this
deductible 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 beneﬁcxary ' :

' * A New 20% Home Health Coinsurance. Currently Medicare beneficiaries do not
' pay coinsurance for home health care. This was done Lo encourage the use of home
heaith rather than nursing home care. A new 20% coinsurance would force the
average home health user to pay an additional $1,200 out-of-pocket in the year
2000. Those who use home health care the most — primarily Jower income
women over the age of 75 — would pay over $3.800 in 2000, This is a “sick tax”
on the most frail and vuinerable elderly and disabled Americans — those who can
least afford it. In addition, this cutback in Medicare’s very modest long-term carc
coverage would almost certainly be coupled with cuts in the nursing home, home
health, and spousal mpovcnshmcnt protection now pro\nded in the Medlcaxd
program.

* For poor and low-income Medicare beneficiaries the Medicaid program currently
pays deductibles and coinsurance (for those up to 100% of pove'rt?) and premiums
(for those up to 120% of poverty). The Dole/Packwood 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 that Medicare’s promise for current and
furure gencrations 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 pubhc s
confidence; and so Medicare beneficiaries do not have to pay more and more because
Medicare pays less and less. -

i

- AARP Federal Affairs
March 6,1995
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AND POLICY PRIORITIES
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THE CLINTON BUDGET
By Robert Greenstern, chhard Kogan and Paulme Abernathy

, The Chnton Admrmstratron budget issued today marrres rmddle-class tax cuts
witha strong dose of austerity in the domiestic non-entitlement side of the budget. It
~ would reduce domestic non-entitlement. speniding by fiscal year 2000 to its lowest level,
measured either.asa. percentage of the economy or as percentage of the total federal
‘ budget since 1958. ‘ :

Compared to'the budget paths set forth in the two prevrous Clinton budgets thrs
‘budget contains substantially less for domestic non-entitlement programs — including’
lower levels for investment initiatives. It also contams more for defense and srzable tax
cuts that total $157 brlhon over 10 years

Overall expendrtures for the three major domestic 1nvestment categorles —
research and development, education and training, and physrcal rnvestments suchas .
infrastructure — would decline between fiscal year 1995 and fiscal year 1996, when

. inflation is taken into account. . Expenditures in these three areas would total $137.9 -
billion in fiscal year 1996, up less than one percent from their fiscal year 1995 level
. desplte the budget’s forecast of a 3 2 percent mfiatron rate.

A number of 1nd1v1dual mvestment areas would receive increases above the “ y
inflation rate, including biomedical research, commercial technology research, 11felong
learning programs, Head Start the ]ob Corps and the WIC program

, " Most of the budget’ s frscal year 1996 spendmg cuts represent sound ways to
reduce the deficit. Proposals to accelerate the shift to direct student loans, institute
royalty fees or additional auction authority for iise of the radio spectrum, deny the
* - earned income credit to those with more than $2 500-in mterest and dividend income,
sharply scale back impact education aid, and extend provisions of current law that save -
money in Medicare and veterans program but are scheduled to expire in the next few
. years, among others, constrtute reasonable ways to achreve needed def1c1t reduction.

Large Reductmns in Non-Entttlement Programs L1e Ahead

Future budgets, however, w111 need to 1dent1fy tens of brlhons of dollars in -
additional cuts in non-defense discretionary (i.e., non-entitlement) programs to meet ..

777 Horth Capltol Street, HE Suite 705 Washlngton DC20002 Tel: 202-408-1080 Fan 202 408-1056
'Robert Omenstein Execuhve Director .



“the austere discretionary spending caps the Administration is proposing for fiscal years
1997 through 2000. For these years, the budget assumes across-the-board reductions in" -
nearly all non-defense programs that 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 ad;ustment 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 Reqhest =
Compared to Spending Caps and Current Services

Outlays in Billions

$650

. $600

$550%F

$500 . .......... .... ........

$450 - T S ' r ;
1995 1996 1997 ; 1998 1999 2000
Fiscal Year

< Current Services % Current Caps - Budget Request

.| Source: OMB, FY96 Budget, p. 180; Analytical Perspectives, p. 219,

. | Current Services are the estimated levels of spending needed to maintain FY 1995 sarvice levels. They are
based on the FY 1995 funding level, adjusted for projocted inflation. The caps are specified by stalute
through 1898, and assumed to grow with inflation thereafter.




C,livnton Proposes Lowor' Diseretionary Spending Caps’

" FY 1996 FY1997 FY1998 "FY 1999 . FY2000 ' TOTAL

(m bxlhons of dollars)' :

| Current Spending Caps . 5549 . 5562 s2 ,'573.0 | 5902. 28315
Extended Through 2000 ‘ o : R : S o
 Clinton Discretionary Request. . . 5490 . 5477 5404 5433 5496 = 27300
.(Propo»ed New Caps) : o o : o L o L :
ClmtonCutsBelowCapped ... 59 . 85 gis,sr;i 297 406 -i01.4
‘Baselme . e : L ‘

Source: OMB, Budget of the U S. Govemment Fiscal Year 1996, p. 180. The caps are speuﬁed by statute

through 1998 and assumed to grow with mﬂahon thereafter

Health Care and Other Entltlements

_ Wtule the budget proposes to pare non-enhtlement programs substanha]ly, it

‘touches entitlements lightly. Entitlements and other mandatory spending would be

- reduced $29 billion over the next five years, compared with a $101 billion reductron in -
the non-enbtlement side of the budget

) [

‘ Rising costs for health care entrtlernents represent the single ma]or reason the
. long-term: defunt forecast is so adverse, and data from the Administration’s budget .

~_underscore the necessity of reforming the U.S. health care system if our Iong-term

deficit problems are-to-be surmounted. OMB calculations show the budget would be
balanced by fiscal year 2003 if per capita Medicare and Medicaid expenditures grew in
tandem with the general rate of inflation and per capita output, rather than at the.
hrgher rates at which health care costs in both the public and private sectors have been
.mountmg and are expected to continue to grow. (See box on next page.)

Slmply exactmg large cuts from Medteare and Medrcald 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 Entitiement -
Commission last summer, imposing deep cuts on Medicare and Medicaid without
system-wide health care reform would cause substantial shifting of health care costs to'
the private sector, adversely affecting employers and employees, and also would likely
reduce the quality of health care for the elderly and the poor. At the earliest possible |

. point, Congress and the Adrmmstratton should return to the tough job of reforming the C

‘health care system in ways that reduce the rate of growth in both pubhc and pnvate
.‘health care costs. . . S


http:budgetproposes.to

Deficit Reduction And Tax Cuts

The “middle class bill of rights” — a series of tax cuts targeted largely on those
with incomes between $20,000 and $100,000 — is central to the Clinton budget. These
Clinton tax cuts are preferable to those in the Contract with America, in large part
because the Contract tax cuts would lose more than four times as much revenue over
the next 10 years and provide four times as large a proportion of their benefits to those
with incomes 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. Medicare 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.*

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) providing 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 a and employees through added growth in health
insurance premiums, a hid den but growmg tax.

‘ Percent of GDP

Deficit under current policy

24
14
0
-1 4 Current policy deficit if growth of ~
) ) Medicare and Medicaid were slower
-2 ! } t t t t } t + +

1993 1995 1997 1998 2001 2003 2005

* NOTE: OMB projected a slower level of health care grbwth by assuming that, starting in 1994, per-beneficiary
costs grew only as rapidly as general inflation plus overall U.S. productivity.




A'more ﬁscally prudent course would have been to forgo tax cuts. at this time:.
‘The savmgs achieved from the Administration’s spending cuts would better be devoted :
primarily to deficit reduchon, and to a lesser degree to mcreased fmancmg for selected
pubhc mvestments hkely to have long-term economlc payoffs ‘

o Wrth the economy growmg ata healthy pace, | mcreased conSumptxon spurred b y
tax cuts isn’t needed.’ More private investment spurred by long-term deficit reduction

- — and more public investment in critical areas — is likely to-be of greater benefitin .

‘generating long-term economic growth and long-term income growth for the middle

: class
Paymg for Tax Cuts

* While more deficit reduchon would be preferable to tax cuts, the Clinton budget -
does pay for its tax cuts over the next 10 years. “There is a risk,-however, that tax cuts
approved on Capltol Hill later this year rmght not meet tlus test.

Some House leaders recently mdrcated they need produce only $200 billion in -
‘spending cuts over the next five years to. pay for the tax cuts in' the Contract with .
‘America, 1gnormg the much larger revenue losses the Contract tax proposals’ would

_ generate in years after that. Both Treasury and Senate Budget Commiittee Republican
. staff estimates indicate that the revenue loss from the Contract tax proposals would
' equal or exceed $500 brlhon in the succeedmg f1ve-year perlod from 2001 to 2005.

A tax cut package not’ pa1d for over the long t term would enlarge the long-term
deficit. While the Clinton budget can be cr1t1c1zed for not.reducing the deficit more,
some of its Congressmnal critics themselves risk'making the long-term deficit problem
worse if they do not restrain the exploding long-term costs of the Contract’s tax cats.

_, . Moreover had the Adrmrustratron proposed addrtronal spendlng cuts in its
budget, these proposals would likely be used by Congress primarily to finance larger

" tax cuts rather.than for deficit reduction. For this reason, additional spending cut
proposals probably should be reserved until the bidding war on tax cuts that threatens |

“to overtake Capitol Hill has run its course. Presentmg proposals for additional ‘
spending reductions after action on tax cuits 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 are llkely to prov1de the hon s
share of thelr benefits to those at hrgher income levels

Companng the Clmton and Contract Tax Cuts

The Clinton tax proposals and the port1on of the Contract that contains its
middle-class tax cuts bear some similarities. Both feature a $500-per-chrld tax credrt
" the Contract’s tax credit covers children to age 18, while the Clintor credit extends
through age 12 Both also expand Ind1v1dual Retlrement Account tax beneﬁts In



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

Wh11e the total size of the middle-class tax cut is somewhat larger under the
Contract than under the Clinton budget, the pr1nc1pal 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 populatlon 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
Clinton’ $56 $101 $157
Contrac $205 $520 $725

DISTRIBUTION OF TAX BENEFITS UNDER CLINTON AND CONTRACT TAX PLANS

. Percentage of Percentage of
Percentage of Benefits Going to ‘Benefits Going to
, s Families in each Each Group Under each Group Under
Income Group Income Group Clinton Tax Cuts Contract Tax Cuts
© < 50,000 65% 29% 19%
50,000 - 100,000 25% 58% 30%
100,000 - 200,000 | 8% S 12% | 22%
Over 200,000 2% 1% 28%
Source: Office of Tax Analysis, Department of the Treasury

! 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 Administration is proposing. The “middle class bill
of rights” itself costs $63 billion over the first five years and $171 billion over 10 years.

? 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 first. f1ve years, $196 billion. The Joint Tax Committee has not issued an estimate of the cost in the

second five years.



" The Chnton budget demonstrates that sizable rmddle-class tax cuts can be pa1d ,
for without makmg major cuts in benefits for the mlddle-class or the poor.  The Clinton
budget does not contain sharp increases in Medicare premiums and deductibles, higher.
interest payments on student loans, or deep cuts in basic cash, food, and health care
benefits for poor children and elderly people. If Members of Congress decide to add to’
. the Clinton budget cuts a series of steep reductions in  benefits for poor. and middle-

‘class families and €lderly people to pay for the much larger tax cuts in the Contract,
these benefit reductions will primarily be used to fmance tax cuts for those at hlgh
income levels not the middle class. * | :

‘» Proposed Change in Budget Procedures UnW1se

Ina l1ttle notlced budget development both the Adrmmstratlon and Repubhcan

‘ Congressxonal leaders are proposing to alter the budget procedures established in 1990 -
and allow reductions in non-entitlement 'programs to be used to.pay for tax cuts (and
for entxtlement increases, if proposed in the future) This development ralses concerrs.

£

, Under the 1990 budget agreement, tax cuts and entitlement increases must be .

E pald for through offsetting tax increases or erititlement cuts. ‘Since tax increases and
_entitlement cuts are difficult to pass, this requirement has restrained Congress and the

executive branch from adopting fiscally nnprudent tax cuts and enhtlement expansmns o

in recent years : : : :

, - Cutting non-entltlement programs is much eas1er than ra1smg taxes or cuttmg

- entitlements because doing so.initially entails- slmply lowering the cap governing non-
entitlement spending. The details of which non-entitlement programs to cut generally )
come much later, often ina subsequent Congress.  Thus, the procedural change
advocated by the Adrmmstratlon and Repubhcan leaders would make it easier both to
enact overly large tax cuts this year and to enact fiscally 1mprudent tax cuts or .
entltlement expans1ons in subsequent years ~

This approach is made more problematlc 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-entitlement expendltures would fall to 13 7 percent. This, too, is the

“smallest proportlon since 1958. . ‘

leflcult to Assess Impact on Programs Servmg Low-Income Amencans

The budget mcludes both i increases and decreases in non-enntlement programs :
o servmg low-income families and individuals. Few changes are proposed in low-
"' income entitlements. -Among the low-income non-entitlement programs slated for

7
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- Domestic Discretionary Spending in the Clinton Budget

President Clinton’s proposed budget squeezes domestic dxscretlonary spending to a greater
degree than is commonly realized. For example:

- . Domestic discretionary spending in fiscal year.2000 will 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 part of the budget will decline 14

percent.

. In fiscal year 2000, domestic distretionary spending will comprise less than
one-seventh of the budget. At 13.7 percent of total spending;, this is the lowest
share since 1958, well 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 GDP). This will be the lowest
- percentage since 1958 well below the post-war peak of 4.9 percent reached in

1980. ‘ “

NOTE: Discretionary programs exclude entitlements or other mandatory programs, net interest, deposit
insurance, and offsetting receipts. They are controlled through the arinual 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 of such agencies as the Treasury Department

reductions are a number of the low-income housing 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 to consolidate many programs
serving low- and moderate-income Americans into larger program groupings. Some of
these consolidations would merge programs now targeted at low-mcome households
with pro grams also serving people at other income levels.
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