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HOUSE 

Items Contrary to the Bipartisan Budget Agreement 


• 	 Immigrants -- Ways and Means bill fails to cover legal immigrants who were in the U.S. 
. when the welfare law was signed but who become disabled after that date and falls $.7 

billion short of the amount agreed to in the Budget Agreement. 

• 	 Medicaid Investments -- Commerce bill fails to include the Medicaid investments in the 
agreement (a higher Federal match for the D.C. Medicaid program and inflation 
adjustments for the Medicaid programs in Puerto Rico and the territories). 

• 	 Assistance for Low-Income Medicare Beneficiaries -- Commerce proposal for the 
Federal government to pay'lOO percent of the "extra" amount of premium due to the 
home health reallocation is too administratively complex for the value of the benefit 
provided and spends only one-third of the $1.5 billion investment included in the. 
Agreement. . 

• 	 Medicaid benefits for disabled children -- Commerce fails to include the proposal in the 
Budget Agreement to restore Medicaid for approximately 30,000 disabled children who 
will lose SSI benefits under the new definition ofchildhood disability. 

• 	 Home Health Reallocation -- Ways and Means bill phases in the home health transfer 
from Part A to Part B, which takes two years away from the additional years of Part A 
Trust Fund solvency that would result from policies in the Agreement. (The Commerce 
Committee provision is consistent with the Agreement.) 

• 	 Food Stamps -- Agriculture Committee creates approximately .190, 000 work slots, 
significantly less than the 350,000 in additional work slots for individuals facing the time 
limit in the Administration's proposal because it does not include any performance 
standards, as are included in the Administration and Senate proposals, and does not 
satisfactorily target the money to work slots for the targeted individuals. 

• 	 Spectrum -- The Commerce Commi"ttee-reported bill would save $9.7 billion, or $16.6 
billion short of the level in the agreement. Major objectionable provisions include lack of 
reimbursement .authority for Federal users forced to relocate and lack of hard cut-off date 
for analog broadcasting. In addition, the bill does not include two proposals agreed to in 
the agreement: (1) auction of vanity toll free telephone numbers; and (2) spectrum penalty 
fee. (Since the agreement, CBO has changed its scoring methodology to require 
speCificity in the directed reallocation, which is causing reductions of several billion dollars 

. in scoring.) . . 

• 	 Welfare to work -- Ways and Means proposal fulfills the terms of the Budget Agreement 
by targeting funds to urban areas through its split between formula (50 percent) and 
competitive (50 percent) grants; its formula grant sub-State allocation factors and method 
ofadministration; and its reservation of 65 percent of competitive grants for cities. 



Education and Workforce proposal does not adequately fulfill the agreement because it 
reduces the competitive funding share from 50 percent to 5 percent. The Administration 
strongly prefers the Ways and Means proposal. 

• 0511053 -- The House National Security Committee moves $2.6 billion in 1998 budget 
authority intended to fund environmental privatization projects and to forward fund 
specific Department ofEnergy programs (subfuriction 053) to Department ofDefense 
military programs (subfunction 051) in HR 1119, the National Defense Authorization Act. 
The House Appropriations Committee shifts $1.8 billion in BA to the Defense 
Subcommittee and $.8 billion to the Military Construction Subcommittee. The Budget 
Agreement assumed that subfunction 053 would be funded at the President's request level, 
and that the additional spending in the agreement would go to Defense military activities. 

• 
, 

Land Acquisition -- The House Appropriations Interior Subcommittee has approved 
their FY 1998 bill without any of the $700 million for priority land acquisition. 

• International Affairs funding -- The House 602 (b) allocation appears to reduce 
international affairs funding by $.5 billion below the FY 1998 level for function 150. 
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HOUSE 

Other Major Objectionable Items 

• 	 Minimum Wage and Workfare -- Ways and Means and Education and the Workforce 
proposals deny the minimum wage to workfare participants by allowing States to either . 
reduce hours ofwork requirements or count Medicaid/childcare/housingl etc. as income 
for calculating the minimum wage. .. 

• 	 MEWAs -- Education and the Workforce has adopted a proposal that would allow 
business members of multiple employer welfare associations (MEW As) to form 
"association health plans," as provided for in HR. 1515, the Expansion ofPortability and 
f{ealth Insurance Coverage Act of 1997. The Administration opposed a version of these 
provisions last year. The bill as drafted has inadequate consumer protections and has the 
potential to result in premiQm increases for small businesses and employees who may bear 
the burden ofadverse selection. 

• 	 Privatization -- The Commerce bill allows all States to privatize Medicaid eligibility and 
enrollment determination functions. The Agriculture bill allows privatization of parallel 
Food Stamp functions. The Administration strongly opposes privatization of welfare 
eligibility determination and related functions. 

• 	 Children's Health (direct services) -- The Commerce bill spends a portion of the 
. children's health investment funds on direct services. 	 The Administration is concerned 
that a State could spendall of its money on one benefit or to offset the effects of the DSH 
cuts on certain hospitals, and children would not necessarily get meaningful coverage. 
The Administration is also concerned that direct services may not be the most cost­
effective way to expand coverage to children, as stated in the Budget Agreement. 

• 	 Children's Health (abortion) -- Commerce bill extends the Hyde amendment to the $16 
billion children's health investment. The Administration opposes the Hyde Amendment. 

• 	 Medicare Medical Savings Accounts -- Commerce and Ways and·Means Committee 
bills include an MSA demonstration that is too large, too expensive, and exposes 
beneficiaries to any additional charges providers choose to leVy without limitation. The 
Administration strongly believes that the current law limits on balance billing should be 
applied to this demonstration and that it should be limited geographically for a trial period. 

• 	 Medical Malpractice -- Commerce and Ways and Means Committees have adopted the 
same medical malpractice provisions that the Administration opposed in the vetoed 
Balanced Budget bill and the House version of the Health Insurance Portability and 
Accountability Act (HIP AA). ' 
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• 	 Student Loans -- Education and the Workforce has adopted an objectionable provision 
regarding administrative cost allowances (ACAs) to guaranty agencies in the Federal 
Family Education Loan Program (FFELP). The provision would mandate ACAs to be 
paid at a rate of 0.85% of new loan volume from mandatory funding authorized under 
Section 458 of the Higher Education Act of 1965 (REA), up to a cap of $170 million in . 
FY 1998 and 1999 and $150 million in FY 2000-2002. This provision represents a new 
entitlement to these agencies not included in the Budget Agreement. 

• 	 Welfare-to-Work Performance Fund -- Ways and Means and Education and the 
Workforce proposals do not include a performance fund, which the Administration 
supports so that welfare to work funds generate greater levels of placement in 
unsubsidized jobs than States will achieve with T ANF and other funds. 

• 	 Repeal of Maintenance of EfTort Requirement on State Supplementation of SSI 
Benefits -- The Ways and Means Committee repeals the MOE which would let'States 
significantly cut, or even eliminate, benefits to nearly 2.8 million poor elderly, disabled, 
and blind persons. The proposal also could put atrisk low-income elderly and disabled 
individuals who could lose SSI entirely and thereby lose Medicaid coverage as welL the 
Administration opposed this proposal during last year's welfare reform debate. 

• 	 Welfare to Work Worker Displacement-- Ways and Means and Senate Finance adopt 
worker displacement language tha"t is taken from HR 13 85, the House-passed bill on job 
training reform. These committees apply worker protection/anti-displacement provisions 
only to the $3 billion welfare to work program. The Education and the Workforce 
committee adopts virtually the same language, but applies it to all ofTANF. The 
Education and the Workforce provisions are preferable. 

• 	 Debt Limit extension should be included in the spending bill. Currently it is only in 
the revenue bill reported by Ways and Means. . 

• 	 Expect consideration of two bills in the House. 



SENATE 

Items Contrary to the Bipartisan Budget Agreement 

• 	 Iinmigrant Benefit Restorations -- The Finance bill fails to fully restore coverage for 
legal immigrants who were in the United States when the welfare law was signed but who 
become severely disabled after that date as called for in the Budget Agreement. The 
Committee adds SSI disability benefits for immigrants who were in the country before 
'August 23 1996 who become severely disabled and who apply for benefits before 
September 30, 1997. This has a total cost of $10.4 billion. It still falls short ofthe . 

, coverage under the Budget Agreement. 

• 	 Medicaid Investments -- The Finance bill includes the Medicaid investments (a higher 
Federal matching payment for the Medicaid program in the District ofColumbia and 
inflation adjustments for the Medicaid programs in Puerto Rico and the territories), but at 
spending levels below those in the Budget Agreement. In the case of the District of 
Columbia the investment is for only three years. ' 

• 	 Assistance for Low-Income Medicare Beneficiaries -- The Finance Committee bill fails 
to include the proposal in the agreement to spend $1.5 billion over five years to ease the 
impact of increasing Medicare premiums on lo~-income Medicare beneficiaries. 

• 	 Medicaid Benefits for Disabled Children .:.- The Finance bill fails to include the proposal 
in the Budget Agreement to restore Medicaid for approximately 30,000 disabled children 
who will lose SSI benefits under the new definition of childhood disability. 

• 	 Home Health Reallocation -- the Finance bill phases in the home health transfer from 
Part A to Part B, which takes two years away from the additional years ofPart A Trust 
Fund solvency that would result from policies in the Agreement. (The Commerce 
Committee provision is consistent with the agreement.) 

• 	 Spectrum -- The Commerce Committee bill is estimated to save approximately $16.8 
billion, or $9.5 billion short of the level in the agreement. While Senate bill is much 
improved over the House bill, the Senate bill does not include a hard date for analog 
termination. In addition, the bill does not include two proposals agreed to in the 

. agreement: (1) auction of vanity toll free telephone numbers; and (2) spectrum penalty fee. 
(Since the agreement, CBO has changed its scoring methodology to require specificity in 
the directed reallocation which is causing reductions of several billion dolla'rs in scoring.) 

• 	 Welfare to Work Grants to Cities -- House Ways and Means fulfills the terms of the . 
Budget Agreement by targeting funds to urban areas through its split between formula (50 
percent) and competitive (50 percent) grants; its formula grant sub-State allocation factors 
and method of administration; and its reservation of 65 percent of competitive grants for 
cities. The Finance bill reduces the competitive funding share from 50 percent to 25 
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percent. The Fimince Committee bill would provide for local administration of funds only 
through the TANF agency, rather than mayors and other chief local elected officials 
working with private industry councils (PIes) and in the bill, HHS rather than DOL acts 
as the federal Administrating agency. The Administration strongly prefers the Ways and 
Means proposal. 

• 	 Unemployment Insurance Integrity -- Senate Finance does not include the provision of 
the budget agreement that achieves $763 M in mandatory savings over 5 years through an 
increase in discretionary spending for unemployment insurance "program integrity" . 
activities of$89 M in 1998 and $467 Mover five years. The House Ways and Means 
proposal includes this language. 

• 	 State SSI Administrative Fees -- Finance Committee bill does not include a provision in 
the Budget Agreement to increase the administrative fees that the Federal Government 
charges States for administering their State supplemental SSI payments and to make the 
increase available, subject to appropriations, for SSA administrative expenses. This 
proposal saves approximately $375 million over 5 years. 
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SENATE 

Other Major Objectionable Items 

• 	 Privatization -- The Finance Committee bill allows the State ofTexas to privatize 
functions for all federal and state health and human services benefit programs -- including . 
Medicaid, Food Stamps, and wre. The Administration opposes privatization of the 
certification of eligibility for benefits and related operations (such as obtaining and 
verifying information about income and other eligibility factors). 

• 	 Medicare Medica,l Savings Accounts -- Although an improvement over the House 
version, the Finance Committee bill includes an MSA demonstration that exposes 
beneficiaries to any additional charges providers choose to levy .. The Administration 
strongly believes that the current law limits on balance billing should be applied to this 
demonstration and that it should be limited geographically for a trial period .. 

• 	 Balance Billing Protections -- Finance includes an objectionable provision that would 
allow private fee-for-service plans to participate in Medicare Choice without any balance 
billing protections. The Administration opposed this provision in the vetoed Balanced 
Budget bill. 

• 	 Student Loans -- Labor and Human Resources includes an objectionable provision 
regarding administrative cost allowances (ACAs) to guaranty agencies in the Federal 
Family Education Loan Program (FFELP). The provision would mandate ACAs to be 
paid at a rate of 0.85% of new loan volume from mandatory funding authorized under 
Section 458 of the Higher Education Act of 1965 (HEA), up to a cap of $170 million in 
FY 1998 and 1999 and $150 million in FY 2000-2002. This provision represents a new 
entitlement to these agencies not included in the Budget Agreement. 

• 	 Children's Health -- The provisions in the Finance bill are a starting point for expanding 
health insurance coverage for low-income children. The Administration would like to 
work with the Congress to improve the Finance proposal to better reflect the bipartisan 
ChafeelRockefeller/J effordslHatch proposal. 

• 	 Children's Health (abortion) -- The Finance bill extends the Hyde amendment to the 
$16 billion children's health investment. The Administration opposes the Hyde 
Amendment. 

• 	 Medicaid Cost Sharing -- The Finance bill allows States to require limited cost sharing 
for certain Medicaid beneficiaries. The Administration is concerned that this proposal may 
compromise beneficiary access to quality care. The Administration believes that the 
President' Budget language to allow States to charge nominal copayments for HMO 
enrollees is much preferable. 
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• 	 Welfare to Work Worker Displacement -- Ways and Means and Senate Finance adopt 
worker displacement language that is taken from HR 1385, the House-passed bill on job 
training reform. These committees apply worker protection/anti-displacement provisions 
only to the $3 billion welfare. to work program ... The Education and the Workforce 
committee adopts virtually the same language, but applies it to all ofTANF. The 
Education and the Workforce provisions are preferable. 

The following provisions should be considered in thecontext of long-term reforms to Medicare: 

• 	 Home Health Copayments -- Finance imposes a Part B home health copayment of$5 
per visit, capped at an. amount equal to the annual hospital deductible. These savings are 
not necessary to balance the budget. 

• 	 Medicare Eligibility Age -- Finance raises the eligibility age for Medicare from 65 to 67. 
These savings are not necessary to balance the budget. 

• 	 Means Testing the Medicare deductible -- Finance inCludes a new income-related 
deductible provision for Part B services. These savings are not necessary to balance the 
budget and introduce significant administrative complexities. 

June 19, 1997 
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CBO VS. OMB 


Q•. THE CONGRESSIONAL BUDGET OFFI<2E SAYS THAT THE 
ADMINISTRATION'S NUMBERS ARE WAY OFF WHEN THEY USE THE CBO 
BASELINE. ISN'T TIllS JUST ANOTHER ROSY SCENARIO? . 

A. Absolutely not. We have a solid balanced budget plan based on numbers are 
consistent, conservative and professional. Indeed, using the assumptions of the top 
private sector forecasters, our plan would get to balance. 

There are some small differences between CBO and OMB in growth estimates and the 
health care baseline that get magnified over a 10 year period. We believe that our 
baseline is superior. Even CBO admits that, our growth estimates are more 'consistent 
with the Blue Chip than theirs are: And our· health care estimates are done by top, 
career health professionals at the Health Care Finance Administration, who have the 
best and most current information. 

:indeed, CBO acknowledges that the Administration is closer to the Blue Chip than the 
CBO on the key economic assumptions that affect the deficit. including growth, 
interest rates and the GDP deflator. 

Yet, while we believe our baseline is the best and they clearly believe that their 
baseline is the best, the key thing is that neither side should let honest accounting 
differences be an excuse to not work together to avoid a train wreck and to come up 
with the type of balanced budget plan that the American people could support. 

FOLLOW UP: BUT DIDN'T YOU PROMISE IN 1993 TO USE CBO PROJECTIONS? 

In his first budget, the President wanted to take away any disputes over numbers. 
Remember, Administration projections didn't have the best reputation after 12 years of 
magic asterisks and smoke and mirrors. Our accurate projections and success on the 
budget over the past two yearS have restored faith in an Administration's ability to put 
forward reasonable, fair budget projections. Indeed, we have been more on target than 
CBO in projecting the deficit so far. So particularly when the Administration numbers 
are exactly in line with the top private sector forecasters, it is appropriate and 
necessary for the President to rely on OMB for his budget projections. 



BACKGROUND INFORMATION ON THE OMB/CBO BASELINE DIFFERENCES 

• By our best estimates, using the economic assumptions of the Blue Chip forecasts 
and the career professionals at HCF A (Health Care Finance Administration), the 
President's economic plan gets to a small surplus in the year 2005. 

• Indeed, CBO acknowledges that the Administration is closer to the Blue Chip than 
the CBO on three key economic assumptions that affect the deficit, including growth, 
interest rates and the GDP deflator. 

• A Federal Reserve Board of Philadelphia study of 59 top economists projected 
average real GDP growth of 2.6% over ten years. The Administration has projected 
average growth of slightly under 2.5%. Therefore, the Administration's numbers are 
somewhat conservative compared to many top private sector economists. 

• There are differences between the OMB and CBO baselines, but they are based on 
very small differences in two areas that appear more significant when they are . 
extended over a 10 year period. 

• Indeed, after the House takes into account its economic assumptions based on the 
CPI, growth and interest rates, 60% of the baseline differential is already evaporated. 
So the baseline difference between the Administration and the House is actually not so 
significant. 

• The record has proved that OMB was more accurate it its defiCit forecast than CBO 
when it presented the Administration's 1993 economic plan. . 

GROWTH RATES: 

• Very Small Differences: We assume growth at slightly under 2.5% over the next several 
years. CBO is a little lower, around 2.3%. Yet, with the growth dividend that the House 
Budget Committee is taking with its plan -- and we are not -- the difference is virtually non­
existent. CBO stated that "the economic assumptions of the Clinton Administration and the 
Congressional Budget Office are similar," and that our assumptions actually lead to more 
conservative deficit estimates in the first two years of our foreCast. 

• Consistent with Outside Forecasters: Our proposals are consistent with those of the top 
outside forecasters. Our growth forecasts are virtually identical to the Blue Chip between 
1997-2001, and indeed, in both 1999 and 2000, the Blue Chip forecasts .4 and .3 higher 
growth than the Administration does. Meyer & Associates calls for higher .growth than the 
Administration in 1999,2000, 2001 and the same in 2002. DRI is higher than we are for two 
years, lower than we are for two years and the same two years. Ray Fair has higher growth 
forecasts every year between 1998 and 2001. So it is clear that we have conservative growth 
estimates that are consistent with the top private sector forecasters. 



,. 


Indeed, the April, 1995 CBO document that compares CBO and OMB states that "the 
Administration is generally closer than the CBO to the Blue Chip's long-range 
projections. The Blue Chip indicates the.!ame average growth over the 1997-2000 
period as the Administration and has similar projections for interest rates and the 
GDP deflator. " . 

• This is Very Different from the Rosy Scenarios of the Past: The Administration's growth 
forecast is only about .1% higher than CBO's. This is very different from the rosy scenarios 
that characterized Republican Administrations. For example, Stockman's FY1982 budget 
predicted growth a whopping 1.3% higher than the CBO. The next year, he came back again 
with a budget that predicted growth an average of 1.0% higher on average each year for his 
plan. The fIrst two years of the Bush Administration called for budgets with growth rates that 
were on average .83% higher every year than the CBO projection. So when you see the. 
differences of .1 % or .2% in the CBO and OMB gr9wth rates, you can see that most years 
they are 1I1Oth to 117th the degree of differential thatwe saw during the Bush/Reagan years. 

• "Wedge Factor" Differences are Narrow: The CBO indicates the difference between the 
estimates for the CPI and the GDP deflator has an important effect on the estimates of the 
defIcit. TIris difference is called a "wedge factor." The Administration's estimate of wedge is 
similar to the Blue Chip's estimate [assuming that both CBO and the Blue Chip make the 
adjustment for re·benchmarking the CPI that CBO has already announced it will do in its 
summer update.] 

HEALTH CARE: 

• One of the two main reason for the difference in the CBO .and OMB baselines is that 
the Administration assumes slightly less growth in Medicare and Medicaid. 

• We should recall that these numbers come from the same HCFA actuaries that the 
Republicans frequently use as authorities when discussing the need to strengthen the 
Medicare Trust Fund. Certainly, they could not be questioning their credibility now. 

• It is important to understand that the Medicare and Medicaid numbers are prepared 
by the Office of Actuary in the Health Care Financing Administration. The actuaries 
are career professionals who have been doing these same numbers through the last two 
Republican Administrations. Any notion that their estimates were affected by anything 
other than their professional judgment cannot be justifIed~ 

• The whole difference comes from the fact that on Medicaid the Administration 
projects 9.3% growth and the CBO projects 9.9% and on Medicare the Administration 
projects 9.1 % growth and CBO projects 9.7?1o 

• While we believe these are the differences of honorable careerprofessionaIs on both 
sides, we do believe that our numbers are more accurate .. 



.. ,," 

• On Medicaid,. the Administration has higher beneficiary growth rates, yet they end 
up with slightly higher overall growth.assumptions because the Administration's 
estimates of per beneficiary costs are lowe!..than CBO's 5.3% and 7.0%. Yet, the 
HCFA estimates are based on more up-to-date Social Security numbers regarding 
disabled beneficiaries in Medicaid and up-to-date Treasury information on Medicaid 
outlays ~- which catches current changing trends. 

• On Medicare, the Administration and CBO baselines for inpatient hospital services 
(which represent half of Medicare costs) are virtually identical. Th~ only real 
difference IS that while both believe the high growth rates in home health and skilled 
nursing facility costs will come down, the Administration projects them coming down 

. somewhat faster. 

ADMINISTRATION'S GROWTH NUMBERS VS. BLUECIUP'S: The chart below 
shows that the Administration's projection over five years comes to the same average growth 
as the Blue Chip, while the CBO's is somewhat pessimistic relative to the consensus of 
private forecasters. . 

LONG-RANGE FORECASTS OF GDP GROWTH 
1997 THROUGH 2001 

1997 1998 :1999 2000 2001 

Blue Chip (March) 2.0 2.3 2.9 2.8 2:4 
Administration 2.5 2.5 2.5 2.5 2.4 
CBO .2.4 2.3 2.3 2.3 2.3 



ATTACHMENT #1 '." 

TALKING POINTS FOR CONGRESSIONAL HEALTH BUDGET MEETING 

• 	 HISTORICAL OPPORTUNITY. This budget offers an unprecedented 
opportuni ty to pass the most significant· .health care reforms' 
since Medicare and Medicaid were enacted over 30 years ago. 
If we succeed, we will: 

Modernize and reform Medicare, extending the life of 
the Medicare Trust Fund for well qver a decade, and lay 
the foundation for addressing the long-term financing 
challenges facing the program;" 

Offer states unprecedented flexibility to efficiently 
administer Medicaid; and 

Extend health care coverage to millions of uninsured­
•American children. 

• 	 BIPARTISAN PROCESS. We are at this point because of your 
cooperation and diligence in putting the interests of good 
policy ahead of partisan politics. This occurred both in 
the negotiations leading up to the budget agreement, and in 
the preparation for the upcoming mark-ups. 

• 	 In particular, Chairman Archer,Chairman Bliley, 
Subcommittee Chairman Thomas, and Subcommittee Chairman 
Bilirakis deserve great praise for how you have integrated 
our Democratic colleagues in the drafting of the respective 
mark~ups. I believe the final hudgetand the country will 
be all the better for the process you have established. 

• 	 COMMON GROUND. The result of this bipartisan work is a 
foundation of policies that we all agree will help reform 
the entitlement programs. These include: 

Modernizing the program by offering more plan choices 
to Medicare beneficiaries. Mr.- Thomas, you have been a 
leader in this area. 

Reforming the for-service program through 
prospective payment systems for home health, skilled 
nursing facilities, outpatient departments, and other 
fee-for-service providers. Mr. Thomas and Mr. Stark, 
you have been working on these issues for years. 



Assuring that' beneficiaries have adequate consumer and 
quality protection~ in both Medicare an~ Medicaid: -~r. 
Stark and Mr. Dingell, you have led the way here; and 

Providing new Medicare p~eventive benefits, such as 
screening for cancer and diabetes self-management. Mr. 
Thomas; Mr. Bilirakis and Mr. Stark have worked 
diligently on these issues. 

• 	 PRIORITIES. At the beginning of the Congressional mark-up 
process, I would like to emphasize several o'f my priorities . 

.MEDICARE . 

Prudent purchasing reform. I share your belie,f that 
Medicare will survive only if we take from the private 
sector its best lessons in competition and negotiation. 
Real reform requires taking steps such as the proposals 
that give the SecretarY.the authority to negotiate 
lower prices through competitive bidding and other 
similar· market oriented mechanisms. 

Immediate home health reallocation. The ,immediate 
reallocation of long-term home health care to Part B is 
good policy and is needed to extend the trust fund. 
There is no reason to phase it in over time. Doing so 

.will reduce how ,much we extend,the'life of the. Trust 
Fund by at least two years. 

Carving out academic health center payments from 
managed care. I believe we should make it a priority 
for medical schools and other teaching facilities to be 
directly compensated for their unique additional costs 
--

( 

and not dependent on whether· managed care plans pass 
on the payment we give them for this purpose. 

Medical Savings Accounts (MSAs). Everyone in this room 
knows I have concerns about a new Medicare Medical 
Savings Account. Such an approach will -- according to 
CBO -- cost the Trust Fund money and could adversely 
select healthy populations away from the traditional 
program. I don.' t believe we should move in an untested 
and full scale way. 



t-fEDICAID 

Disproportionate Share Hospital (DSH) reductions. 
After major objections from Governors, among others, we 
agreed to drop the per capita cap proposal from our 
savings package. Now the Governors· .want to reduce the 
DSH reductions. Our savings are achievable if DSH 
funds can be better targeted and are critical if we are 
to ba~ance the budget. 

Medicaid investments. Our investments~- for low 
income beneficiaries, DC and Puerto Rico -- were 
explicitly referenced in the budget agreement. If we 
can maintain our DSH savings -- as I believe we can, we 
must honor the agreement on the investments. 

CHILDREN'S HEALTH INITIATIVE 

Efficient investment for children's coverage. One 
issue that I feel the most strongly about is the 
opportunity to expand children's coverage. I look 
forward to working with you on the most efficient way 
to provide meaningful coverage for up to 5 million 
children. 

However, I have concluded that tax incentive approaches 
are not the best mechanisms to most efficiently target 
our limited $16 billion children'$ health budget 
investment. I have become convinced that these 
approaches are administratively burdensome, costly and 
would not most efficiently pick up uninsured children. 
Therefore, I believe that the $16 billion should be 
used 	through Medicaid or a capped mandatory grant 
option. If, however, you propose tax incentive options 
in the context of your tax cut proposals, I am open to 
reviewing them to determine their p'riority relative to 
other ta~ cut proposals. 

• 	 CLOSING. While we will not agree on everything at the 
beginning of this process, I am confident that we can build 
upon the strong bipartisan working relationship that we have 
developed, and finalize this historic agreement in a way 
that is acceptable to all. 
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TABI.E 2 

Highly Vulnerable Groupa 

Number Percent 
Total 692 .1QOV. 

Urban 302 44% 
City '41 ·2K.%
Rural 380 

Sole Community Provider 110 18% 

,.,,,
Negative patient margin 481 
Neptlve total margin 224 32% 

• Hospitals with more than 213 of their net patient revenue came from MedI~edlcaJd 

SourG'e: 1993 AHA Annual Survey; Medlcere ProVIder Specific fUe 

'. 
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This letter ~as sent to the U.S. House of 
Representatives and the U.S. Senate;

~'December 19, 1995 

The Honorable Bob Dole 
, 141 Hart Senate Office Building 
, Washington, DC 20510 

Dear Senator Dole': 

As hospital trustees from around the nation and as Republicans, we are writing to share our 
. concerns with the budget conference report recently passed by the House and Senate. Further, 

we want to set forth our priorities for a bipartisan compromise that leads to a balanced budget. 

Hospital trustees strongly support the stated goals of the Balanced Budget Act of 1995 _M a 

,balanced budget, a strengthened Medicare trust fund and restrucmred, more efficient Medicare 

,and Medicaid programs. These goals must be accomplished through shared responsibility 

among aU stakeholders -- providers and beneficiaries alike, Hospitals have offered several 

concrete and reasonable alternatives to achieve these goals without ,significantly diminishing 

the quality or availability of patient care. For the most part, our alternatives have been 

rejected and the conference report fails to address our concerns. 


Hospital trustees have Unique responsibilities. V,le are, of course, responsible as fiduciaries 
for the [mancial health of the institutions we serve. But we also have a responsibility to OUf 

, communities to provide high quality care for all patients and ensure access to this care for our 

most vulnerable citizens: the elderly. the disabled and millions of children, many of whom 

lack health insurance of any kind. Regrettably, the magnitude of the reductions in Medicare 

and Medicaid included in the conference repon, combined with the failure to include the broad 

restnlcruring of the Medicare program promised, requires that hospitals, health systems and 

their trustees oppose the plan. 


Hospital trustees, chief executive officers and administrators remain corru::rlitted to working 

with all parties to achieve the goals we rpld the congressional leadership share. We believe 

those goals are both important and achievable. liowever I we will measure every proposal 

against the tests of both qualitY and access; that is, will these proposals in any way diminish, 

the quality of care we provide, and will they reduce the ability of those who need our help 

most to get the care they need. 


We believe the President and the Congress should achieve a balanced budget that includes the 
following elements: 

• 	 A continued federal entitlement to health care for our most vulnerable 
populations the elderly. the poor, the disabled and millions of children. 
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• 	 Federally licensed I substantially integrated community-based provider 
sponsored organizations (PSOs) as defmed in the original House-passed 
Medicare Preservation Act. . 

. • 	 Shared responsibility among all stakeholders-- hospitals, physicians and 
beneficiaries -- for Medicare reductions and the minimum reductions possible 
for both Medicaid and Medicare. while still achieving a balanced budget. 

• 	 An independent citizens commission for Medicare to take the budget politics out 
of health care that requires congress to act quickly on the commission's 
reconunendations. 

• 	 Medical malpractice reform and the elimination of unnecessary barriers to the 
development of integrated delivery systems. 

As hospital trUstees and as citizens, we stand ready to work with you to achieve our shared 
goal of a responsible balanced federal budget. . 

. Sincerely, 
(see attached) 
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.	M. John Ashton Erie BTf1Wn. 
'University of Utah Hospital aDd Clinie.s Tn COlmty Hospital 
,SaltLa.ke City. UT LexinctOD. Nil 

PIlUIAvtlY 
>St. Mary's Medical Center 
SagiDaw, MI 

.wlllici.m ~er.r, Jr. 
Aspen Valley Hospital 

·Aspen. CO 


. Ed Bortlet 
Candler Hospital 

. Savannah. GA 

]lImes H. Bales 
/ ,Sharon HOSpital 
<Sharon, CT 

Koy Bennett 
Canon-Tahoe Hospital 

Carson City. NV 


Stan Berry, FACHE 
Hanford Community Medical Center 
Hanford, CA 

Sam Bettis 
Bradley Memorial Hospital 

Cleveland. TN 


DonBiem 
Presentation Health System 

ya.JiktoXl. SD 


Jlil:hiJrd E. Bini 
.	Bullocb County Hospilal Authority 

Satesboro, GA . 


Mardum J. Bklir 
Florida Hospital 

Orlando, FL . . 


W'UI:ltmt P. BOWf!.1SDX 

Leesburg Regional Medical Cemer 

Lee:sburg. FL 


Willard Bridwell,·M.D. 
Hanford Community Medical Center 
Hanford, CA 

CtJnlQ Brwksi .Sr. 
A1l.i.Da Health SyStem. 

Minneapolis, MN 


Christopher H. 81'0""11. 
Niagara Fails Memorial Medical Center 
Niagara Falls. NY 

CDlDnel Russel L. B1]IIIU 
·	Bon Secours-St. Joseph Haq,ital 

Port CharlOtif!.· FL . 


C1Jtl.rl.es B"ndy 
Springs Memorial Hospiw 

LaDc:aster. SC 


L]nn BUmJui 
· Leesburg Regional Medical Cemer 

Leesburg. PL 

VInce Caponi 
St. Vincent's Hospital 

· BinniDgbam. AL 

NieluilM Caron, 111 
· Potomac Hospital 
· Woodbridge. VA 

Ph;y1JiJ; I. Cobb 
Sarasota COl.ID.ty Public Hospital Board 
Sarasota, FL 

Arnold Q,gsweU 
Albany MedlcaJ. Ceuter ltospital 

Albany. NY 


John Collier 
Cross County Hospital 

Wynne.AR 


Arthur Comstock 
Eastern Maine Medical Center 

Acadia Hospital 

Bangor. ME 


JtHJn S. Conboy 
· Little Falls Hospital 

Little Palls, NY 


TedCo~ch 
Moffitt Cancer Center, Inc. 

Tampa, Fl 


BanyCow;f; 
KiDg's Daugbtets Hospital 

Temple. TX 


Michael H. Cf)";'trt 
SarasOta County Public Hospital Board 
Sarasota. FL 

Bruce DetJn 
Mercy Medical Center 

Mt. Shasta. CA 


http:Wynne.AR
http:COl.ID.ty
http:C1Jtl.rl.es
http:A1l.i.Da
http:SaltLa.ke
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L. Potritk Deering 
;Harbor Hospital Center 

! Baltbnote; MD 


·Gf!t'tJld W. Dominick 

: 'Sun Coast Hospital, Inc. 

'Largo, FL 


r. O'NeU Doug/l:u 
Baptist - St Vincent's Health System 


, I acksonville Beach. FL 


, Harry R. Duncanson , 
.. Memorial Healthcare System, Inc. 

·:Hollywood, FL 

HogtJ11 Dunlevy 
.. Sun Health Corporation 

,Del E. Webb Memorial Hospital 

.Sun City West. AZ 


VickEdwuds 
Rice County Oistrict 

Hospiw Number One 

Lyons, KS 


Wes Finch 
Grinnell ReliODal Medical Center 

GriDntIl. 1A 


Herbert Filch 
Soldiers & Sailors Memorial Hospital of Yates . 
COWlry 
PelUl Yan. NY 

ll()bert D. Fmncisc(J 
Converse County Memorial Hospital 

Douglas, WY 


James Fran.k 
· Delta Memorial Hospital 

· Antioch. CA 


Roben Gdbtitlson 
Holy Infant Hospital 

Hoven. SD 


James E. Gardner 
Memor.al Health $ySte'a1S. Inc. 

Ormond Beach, FL 


Donna C. Gatch 
llealthmark of Quiney, Inc. 

Gadsden Memorial Hospital. 

Quiucy, FL 


BlIIIceGeranl 
Socorro General Hospital 

Socorro, NM ' 
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Carok A. Green 
Lee Memorial Health System. IDe, 
FonMyen, FL 

WUlLr Grego" 
CarotiDa'$ Hospital SYSteQl 
Florence, SC 

Brrufle;y K. Gro'tler 
columbia Northside Medical Center 
St. Petersburg, :FL 

Francis Guess· 
Seton Health Corporation 
Nashville. TN 

C4lvin Haran 
13aptist Medical System 
Little Rock. AR. 

l&hmond M. HIII71f.Iln 
Martin Memoria!'He:al!h SYStems. Inc. 
Stuan. FL 

Rohert M. HIJlTtU 
Orlando Regional Hea1thcare System, Inc. 
Orlando. FL 

James D. HlJ.nley 
Hillcrest Medieal Center 
Tulsa. OK 

Geri Herbert 
Wood River Medical Center 
Sun Valley. ID 

David A. Her/, M.D. 
North Okaloosa Medical Center 
Crestview. FL 

Gloria S. Hope, RN, Ph.D. 

Tarpon Springs Hospital Foundation, Inc. 

Helen Ellis Memorial Hospital 

Tarpon Springs, FL 


Mary-Jo Horton 
Martin Memorial Health Systems, Inc. 
Stuatt,FL 

JOhn K. Humpkress 
Tallahassee Memorial Regional Medical CelIter 
Tallahassee. FL 

Georgill Jeter 
Columbus Regional Healthcare SyStem. Inc. 
Columbus, GA . 

Drew J(Jhnson 
Bryan W. Whitfield Memorial Hospital 

Demopolis, AL 


http:Memor.al
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WillitIm E. KarMtt. Sr., Esq. 
I University Hospitals of Cleveland 

'.Cleveland, OH 


.RoIIne, S. Kelt!1uun 
'. '!{ealth First, Inc. 
, Melbourne, FL 

, Stephen Kile, 
St. Joseph Hospital 


"Kokomo, IN 


Guy King, 111 
/St. Joseph's Hospital. Inc. 

,tampa, FL 


. Jone Kitching 
'·ColtJ.m.bia Clearwate.r Comm~ Hospitai 
: Cleuw8ter. FL 

Shirley Klms 
:Lock Haven Hospital 

Lock Haven, PA 


lAnny A. Kope 
PMH Health Resources, Inc. 

PnOenix Memorial Hospital 

Phoenix. AZ. 


Krehael Knrttin 
Seton Health Corporation 

of East Central Michigan 

Saginaw, MI 


ChQTies Lanham 
PleasaIlt Valley Hospital 

Pt. Pleasant, 'WVA 


Roger A. Larson 
SWl Coast Hospital, Inc. 

Largo, FL 


Owen Ltzwless 
Eastern Health Systems, IDe. 

Birmingham, AL 


R. lJuyl Libby, DDS 
Hanford ConunWliry Mtdical Center 
Hanford, CA 

Omtu K. Light/oot,lr. 
. University Cotlllllunity HospltaJ., Inc. 

Tampa, FL 


Daane L. Lipps 
Lake Hospital System, Jnc. 

Painesville, OH 


.Thad lAW,.., 
Columbia New Pon Richey Hospital 
Nr:w Pon Ricbey, FL. 

Do1UJld V. Mahon" M.D. 
St. John's Hospital and Nursing Home 
Jackson, WY 

J. ChristDpher MQJl.fters 
Saint Luke's Medical Center 
Cleveland, OH 

GiM MarcDni 
Mercy Medical Center 

. Mt. Shasta, CA 

lJavi4 Marle] 
Mercy Hospital of Miami, Inc. 
Miami, PL 

RllJph Martin 
Rankin Medical Center 
Brandon, MS 

B,tty MuseJ' 
White River Medical Center 
Batesville. AR 

Ted Mtltney 
Randolpb Hospital 
Asheboro, NC 

Jack McCDnnell 
Volunteers in Medicine Clinic 
Hilton Head Island, SC 

Suter Martin McEn.tee 
St.Joseph Hospital 
Kokomo, IN 

J. Stewtut Mt:LD.ughli.n~ Esq. 
Southside Hospital 
Bay Shore, NY 

Dtmd McMahDn 
Hanford Community Medical Center 
Hanford, CA 

Robert T. M~Gde, M.D. 
Leesburg Regional Medical Center 
Leesburg, FL 

Roben Meisel 
Seton Health Corporation 

of East Central Michigan 


Sagillaw. Ml 
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C. R. Meroll4 
Good Samaritan Hospital Medical Center 

West Islip, NY 


Plll/.1 B. Metts, CPA 
· . Shands Hospital at the University of Florida 
· Gainesville, PL 

A.. J. Miller 
Lutheran Medical Center 

. Wheat Ridge, CO 


John Milton. V 
, Jackson Hospital 
· Marianna, PL 

EliztIbetfl, Molina. 
Gritman Medical Center 

,Moscow.1D 

MarUm B. Monroe 
Martin Memorial Health Systems, Inc. 

Smart, FL 


JtlII Moore 
Nacogdoches Memorial HospiI.al 

· Naco,doches, TX 

Richard Moses 
Tuomey Regional Medical Celllet' 

Sumter. SC 


Herb Mos1u!r 
Rehoboth-McKinley Christian Hospital 

Gallup. NM 


ThOT1Ul$ n. Nimkk. Jr. 

Shadyside Hospital 

Pinsburgh. PA 


JMe Oeh~ 
Lutberan Medical Center 

Wheat Ridge. CO 


M. Benson O'KeUey, Jr. 
Leesburg Regional Medical Center 

Leesburg, FL 


Robert Owirnwn 
Nationalltehabilb:ation Hospital 

WashingtOll. DC 


John Po.cowta 
Waterbury Hospital 

Waterbury, CT 


John Peracchino 
Mercy Medica.! Center 

Mt. Shasta, CA 


Marcludl Ptcke", 
Andmou Area Medical CeJUer 
Anderson. SC 

He,." Po/JIIk, II 
White P11iDs Hospital Medical Center 
The Jewish Home and Hospital for the Aged 
New York, NY 

Vicld RDbwon 
Brecldnrldge Hospital. Inc. 
Hardinsburg, KY 

Sandra Rogsrs-Tn:icy 
Sf. Joseph• s Hospital 
Parkersburg, WVA 

Sister Renee R03t 
St. Mary's Hospital 
Milwaukee, WI 

Edwanl Ro"giDne 
Glades General Hospiw 
Bene Glade, FL 

Ted .Rut4 
Parrish Medical Center 
Timsville, FL 

Don Salter 
Santa Rosa Medical Center 
Milton, FL 

Paul Saller, Jr., M.D. 
Shelby Medical Center 
A.labaster. AL 

WillUzm SaJio1UtliIl 
New England Medical Center 
BostOn. MA 

JlUlles Shearer 
St. Joseph Hospital 
Kokomo, IN 

Crutis Shipley 
Washington Regional Medical Center 
Fayetteville. AR 

Rodney .R:. Smith 
North Okaloosa Medical Center 
Crestviewt FL 

JudUh Stoffer 
St. Joseph Hospital 
Eureka, CA 

uoruurl P. Sterltut. II 
National Rehabilitation Hospital 
Washington,' DC 

http:HospiI.al
http:Moscow.1D
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Jom" H. (Jed) Suddeth, Jr. 
Richland Memorial Hospital 
.Columbia. SC 

Dim Y4P'g'I' 
Craig Gel:lefal Hospital 
Vinita, OK 

, JfJseplr. M. Sulli,an 
.Catholic Medic:aI Center of Brooklyn &. Queens 
Brooldyn, NY 

Roland SUltfJli 
Stephens Memorial H.ospital 

,Norway. ME 

. GeDrge ThomllS, M.D. 
: Manatee Memorial Hospital. LP 

, Bradenton, FL 

, I..tJrry lfnkrieh 
Jefferson COUQt)' HO$pital 

i Fairfield. IA 

ColU't14 Uittl 
St. Joseph Hospital 
Kokomo. IN 

Colleen Van Nostran 
,Memorial Hospital 
Manhanan. KS 

John Van Z4n.ten 
Coming Hospital 
Coming. NY 

John Vihinen 
IWtla.nd Regional Medical Center 
Rutland. VT 

BrUce L. Warwick 
Greenwich HospiLal 
Greenwicb. CT 

James S. W4t.li.rzSDn 
Health Corporation of Virginia 
Richmond, V A 

Ralph W. Weeks 
Lakeland Regional Medical Center, Inc. 
Lakeland. FL 

DtJ.viIJ. V.7dlWDnh 
Brec:k.intid;e Hospital, Inc. 
Hard.insbUfl, KY 

Sister ClDrl.r, W"uater 
St, J9seph Hospital 
Kokomo, IN 

Alan Johnson W()f)drulf 
Martin MemoriallIealtb Systems. !nc. 
SI:Uan,FL 
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MEDICARE AND MEDICAID ARE IMPORTANT TO HOSPITALS 


,. For nearly one in four hospitals. 6~%,ofpatient days are Medicare patient days. 

;. More than 2,300 hospitals (nearly half) have large Medicaid patient loads (15% or more 
of their inpatient days), 

, • Almost 700 most Vulnerable hospitals derive two thirds or more oftheir net patient 
revenue from Medicare and Medicaid -- about 300 ofthese hospitals derive three quarters 
or more of their net patient revenue from Medicare and Medicaid. 

" Nationally, these hospitals represent 13 percent ofall hospitals, providing 9 
percent ofhospitai stays including all patients not just Medicare and Medicaid, 
and contributing 11 percent of all emergency room visits. 

56 percent of these highly vulnerable hospitals are rural; 20% are inner-city 
hospitals. 

Source: American Hospital Association analysis based on data from the 1993 AHA 
Annual Survey and the Medicare Provider Specific file. 
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o.S. senate 

AMERICA'S BOSPITALSAND HEALTH SYSTEMS 


- .
May 16, 1996 

Dear Senator: 

On behalf of the \lndersianed orpniwiona repl'¢itntinS hospltals and health systems, we stroBily urge 
your support or oy amendnu:nt to S. Con. ReI. 151 (tbe FY 1997 BUdget RaOlotiOD) which lowers 

, redactions to Medjcare. We cite hi patiklllar an aml:lldmeat to be off.red by SeD. Jay..RocketelJ.er 
(DoWV) to t'estore $50 biWGD to the ~icart pro,ram. . ' ~ 

.-" -_.__ .. 	Wliil(rit'a~ar, 1hatthe overall Medicare budget reductions 0($165 billioninclurled;D S. Con. Res. 57 
are rougbly the same as those in thllla~ Republican offer in January, the budget drasticaUy changes how 
the reductions would be alloQatOO within the proar.arn, The FY 1997 budget proposal achieves the total 
reduction by laving S124 bi11ion tram Part A Medicare (the Kospital Insurance Trust fund) and $44 
billion from Part B. 

The net result is that in S. 0)17. Res. 57, the reductiQDS It! Part A have increased by .approxhDatdy' 
SlS billioil. Not only are these unprecedented nductions~ but they would have 11 disprcportionate 
adveT£!: impact OQ hospitals. To achieve reductions of1his magnitude. Congress ma.y need to adopt 
poiicies that would freeze or a.c:tually reduce payment ratei per beneficiary. 

Hospitals and' health systems support a reasonabie deficil reduction package, a.nd beHeve that changes itl 
Medicare are sorel), needed to keep th~ Part A trust fund $Qlvent. Many Qfu$ have wPpol1od various 
propo~&l~ that achieve a balanced budget with reductions in Medicare. However. we are gravely 
i,;OIJcerncd a.bout th level of Med.ical"f! Part A rerluotions proposed. in S. Con. Res. 57. 

Again. we ask you to support Any amOll<ixnents 'Chat temper tb~ level ofreductiolU to Medic,ire. Part A, 
includine Sen. RoebfelIer'So smendJnent to resto~ $50 billion to the Medicare program; and'seok a more 
balanced approach toac:hieving savings, 

Sint»rely, 

American HospitaJ Association 

AJnerica.n Association of Bye and Ear Hospitals 


A~sociation ofAmerican M~die.al College. 

Catholic Health ~i&tion 


Federation of AlUencan Healtb Sy~tems . 
Int.-Hea.lth . 

National A5sociation ofPubli_c Hospitals and Health Systems 
. Premier, lne. . . 

VHAInc. 

http:M~die.al
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.. 
Lett~r .a.lso sent to Chai.rmanArcher 
a.nd'Chairman Bliley 

. - .... 

May 10,1996 

:The Honorable William Roth. Ir. 
Cbainnaa 
Committee on Finance 


, 219 Dirksen Senate Office Building 

Washington. DC20!lO 


. Dear Chairman Roth~ 
-

, The undmigned organ.izatioDJ repteaentini hOIpita1s and health. systems bave revieWed the 
-'Pocal Year 1997 (FY 97),HOU5e and. Senate Budget Committee proposai.particular!y with 

respect to the Medicare and Medicaid prosnmlJ, 

Wbile it appears UUlt the overall Medicare budget reductions of $167 bUllo!A af'" roughly the 
same as those in the last Republi~an offer in January, tlle Budget Committees have 
sigftiflC8lltly changed the allocation of reductions within the program, While it is difficult to 
as.etS the overall impact of the budget reaolution, iD. the ab:scwcc:: of greatm' detail, now larger 
Medicare Part A, reductions meaD. hOliopitals ~rl lUColy to experience actual teductiomin ' 
pay.r:nent rates under the Q0111llUUe.es i proposal. ' 

The budget resolution now includes lower budget reduetlO!l8' in Part B of Medicare, whUe the 
reductions in Part A have incrwed by approximately $2S blUion since the llUlUary otter. 
While the FY97 budget resolution offers a milder overall approach to deficit reduction 
compared to last year's resolution, 1t11 impac.t on hospiti1s appears worse. To achieve 
reductions of this magnitude, COUireu may need to adopt policiet resulting in paY.Q1ent rates 
per beneficiary that would be frozen or actually reduetd. =.;-~ 

, , 

We a150 have serious COJV;Orns about the Budget Commltb!es' Medicaid teductions.· We would 
like to take this opportUnitY to te1tcrate our support, for mainta1l'1ing the entitlement nature of 
the Medicaid program to ensure that tho$C who have coveraae today Will contmue to have 
coverage tornor.row. Furthermore, we su.pport mainiain.ing current lfiw provider Isselriineut , 
restrictiolUi and Boren atnerldment pS)1llent safelJU81'd!l. While the overall reducuoCB are 
. somewhat ~owor than the January offer, if combined with eorrespondillg state reduCtloUJ 

through Lower &tate matching requirements or new provider assessmentS. these rcduction~ 


could be quite significant for providers. ' . 


Hospitals and health systems support the need to adopt a reasonable deficit reduction paokage, ' 
and believe that cbanges in Medicare are needed to keep the Pan A trust fund solvent. Many 
of us have supported various propoials that lilchieve a balanced budget with reductions in 
Medicare and MedIcaid. However, we are gravely concerned abOut the level of reductions 
proposed by the Budget Committees in these programs. 

http:Q0111llUUe.es
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'Chairman I.oth 

May, 10. 1996 

Page 2 


, 

We strolllly urge you to reconsider both the overall level of Me4~e and Mecl.kaid 
reductions included in Ibe budget rCioIU1lon and, inyour capacity as Chainnan oftl1e 
authorizing committee. a.cljust the allocation betWeen Parts A and B proposed by the Budget 
Conunittcol. 

. 
American Association of Bye aDd &r 'Hospitals " 

American. Hospital AsIocJatlon 
American Osteopathic Bea1tb.cate Association 

Association of A.t:nerican Medical Colleacs 
CathoUc Health Association 

Federation of American Health Systems 
InterHea.lth 

No.tiona.l Association of ChUdrents HOSPitals ' 
National Association of Public Hospitals and Health Systems 

Premier 
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Association of American Medical Collegaa 
Catholic Health Association of the United States 

,InterHealth 
National Association of Children's Hospitals 

and Related Institutions -. 
National Association of public Hospitals 

May 24, 1995 

The ,Honorable Richard Gephardt, 
'Minority Leader
U.s. Houee of Representatives 

Washington, DC 20515 


Dear Representative Gephardt: 

Our five national health care associations -- Association of 

American Medical Colleges, Catholic Health Association, InterHealth, 

National Association of Children's Hospitals and Related 

Institutions, and National Association of Public Hospitals -­

strongly oppose proposal.a that would eliminate federal minimum 

standards ,for Medicaid eligibility. 


Medicaid is the joint federal/state program that pays for the 
health care of more than 31 million mothers and children of low 
income families as well a~ elderly and disabled Americans of low and 
moderatt=! ,1 ncomes. Medicaid has become increasingly important as the 
number of uninsured Americans continues to grow. From 1992 to 1993, 
the number of uninsured Americans grew from 40.1 million ~o 41.2. 
million. Children accounted for eight in ten newly uninsured 
Americans. Without r-tedicaid, 2B% of. n.ll Americans and 40% of all 
children would be uninsured. ' ..::;c:.-­

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

Depending on how they were defined, block grants could end 
Hedicaid as a program which entitles eligible individuals to health 
care regardless of the state in which they reside. 'Instead, Medicaid 
could become a program that entitles states to federal funds 
regardless of the level of health coverage the state provides. If 
the annual growth rate in federal Medicaid spending ware cut in half 
and the funds were turned into block 9rants, it would be virtually
impossible for many states to absorb the funding cuts without nsing 
their new flexibility to limit Medicaid eligibility and services. 

According to the moat recent available data, Medicaid covered 12 
percent of the U.S. population in 1993 -- separate from the 16 
percent of Americans who were uninsured. Medicaid plays an e~en 
larger role for specific popula'tions. For example, in 1993, Medicaid 
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'..:overed nearly one in four children and O:1e in threei.niant'S, 
=egardloss of family income. It covered nearly one in three hon­
,,:::ldcrlyP.mericans -,.;i'th fami2.y incomes below 200% ot. t..he federal 
poverty standard 2:1d.more than three in five non-edderly Americans 
with incomes belo~ 100% of poverty. 

Since the i980s, when Congress delinked Medicaid eligibility 
from welfare eligibility, Medicaid has become a health care program 
that fosters emplcyment. For example,. children represent half of all 
~edicaid reCipients, ~nd nearly three in five Medicaid covered 
children live in low income families with working adults. 

Instead of ending federalmin1mum eligibility standards for 
}'teg..l£aid ,OUr five associations believe the nation must take steps'to 
achieve universal health coverage, beginning \<lith steps to expand and 
~dequately financecoverage f while avoiding deterioration of current 

o dan J. 
esident 

coverage in· public programs such as. Medicaid.. Our five a'ssociations 
·!:;)elieve that, at. a minimum, fed8ral . law should maintain current 
national !,IedicElid eligibility requirement-s and look t·othe future to ). 
expand coverage :or uninsured Americans .. 

Sincerely, 

t:;!/f3... ~ c.:.~ [Y..~r:~ 
cr'ohen, !! • D • . ~hn E. Curley, Jr. 


, . President/CEO 

Associat.ion of ]I.merican catholic Heal:::.h Association· 

r.ledi c a lCo11eges of the United Star.es 


1(. - L­	~J){jQ. ~JL~ 
~e.·.. Lawrence A. McAndrews 

President and CEO President and CEO 

InterHealth 	 National Association of 


Children's Hospitals and 

Related Institutions 


c;:-~

L rry S.Gage . 
President 

. National Association 
of Public Hospitals 
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InterHealth • 
AmHS Instituto, 


Amer1eln, H08pital Association 

American Medical Ai!tOCia.tlOD ' 


The Clevelaod Clinic Foundation 
Amorica.n Health Ctte Asaociation 

Federation of American aealth Systems 
National Association elf PUb~ 'Hospitals 

, Associa.tion, of American Medical Collcies 
American Osteopathic, Hospital Association . 

,'American Society of Health-System Pharmacists .. 
-, -- -'--- ,,',--,'----- N~tional A.soclation of PI)'chla~ HealU1 Sy!tCms 

National Association of Children's, Hospitals and. :Related Institutions ' 
American Aesocj.atioll of Eye and Ear Hospitals, 
Healthcare' Financial Management Aasociation ' 

VQlunteer TrustbeS of Non:'Profit Hospitals 
National Councllof Community Hospitals 

AmeticanSociety of Internal Medicine 
American Rehabilitation Association 

,Ameriean Diabetes Association 
Catholic Health Association 

YHA me 

May 17, 1995 ' ' \ 

The Honorable 
, United States Senate 
Wa~llt DC 20510 

Dear Senator 
" , 

On behalf of the ofgani%a.tiollS Listed above, wcr"tcwriting to express our seri,OUR concern for 
the Medicare .nd Medicaid prOafaJIl5 18 theSenateb~ilins consicieratiouof its fiscal year 
(Fy) 1996 budget resolution. ' . . . . . ' 

From the outset, 'let uis sa)l that we understand tliBt chanies are necessary in Medicare and . 
Medicaid" ".prolramsthat provide health. care to mlllioDi of elderly. disabled, women and 
chi\drc;Il.We share your goal Qtrestructuring these programs t9 bring to them the same . 
types of cost~ffeC::tive health care delivery that are holdina down costs ill the private sector. 
Many of our ofaan1%a.tions have proposed significant and farM reach1ng solutions to the 
problems factng these two important programs., W.C know Ihat savini! in t:tw system C8.n be 
achieved. and we are willinS to accept some redUctions throllih this restruetul'tniJ· 

http:chi\drc;Il.We
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2024566487:# 81 8,

SENt BY:CATHOllC HEALTH ASSN ; 8-12-96 ;' 2:59PM ;CATHOllC HEALTH 'ASSN-+
• ' ,..,...Li ;:),' tolHH WH::71 UCUFFlCE r"'.5~q~"='t'"'I'1',­

May 17. 1995 

pqe2 


The proposals pudorward by the Senate Budget Cotruni.ttee, however; go 100 fat too faat The 
SeIUiteBudget Committee plan) for instance. calls for unprecedented savings in the Medicare 
program of $141 billion over five years and $236 billion over seven ytus. It is imPOrtant to 
note rhattbese lw.mhers are alr.nost three timea larger tb.m the level of savings aohieved as parr . 
.of the five-year packl.se in OBRA '93. In addition, 'tbe Senate Budget Comr.nJttee proposes 
. Medicaid spe.ndq redu.ctions of $175 billion over seven years. SuQh dra.1natic l'«Iup~~Omi wiU 
seriously jeOpardize the ability of doctors, hospitals and otherl to continue pNvidiaa bish~quaJity 
health ~are to our nation's eldedY1 disibled. women aruI cbildren, Furt.hetmore l reductions of 
this m.agnintOe wiUundermine efforu to restructure the health care system.­

While we pledge to work with you to fmd workable solutions to tt..eproblems f~ing these 
programs. we \lIge you to moderate the level of proposed reductio~ in Medicare and Medicaid 
recently approved by Lh.e Senate Budget Commiuec. " 

Sincerely, 

The Above~Listed Orgaru.%ntions· 

http:packl.se
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Letter also sent to Chairman Archer 
and Chairman Bliley. 

May 10,1996 

The Honorable Wil1iam Roth. Jr. 

Chairman 

Committee on Finance 

219 Dirksen Senate Office Building 

Washington. DC 20510 


'. ~ , 

Dear Chainnan Roth: 

The undersigned organizations 'representing hospitals and health systems have reviewed the 

'Fiscal Year 1997 (FY 97) House and Senate Budget Committee proposal, particularly with 

respect to me Medicare and Medicaid programs. 


While it appears that the overall Medicare budget reductions of $167 billion are roughly the 
same as those in the last Republican offer in January, the Budget Committees h.3.ve 
significantly changed the allocation of reductions within the program. While it is difficult to 
assess [he overall impact of the budget resolution in the absence of greater detail, now larger 
Medicare Pan A reductions mean hospitals are likely to experience actual reductions in 
payment rates under me committees' proposal. . 

The budget resolution now includes lower budget reductions in Pan B of Medicare, whIle the 
reductions in Part A have increased by approximately 52S biJIion since the January offer. 
While [he FY 97 budget resolution offers a milder overall approach to deficit reduction 
compared to last year's resolution\ its impact on hospitals appears worse~ To achieve 

. reductions of mis magnitude, Congress may' need to adopt policies resulting· in payment rates 
per beneficiary that wc,uld be frozen or actually reduced~ .. 
We also have serious concerns about the Budget Committees' Medicaid reductions. We would 
like to take this opponuniry to reiterate our support for maintaining me entitlement nature of 

,the Medicaid program to ensure that those who have coverage today will continue to have 
.'coverage tomorrow. Furrhermore, we support maintaining current law provider assessment 

restrictions and Boren amendmell[ payment safeguards. While the overall reductions are 
somewhat lower than the January offer, if combiOed with corresponding state reductions 
through lower state matching requirements or new provider assessments, these reductions 
could be quite significant for providers. 

Hospitals and health systems suppon .the need to adopt a reasonable deficit reduction. package. 
and believe that changes in.Medicare are needed to keep the Pan A trust fundsolvenr. Many 
of us have supported various ·proposals that achieve a balanced budget with reductions iIi 
Medicare and Medicaid. However. we are gravely concerned about the level of reductions 
proposed by the Budget Committees in these programs. 
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Chairman Roth 

May 10,1996 

Page 2 

We strongly urge you [0 reconsider both the overall level of Medicare and Medicaid 
reductions .included in the budget resolution and, in your capacity as chainnan of the 
authorizing committee; adjust the allocation between Pans A and B proposed by the Budget 
Corrunittees. . 

\ 

American Association of Eye and Ear Hospitals 

American Hospital Association 


American Osteopathic Healthcare Associarion 

Association of American Medical Colleges 


Carbolic Health Association 

Federation of American Health Systems 


InterHealth 

National Association of Children's Hospitals 


Nationa] Association of Public' Hospirals and Health Systems . 

Premier 
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TO: Chris ·Jennings 


Phone:456-5560 


Fax: 456-5542 


FROM: Glen Rosselli 

Deputy Assistant Secretary for Policy Analysis 


Phone: 622-0090 


Fax: 622-2633 


Message: 


Please deliver to Chris Jennings upon receipt. 


Note: Thomas held a press conference and blasted the Administration. 

I had someone there staking It out and will have someone at the hearing. 
tomorrow. 

Let's talk tomorrow. 
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COO April 1996 BaseUne: MEDICARE 17-Apr
0IJIJa.rs by tI:$t»J par. 

11 flIIIotrls ofmBar.t i_ i_ 
1m 1998 1111 2000 2001 20GZ 2OfI! 2004 2GtS 2DOI l~ 

PARr A: HOSPrrAL INSURANCE (HI) 

TOTAL ..OUTIAYS 11 
Annuat Growth Rate 

114.9 127.1 
10:1% 

139.3 
9.5% 

151.8 
9.00A. 

164.2 
6.2% 

177.0 
7.8% 

190.4 
1.6% 

204li 
7.4% 

219.7 
7}j% 

236.6 
T.~ 

255.0 
7.7% 

271.2 
7.9% l~ 

roTH. HI MANDATORY Q. 

roTAI. ... BENEfITS 13 
AIwJaf Growth Rate 

HGSflI* 
A.rmaI GfowIb Rate 

1I1.6 

113.4 

79.8 

126..0 

t25.7 
10.8% 

M.I 
5.4% 

138.0 

137.8 
9.6% 

88.5 
5.2% 

150.5 . 

150.2 
9.1% 

93.7 
5.9% 

162.9 

162.6 
8.2% 

00.2 
6.0% 

175.6 

175.3 
1.~ 

104.7 
5.5% 

189.(1 

188.1 
7.6% 

11G. f 
5.2% 

203.0 

202.6 
7.4% 

115.3 
4.7% 

218.2 

217.8 • 
7..5% 

120.8
4."" 

235.0 

234.6 
1.7% 

126.6 
4.8% 

253.2 

252.9 
7.n;. 

132.5 
4.1% 

273.4 

273.0 
8.0% 

138.8 
4.~ 

I!
0 

·N 

0'> 
;N 

-tMOl' 
MnualGrowth Rate 

7.7 10li 
36.5% 

f3.6 
29.9% 

16.9 
24.0% 

19.• 
17.7% 

23.:3 
11.2% 

'27.3 
17.0% 

31.9 
16.6% 

37.3 
t6.9% 

43.6 
t7.0% 

5t..o 
17.1% 

59.7 
11.0% IE 

ioePce 
AnnIaaI Growth Rate 

1.9 2.5 
32.0% 

3.1 
24.0% 

3.7 
.18.G% 

4.2 
15.0% 

U 
12.0% 

!i.2 
.10.0% 

5.1 
9.0".4 

6.2 
8.5% 

6.1 
6.5% 

7~ 
8.5% 

7.9 
8.5% 

iOmetleaHh 
AMlIaJ Growth Rate 

14.9 . 17.5 
17.71J6 

20.1 
15.0% 

22..5 
11.7% 

24.6 
9.3% 

26.7 
6.6% 

28.9 
8.4% 

31;3 
8.2% 

33.8 
3.1% 

36.5 
i.O% 

39.4 
7.1l% 

42.4 
7.8% 

MeltNwIng Faciilles. 9.1 
AIInIJaI Growth Rate 

IART B: SUPPLEMENTARY MEDICAL INSURANCE (SMI) 

11.0 
20.6% 

12.4 
.1~.9% 

13..6 
9.3% 

14.7 
8.5% 

'6.0 
8.4% 

17.3 
8.1"­

li.6 
7.1"'1> 

. 20.0 
7.4% 

21.4 
7.3'" 

22.9 
7.1% 

24 •• 
7.1% 

~ 
'"'3 

'" ttl 
0 
0 z 

·OlAi. SNI OUTLAYS 11 
A.MuaI Growth Rate 

·OTAL s.w BEJfEFlTS 13 
AnrwaI Growth Rate 

65.2 

63.5 

71.9 
10.2% 

70.1 
10.4% 

79.3 
10.4% 

71.5 
10.5% 

87.8 
10.7% 

85.9. 
10.~1t 

96.S 
9.9% 

94.5 
10.0% 

lM.G 
9.8% 

103.9 
9.9% 

116.4 
9.8% 

114.2 
9.9"A'. 

12:7.9 
9.9% 

125.6 
10.0% 

141.3 
10.5% 

138.8 
to.6% 

151).5 
10.8% 

153.9 
10.9% 

173.4 
10.9~ 

170.8 
1t0% 

192.4 
10.9% 

189.6 
11.()IK 

"'Cl 
0 
r 

IQ 
! 

eneflls paid by CarriefsM 
AIVIUtII Growth Rate 

41.7 44.6 
6.9"10 

47.6 
6.9% 

51.3 
7.6% 

54-8 
6.8% 

58.3 
6.4% 

6U 
6.2% 

65.6 
S.1w. 

69.9 
6.6% 

74.8 
.7.0% 

80.1 
7.1% 

85.7 
1.1% 

PIIJo$idanFee Schedule 
AmuaI GIOw/h Rara 

33.0 35.1 
6.2% 

37.0 
5.6% 

39.3 
e.2% 

41.3 
5.m'. 

43.1 
4.4"­ . 

..... B 
4.0% 

46.3 
3.4% 

48.3 
4.3% 

50.1 
5.otJ. 

~.-4 
5.2% 

56.2 
5.3'M. 

aneIlIs paid by Imerrnedtari&lIl5 
AMIIaI Growth Rate 

15.4 17.3 
'2.5% 

19.4 
12.4% 

21.9 
12.4% 

24.6 
12.1% 

27.7 
12.6% 

31.2 
12.4% 

35.0 
1.22% 

39.1 
11.7% 

43.4 
11.1% 

47.9 
tOA% 

52:.7 
9.9% 

roull1'fans 
Annual Gi'O'III'Ifl RaIe 

6.4 8.2 
28.0% 

lOA 
26.6% 

12.8 
23.~ 

15.2 
18.6% 

11.9 
18.1% 

21.2 
18..3% 

25.1 
18.5% 

30.0 
19.4% 

35.9 
19.6% 

42.9 
t9.1% 

51.4 
19.6% 

IIk:bIBs disaetiomlfY admin~ion. 
Incbdes ntanda!oIy ac:Q11stration. 
Iftt:bIe6 the impact of Pl1Of.12f. enacted OIl Marcll 29, ·1996. This impact is not €1SlrtbW.ed to Ute components of Medicare benefits. 
fnc:IUdea allgel'Yio£tll paid undel tile pflysiclan fee ~, dLUabIe medicat equipment. independent and physlclall 
in-offic:e ... servfces. ambulance srni<:es (laid by cooiers. and other senrlces. 
tncludes ouIp8llent hOspiIaI $8Mces.lab. servlcos In hosptal oofpatIo.... depal1fllentB, hospita.l1lfO'l!ded amtltflanCfl 
serwIc:e8 and oIhef SOI\IiCeS. 

t§I 
·0 

0 
N, 
0 

·0 
-J 
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CBO April 1996 Baseline: MEDICARE -2I-Apr 
~bytilJcal year. 1_ i_ i_ \~R b80ns ofdolfars. 199& 1997 2000 1001 2002 2Q03 2004 2005 2008 

Part A I"formatlon: 

HI TftIII Fund Income 114.8 119.9 126.0 129.7 134.3 138J! 142.8 147.3 t5U 155.1 159.2 163.0 
 \~II Trust fund Oday$ 114.9 127.1 139.3 15U 164.2 171.0 190.4 204.5 219.1 236.6 255.0 275.2 UI 

ta TRial Fund &lIpIu9 -0.0 ·7.2 -13..3 -22.1 -30.0 -38-.2 -47.8 -57.1 -68.3 -81.5 -96.8 -112.2 C.II 

HI TMI fVId BaI.anoe (end of rear) 129.5 122.3 '109.0 86.9 56.9 18.7 -28.9 -86.0 ·154.l ·235.8- -331.6 ..o4OJ! 

Pad It. FY EnltllrrMmt (In mlllloos) 36.9 31.5 38.1 33.6 39.1 39.5 040.0 40.6 41.1 41.7 . 413 43.0 ltD 
«:l 

tI 0educIIbIe (calendar year. In doIar$) $716 , $736 $764 $700 $832 $866 $904 $940 $000 $1.020 $1.064 11.108 N 
MantIIty PremIUM tcalelldaf year. in doIIanI) $261 $289 $311 $334 $356 $378 $402 $426 $451 $480 $510 $538 .0 

N
~ooIeded S1.0 $1.1 $1.2 $1.4 $1.5 $1.6 $1.7 51.9 $2.t) $2.2 . $2..4 $2..6 

Cl) 
'N 

PPS Mallet Bal$.et lor.Iease 3.6% 3.5% 3.3% 3.5% 3.5% 3.4% 3.4% 3.3% 3.4% 3.,(% 3.4% 3.4\(. 'N 

PPS ~ FactGf C8llerage) 1.9% 1.6% 2.8% 3.5% 3.5% 3.4% 3.4% 3.3% 3.4% 3.4% 3.4% 3.4% 
;N 

IE 
Part A Hospital tnpatIetlt P.plImts: 
PPS HoIpI1aIs 692 12.6 75.5 18.7 32.3 86.0 89.5 92.9 00.3 99.9 103.4 107.2 
Noo-PPS IIcspIaIsIUnib 10.6 . 11.5 . 13.0 14.9 16.9 18.6 20.6 22.4 24.4 26.7 29.0 31.5 
Iltsprcporlloll9t& Share Pa,ments r 3.9 ".6 4.8 5.0 5.2 SA 5.6 5.8 6.0 6.3 0.5 6.7 
IndRld Me41c:::N &I. Payments (fOr paIMt ca(8) , 4.9 5.2 5.5 . 5.& 6.3 6.7 7.2 7.7 8.2 8.8 9.3 U 
Inpetient C8p!aJ Payments 7.~ 9.6 10.4 . 11.1 11.8 12.6 13.0 13.3 13.7 14.1 14.4 14.8 

It:? 
Part A and Part 8 HospHaIJnpatllmtPayl1l6l1ts: :;d 
OIred MedIcaS.E<I. Payrnem:s (tor teactllnIJ pfogram 2.3 2." 2.5 2.6 2.7 2.9 3.0 3.1 3.3 3.4 3.6 3.7 

Pad B Il'IfonnatIon: (In calendar yeatS, except as noted) I~ 
DecfudIbIe (In doBals) . $100 $100 $tOO $tOO $100 $100 $100 $100 $100 $tClO $100 $100 

MBparcen18(Je cflaflge 2..1% 2..0% 2.2% 2.1% 21:1% 2.0% 1.8% 1.8% 1.9% 1.8% 1.1% 1.74l' \~
l ,r 
~n UpCIale (Weigbted~) . 1.4% 0.4% 1.2% 0.0% -3.0% -2.6% -3.:2% -2.9% -0.6% . 0.0% t.2% 1.7% \..... 

Cocwelsbl faclor $35.11 $36.2.8 $36.75 $36..14 $35.65 $34.75 $33.6\'l $32.68 $32.419 $32.51 $32.91 $33JiO I~
PrImaIr care UpdaIa 7..9% -2.7% 2.5% 1.2% -3.0% ••.0% -3.2% ·3.2'% ..().5" -0.5% 1.5% 2.5% 


ConwecsIon Factor $36.36 $35.42 $36.31 $38.93 $37.77 $37.4Q $38.22 $35.08 $34.89' $34.11 $35.24 $36 .• 3 

SuIgk:aI UpdaIe 12.2% 3.4% 2.2% -2.9% -3.011» -3.~ -3.2% ~3.1% -0..6% 0.7% 1.7% 2.2% 


S,utgelyGonvelsion Fadof $39.45 $40.80 $4Um $40A8 $39.21 $38.07 $36.81 . $35.73 $35..62 $3So76 . $36.31 131.15 

AneIIbesia ConversiGn Factor $14.77 $15.28 $15.61 $15.16 $14.71 $14.26 $13.81 $13.38 $f3.31 $13,39 $13.62 $13.92 


OIher PhysIc:Ian I.Jpdaeo 5..2% 011'% 0.3% -1.3% -3.0% ·3.0% -3.2.% ·2.7% -0.6% -0.0% O~ 1.2% 
~Fac:tor . $34.62 $34.63 $34.74 $34.30 $33.28 $32..26 $31..24 $30.39 $30.21 S30.21 ·$30.47 $30..84 


.abonIIiKy UpdaCe 0.0% 2.,9Cl 101%. 3-<'" 2.ft> 2.9% 2.9% 3.0% 3.0% 3.0% 3.0% 3.~ 

lNEUpdaIa 32% 2,9'% 3.1% 3.0% 2.9% 2.9% 2.9% 3.0% 3.0% 3.M!. 3.0% 3.0% 

'+0.... 0.0% 2-'"' 3.1% 3.0% 2.9% 2.9% 2..9% 3.0% 3..0% 3.0% 3.0% 3.0% 

ISC lJpda1e 0.0% 2.9% 3.1% 3.~ 2.9% ,2:,9% 2.9% 3.0% 3.0% 3.0% 3.0% 3.0% 

lonIIItI PIanIIIm (In dollars) $46.10 $42...50 $44.40 $48.70 $5020 $51.70 S53~ $54.78 $56.30 $68..00 $59.70 $61.5& 

'MI Premium Roc:eIpfs (fiscal vears..ln blions) n 19.2 18.8 19,4 21..2 22.5 23.5 24.5 25.5 26.6 27.8 2S.1 29.5 

tscaI V_ &JrOlblenl (In mlll'Cns} 35.5 38..0 36.5 36..9 37.3 31.1 38.2 38.6 39.0 39.5 40.0 40.6 \ 


il§l
Ig, Ioducle$lbe hrpact of PI. 11)4.121, enacted on March 29, 199$. 

I~Ig
I~ 
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CBO April 1996 Baseline: MEDICARE -11-Apr .. "'"" 
~", fI$t:iI1I year, 

lIJ .....of~ 1995 1fi1 1991 1998 1_ 2000 2001 2002 20.' 2004 2005 2008 I~
.Q'l 

illBK ~ SPEJIDING AND ENROUMENT 
.... 
co:ta1 A Riat tNO 0uUays (FY) 7.7 10.5 13.8 .16.9 19.9 23.3 27.3 31.9 31.a .eM SI.O 59.7 ..'.t B AlIt HMO 0uUays (FY) 5.4 7.3 9.5 11.9 14.3 17.1 20.4 24.3- 29.2 35.1 42.2 50.7 C)1 
Q'lrCllaI . 13.1 17.8 23.2 28.8 34.2 40.4 47.1 56.2 66.50 78.7 93.2 110.3 

..A RiIIl tN) OU8ap (eV) 8.4 11.3 11.7 20.8 24.3 28.4 332 38.6 45.4 53.2 62.2' •.5 
~B Risl H..:l 0uIIaJS (CY) 5.9 7.8 10.' 12.5 14.9 11:8 21.3 25." 30.50 36.1 44.' 52.8 '[j
fOllI 14.3 19.1 24.6 30.2 35.7 42.1 49.7 58.6 69." 82.1 97.3 115.' (C 

to.) 

0~A &mIment(fY) 36.9 17.5 38.1 38.6 39.1 39.5 40.0 40.6 41.1 41.1 42.3 43.0 to.) 

..-.: A EJRImant (cy) 37.1 37.7 38.2 38.7 39.2 39.1 40.2 "'0.7 41.2 41.8 42.4 43.1 
Q'l 
to.) 

NO:y RIsk HMO etilflA.18Bl March '96l:taseh 2.7 3.4 4.' ".7 5.1 5.7 6.2 6.8. 1.5 a.3 9.1 fO.O . to.) 

Q'lY8IJIllO VGiar Change 25.0% 20.0% 15.0% 10.0% ,o.0% 10.0% 10.0% 10.1)% 10.0% IQ.O"J. lti.O% 
(..> 
Go/) 

:V RIs.k I-UO enrolment 2.9 3.6 4.2 .f.S 5.3 5.8 6,4 7.0 7.7 8..5 9.3 10.3 
Yea- to Year Change 23.6% 18.6% 13.6% 10.0% 10.0% 10.0% .. 10.0% 10.0% 10.~ 10.0% 10.0% 

/IIamo: FY I-l11O penekatlon raIe JI 7.3% 9.0416 10.1% 12.1% 13.2% 14.3% 15.5% 16.9% 16.3% 19ft . 21..6% 23.3% 
IIemIx CY HIIIO penaffation rate 11 7.8% 9.4% IIJ)% 12.4% 13.4°"" 14.6%" 15.9"4 17.2% 16.1% 2O~ 22.0"- 23.8% , 

~ 
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<0 

ceo March 1998 Baseline: MEDICAID 09-Apr 
""­
<0 
CI) 

,.,.,.bytfsealJNI', In 
)flIIons ofdo!Ilan 1tH 19M 1"7 1t98 ·1999 2.000 2001 2002 *3 2004 2006 2006 '""' 00.. 

c:n 
CI) 

:edetal share of MedlcaEd payments 
~nefIs 74.S 8O.ft 88.9 98.6 108.... 119.0 131.1 144.6 159.7 116.3 194.8 214.8 
lIsprDportonate share 
~/ 

rOTAI. 

10.7 ' 
3J! 

89.1 

10.7 
~ 

95.7 

11.2 
U 

104.9 

Ii.' 
U 

115.5 

11.4 
.5.,Z 

126.5 

13,0 
6..3 

138.3 

13.7 
U 

151.6 

14.3 
l.t\ 

166.6 

15.1 
~.4 

183.t 

15.8 
114 

201.3 

16.6 
10.2 

221.• 

11.4 
11.2 

243.4 

~ 
<0 

N 
0 
1',) 

'ercentage a...oe 8.6% 1.5% 9.5% 10.2% 9.5% 9.3% 9.1% 9.9% 9.R 10.0% 10.0% 9.9% CI) 

N 
t,) 
N 
CI) 

~"8ham 61.2 72.2 79.1 87.2 95.4 104.3 114.4 125.7 138.1 151.9 167.0 183.6 (.II 
(.II 

rotalstal8aad federat 158.3 168.0 184.0 202.7 221.9 242.6 266.0 292.2' 321.2 353.2 383.4 0427.0 

3ene11s by type of speadlng 
'.cut8care 46..8 50_7 56.1 82.3 68.5 75.3 83_0 91.8 101.5 112.2 123.9 138.9 
i.,gnoIIIrm care 
rotal 

ZI:l 
74.5 

3lll 
80.8 

32.l 
88.9 

a8.3 
98.6 

~G 
108..4 
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NEWS 
FROM THE COMMITTEE ON WAYS AND MEAN~ 
FOR IMMEDlATE RELEASE CONTACT: Ari Fleischer or Scott B1 
April 29, 1996 (202) 22S-&. 

New CBO Report Shows Medicare· Declining Far 

Faster than the Clinton Administration Projected 


Thomas Calls on President to Suhmit New Plan to Save Medicare 

CBOProjects 5444 Billion Medicare Deficit in 2006, 
witb Deterioration Accelerating 

Washington - Congressman Bill Thomas, Chairman of the Health Subcommittee of the 
Committee on Ways and Means, today released a new report by the Congressional Budget 
Office showing that the Medicare trust fund balance is declining far faster than the 1995 
report issued by the Clinton Administration's Medicare Board of Trustees. 

"This new report," Thomas said, "confirms the worst fears about the Medicare Trust Fund. 
Medicare is in worse shape than we were tcld last year and its balance is declining every day. 
Medicare must be saved from bankruptcy and I urge the Clinton Administra.tion to heed this 
urgent new warning by submitting an updated plan to the Congress on how to save Medicare, 
without increasing taxes. The President should submit his pll!Jl along with the 1996 Medicare 
Trustee report." 

The CBO. figures released today by Thomas are the fim official confirmation that the 
M~icare Hospital Insurance Trust Fund. also known as Medicare part A, will be bankrupt in 
200 I, one year earlier than the Trustee's 1995 report projected. The deficit will then drop 
exponentially over the next five years to $444 billion, according to the CBO, far in excess of 
the projections made in 1995 by the Clinton Administration Board of Trustees. 

"Based on this new information. President Clinton's existing Medicare proposal is out of date 
and it appears to be a band-aid on a severely hemorrhagi,ng patient The President should 
submit to the Congress an Updated plan on how to save Medicare. We must work .together to 
save Medicare and Republicans are committed to preserving and strengthening Medicare so it 
will always be there for those who need it. In 1993, President Clinton raised taxes ,to boost 
Medicare and it obviously didn't work. His new plan should contain no tax increases." 

Thomas added that today's cao numbers are more stark than the 1995 Medicare Trustee's 
b~ . 

"If the 1995 Medicare Trustees report was a 6.0 earthquake, this new report is an 8.0 
earthquake," Thomas said. The 1995 Trustee report said Medicare would suffer a $6.7 billion 
deficit in 2002. CBO shows that the Medicare deficit will actually be $86 billion, surging to 
a $444 billion deficit in 2006, blowing the overall federal deficit totally cut of controL "This 
dramatic difference clearly shows that Medicare is in worse shape than we were told." 
Thomas said. 

The CSO report, part of the April 1996 baseline, also indicates that the accelerating Medicare 
crisis is not caused by demographic changes. According to the their analysis, approximately 
37 million senior citizens will be enrolled in Medicare in 1997, increasing to 41 million 
seniors by 2006, 11 increase of just 1.2% annually. 

"Before the baby boomers even retire, Medicare is severely out of balance and both parties 
must work together and rethink how to save this important program," Thomas said. 

"This would not have happened if President CHnton hadn't vetoed the R.epublican plan to save 
Medicare," Thomas said. "Instead of working together to save Meidicare, the President 
wUortunately chose to play partisan politics by scaring senior citizens and demagoging the 
issue. The time has come to save Medicare. I urge the President to submit a new plan to the 
Congress that can achieve strong bi-p&nisan support." 
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Medicare: 2002 and Beyond 

Statement of Robert D. Reischauer~ 


Subcommittee on Health 

Committee on Ways and Mf:ans 


February 13, 1996 


Mr. Chairman and members of the Subcommittee, I appreciate this opportunity to 

discuss the future of the Medicare program with you: My statement addresses three,issues: 

• 	 The need for structural reform of Medicare a..'1d the challenge such reform 
will represent. 

• 	 The contribution Medicare might make to the effort to balance the budget 
by ~OQ2, and . . 

• 	 The Medicare proposa.ls contained in the President's fiscal 1998 budget. 

The need (or structural r~foTm 

From a fiscal, an institutional) or a political perspective, the Medicare program is not 

sustaina.ble as it is currently structured. There is no i.n">..roediate crisis; rather there are 

problems that will grow in severity overtime. While there may be no need for precipitous 

action, the sooner the nation begins the inevitable process of 'restructuring Medicare, the 

less disruptive or wrenching the changes.will be and the more options policymakers will be 

. able to consider. 

. The fiscal problem is straightforward. Spending by Medicare, as it is currently 

structured, is projected 1;0 grow at a faster pace than the economy is expected to expand . 

. The Administratit::m expects that) over the next 5 years, spending on an unchanged 

* Senior Fellow, The Broolcings Institution. The views expressed in this stat<!ment are those of the 

author and should not be attributed to the !taff, officers Of trUStees of the Brookings Institution. 
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Medicare program will grow at an annual rate of 8.9 percent while the economy will 

expand by 4.9 percent a.year.2 The Congressional Budget Office's (CBO) projections show 

Medicare growing by 8.8 percent annually and the economy expanding by 4.7 percent 

annually over the next 10 years. The Board of TruStees of the Medicare Trust Funds 

estimates that Medicare's disbursements will grow about 2.8 percentage points a year faster 

than the economy over the course of the next four decades. This somewhat more sanguine 

but Still unsustainable projection rests on an optimistic assumption that there will be a 

sharp slowdown in the growth of spending per capita.) A program of Medicare's size can 

not grow significantly faster than the economy expands for a sustained period of time 

without requiring either drastic reductions in othergovemment activities or significant tax 

.
lllcreases. 

The institutional problem arises because rapid changes are taking place in the non­

Medicare insurance marketplace. Medicaid] employer-sponsored plans, and individual. 

insurance are becoming, for the most pan, capitacedsystems involving panels of providers 

and some management of care. Medicare, on the other hand, remains largely an unmanaged 

indemnity insurance program open to virtually any licensed provider of selVices. The 

institutional infrastructures needed to suppOrt these two very distinct types of insurance are 

different. The information requirements, regulatory needs, and management procedures of 

.% Net of part B premiums. 

3 The 1996 AnnuaZreport of the Board o/Trustees of the Federal Hospital Insurance Fund 
(pages 8 and 71) states that HI program costs are based on an assumption. that the grov,"th rate of 
costs per unit of service will decline over the ne:l!.'t 25 years Ulltil it reaches the rate ofgrowth of 
average hourly earnings.· The ~omh of per enrollee 51-11 costs is assu!l1ed to decline gradually after 
2008, reaching the rate of gro'Wth of GDP per capita by 2020 where it is assumed to remain. Both 
of these assumptions represent a sharp slowdown ftom recent experience. 
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the two approaches will increasingly diverge) creating a certain amount of complexity, 

. confusion, and inefficiency. The existence of two very different approaches may create 

incentives that affect, in a positive or negative way, the access to or quality of care available 

to Medicare participants. Incentives that increase COSt pressW'es on Medicare could also 

develop. 

If the Medicare and non-Medicare portions of the health insurance market continue 

to evolve along different paths, the strong political support Medicare has enjoyed since its 

inception could begin to erode. As originally conceived) Medicare was to provide the 

elderly, and later the disabled, with insuran.ce coverage similar in structure and scope to 

that enjoyed by members of the working population and their dependents~ In recent years, 

increasing numbers of those covered by Medicaid, employer-sponsored plans, and individual 

insurance policies have found their choice of providers limited} their access to specialists 

controlled, their selection of prescription drugs confmed 
/ 

to those available through a 

formulary, and their ability to obtain certain expensive procedures constrained. These 

restraints have not been greeted with enthusiasm. If Medicare costs continue to escalate 

necessitating tax increases or reductions in other'progra.ms, some may begin to wonder why 

the elderly and disabled enjoy more in the way of unrestrained access to providers and 

services than, that which is available to the balance of the population. If trus happens, 

Medicarets support among taxpayers could begin to wane. 

Whil~ these developments imply that Medicare will not be able to avoid 

restructuring, it would probably be unwise for policymakers to attempt at this point to 

specify all of the details of a restructured Medicare program. As a general principle, the 
) 

health insurance system that government provides for the elderly and disabled should be 
, . 
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similar to, or at least compatible with, that available to the balance of the population. In 

recent years, the structures of Medicaid, individual insurance, and employer-sponsored plans 

have been changing at warp speed. This change could continue at a breakneck pace along 

the same path, come to nn abrupt halt, or veer off in an entirely new direction. It would 

be unwise for policymakers to assume that they can forecast now where the private 

marketplace will settle when the convulsions cease. This suggests that restructuring 

Medicare should be viewed as an evolutionary process rather than a "big bang" eyent. 

The fact that the ultimate destination is uncertain should not be taken as an ~x:cuse 

for delaying~the journey. The general direction in which Medicare must move is fairly 

clear. Market incentives must be incorporated into Medicare. Participants will have to be . 

given greater choice of plan types and incentives that encourage them to obtain their care 

from those providers who are both efficient: and high quality. Institutions will have to be 

developed that can measure and monitor the quality of competing plans) disseminate 

information on the services offered by and performan~ of the different plans; enroll and 

dis enroll participants, adjudicate disputes, and regulate the financial soundness of plans. It 

takes time to build such institutions, to get the kinks out of their systems) and to get 

participants) providers, and plans comfortable with the new structure. It would be best if 

this were. done gradually and not when the new institutional infrastructure is required to 

bear the burden of fiscal restraint, which will be the situation a decade from now. In 

short, the time 
.\ 

to begin the structural reforms that Medicare will have to undergo is now. 

Current demographic and market conditions, which suggest that the risks and 

dislocation associated with restructuring are much lower now than they will be later, 

reinforce this point. For the next d.ecade the nation will experience something of a lull 
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before the demographic storm. The population that is 65 and over is projected to grow by 

0.9 percent a year between 1997 and 2007 (or from 12.7 percent of the tOtal population to 

12.8 percent). This is less than the growth e>=perienced during the previous decade, This 

suggests that any nascent institutional structures. that are created will have a period to take 

root before being faced with the rapid expansion in number of participants that will take 

place after 2010, In addition, providers-particularly hospitals l physicians and other health 

professionals-are currently in excess supply. Furthermore, in contrast to previous periods" 

Medicare payment levels are not far below those of most private payers, Taken together, 

these conditions suggest that there is little likelihood that the introduction of structural 

reforms, even with a few slips and stumbles, will adversely affect access or compromise the 

quality of care received by Medicare participants. This was not the case a decade ago and 

may not be the case a decade hence. 

Medicare's Contrilm.tion to the Balanced Budget Effort 

With respect to Medicare, the 10Sth Congress should focus its efforts on initiating the 

structural refonns that will be needed to ensure that the program remains viable over the 

long-run. Unfortunately, most of the recent debate has centered on the contribution that 

Medicare might make to balancing the federal budget by 2002 rather than on structural 

reforms. Of course, restraining Medicare spending must be an important. component of the 

deficit reduction effonbecause Medicare is such a large and rapidly growing program. The 

extent of these savings is limited only by the nation's commitment to providing the elderly 

and disabled with access to high quality, affordable health care and its concern about 

excessive disruption of the health care infrastructure. 



, . 

Some notion of. the amounts that Medicare might be expected to contribute to 

deficit reduction can be obtained by exanUning the various budget balancing plans that 

have been proposed during the past two years. These plans called for Medicare savings that 

ranged from $100 billion to $270 billion. (Chart 1) These amounts con"tituted between one­

fifth and one-third of the 1l0n~interest outlay reductions proposed by the various plans. 

(Chart 2A) Medicare spending would have been between 11 and 22 percent below baseline 

levels by 2002 under these proposals. (Chart 2B) 

One can not make simple comparisons of the numbers in the charts because some 

involve seven year's worth of savings, some six years, and one five years. In addition, 'the· 

baselines against which the savings are measured are .different. In fact, between March 1995 

. and January 1997, CBO lowered its estimate of baseline Medicare spending during the 1996 

to 2002 period by $104 billion. (Chart 1) 

The current Medicare budget debate is likely to revolve around savings that range 

from $90 billion to $140 billion over the 1998 to 2002 period. Spending restraint in this 

range is achievable and should not be too disruptive of the provider co:rnm.unity. 

UltimatelY.1 the magnitude of the savings that Medicare might realize from restraining the 

growth of payments to providers and instituting certain efficiencies depends crucially on 

what happens in the private insurance marketplace. If employer-sponsored health plans 

continue to hold down the annual· rate of growth of their per-capita costs to under 4 

-percent, larger Medicare savings might be possible. On the other hand, if the growth of 

private health care COStS rebounds to the tates experienced during the last half of the 1980s, 

even $90 billion in savings would prove difficult to realize. 
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The Medica:re :J?roJ!Osals in the President~s ,fiscal 1998 budget 

The Medicare proposals in the Presidenes 1998 budget constitute a good foundation upon 

which to build. The President calls for restraining the groWth of payments to providers 

through many of the mechanisms that have been used effectively in the past. Most of the 

short-run savings are realized from these devices. While the savings proposed by the 

President are quite large relative to those that have b~en adopted in previous reconciliation 

aCts) conditions are quite different now. It is likely that the restraints proposed in the 

President's budget could even be increased somewhat without risking any serious ad~erse 

consequences for participants. 

The President's budget also proposes a number of new benefits and cost reducing 
, . 

measures for participants. The former include coverage of colorectal screening, a diabetes 

self-management benefit) annual mammograms, respite relief for families of Alzheimer's 

patients~ and improved availability of preventive injections. The latter include eliminating 

cost.:.sharing for mammography services, .reducing the cost-sharing for hospital outpatient 

services, lowering the premium surcharge for late enrollment in Part B, and changing the 

rules governing Medigap to make the premiums charged. those leaving ID10s for the 

traditional fee-for-service system more affordable. 

There are sound reasons for each of these benefit e:Al'ansions and cost reduction 

measures. Nevertheless, the President's proposal sends rut inappropriate message to 

Medicare participants. It tells them that they can expeCt to get more for less even in an era 

of fiscal austerity, even when the Hospital Insurance'Trust F~nd is spending more than it is 

taking in, and even when Medicare faces severe fiscal problems in the not-tao-distant 

future. Under these circumstances, it would be appropriate to ask participants to bear the 
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cost of the proposed Medicare expansions. These costS could be added to the Part B 

premium. This would raise premiums by about $10 a month in 2002. At that time, 

premiums would represent roughly 28.8 percent of COstS, which is still below the 1995 

level. Increasing premiums to their 1995 level and adopting an income·related surcharge on 

participants whose incomes are over twice, the median would represent a responsible way of 

requiring Medicare participants to contribute to the efforts to balance and preserve the 

program for future retirees. For some this could represent a hardship, but many of the 

most needy would be shielded by Medicaid, which must pay thepremlums of benefi~iaries 

whose incomes are below 120 percent of the poverty threshold. 

'The President's budget proposal also contains a number of nascent struCtUral 

reforms, some of which would affect the traditional fee-for-service component of Medicare 

and some of which would affect the capitated component. While the President's structural 

reforms are a positive step, they are too timid and tentative. On the fee-for-service side, 

the President proposes to replace the cost-based reimbursement of home health care, 

nUJ,"sing home care, and outpatient hospital services with new prospective payment systems. 

The effort to move to prospective payment for post-acute care is commendable but fraught 

with technical difficulties which were discussed in a recent CBO study.4 Unless movement 

to a PPS system is done with great care, costs could increase, individuals with heavy service 

needs could ha"V'e difficulty obtaining care7 and quality could deteriorate. Nevertheless, it is 

important to accept the fact that any measures which successfully curb the explosive 

growth in post-acute care spending will lead to some reduction and redistribution of 

~ Congressional Budget Office, Medicare Spending on Post·AcuteCare Services: A Preliminary 
Analysis, J:m.u;uy 1997. . 
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servIces. 

The President's budget also proposes that the Health Care Financing Administration 

. (HeF A) be given greater authority to use negotiated prices and competitive bidding to set 

paym.ents for non-physit;ian Part B sen-ices. Such a procedure, which the President has 

proposed before, is long overdue. However, giving this authority to RCFA does not mean 

that it will be used. ReFA will be under intense political pressure to delay or make only 

very limited use of this authority. A bolder initiative would could promise more 

significant savings. One option would be to include minimum thresholds in the legislation. 

For example, Congress could require that at least 30 percent of the laboratory services paid 

for by Medicare in 2002 be purchased through competitive bids or negotiated. prices unless 

HCFA provides evidence that such procedures would not be cost effective. 

The structural changes the President proposes for the capitated ponion of Medicare 

are more modest than those suggested for the fee-for-service progrant. The President would 

expand the choices available to participants to include Preferred Provider Organizations 

(PPOs) and Provider-Sponsored Organizations (PSOs) that meet certain standards as well as 

HM:Os. While other plan types might be included, the President is prudent to expand the. 

range of choice very cautiously .. Until we are confident that HCFA can risk-adjust the 

capitated payments paid to plans sufficiently to avoid serious adverse selection problems, 

the expansi.on of options must be done very deliberately. 

The budget also calls for the dissemina.tion of comparative information on the plans 

available to Medicare participants. From the information available) it is not clear whether a 

new entity would be established to collect, e"aluate~ and disseminate this information or 
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whether 'he enrollment and disenrol~ent functions would be handled centrally by 

Medicare or would he decentralized t~ the plans. There are good reasons to establish a 

new entity to preform these responsiJilities. . 
I ' 


The budget also calls for significant changes in the way HMOs and the new types of' 
. I . 

capita ted plans would be paid in the future. Rather than having payments strictly related 

t~ the local costs of fee~for-service Mehicare, payments would be a blend of national and 
I 

local fee-far-service costs. Local costs IWOUld still b. calculated on a county basis, which 

doeS not make a great deal of sense when health market areas are much larger. The local 

cost component of the President's prJposal should be based on multi-county averages. This 

would reduce some of the random yefr to year variability in payments and make payments 

more equitable. Why> for. example, S I ould a Medicare HMO operating within the 

I 
! . 

Washington metropolitan area receive; about $2,200 less a year for an enrollee living in 

Fairfax County, Virginia than for an tnrollee residing in Prince Georges County, 

Maryland? . I . . .. 
I . 

. The Pre.ide.ut's plan ~oUld alt place a flo~r beneath capitatedpayments in m.ral 

countleS to encourage expansion of managed care mto these areas. On the surface, thls 
I 

proposal seems both equitable and efflcient. Under certain circumstances, however, it 
: 
i 

could result in less not more choice. IIf the capitated payment for the area were 
. I . 

considerably above the average fe~£o~-service Medicare expenditure in the area, providers 

would have an incentive to ~nd tog1'he: and see Medi~re.patients onl~ thro~gh their 

PSN, PPO, or HMO. In thIS way ~rovlders could maxlmlze theIr Medicare tncomes. 

The President's proposal ilso talls for gradually reducing the average payment made 
1 , 

to capitated plans from 9S percent Of/the AAPCC to 90 percent starting in 2000. This 
/" I 
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initiative responds to research evidence that suggests that if those selecting Medicare HMOs 

had remained in fee-£ot-service Medicare, they would haye incurred costs somewh~t below 

95 percent of the average fee-for-service COSts. If this is true and there is any positive 

correlation between the proclivity to enroll in an HMO and health status, the gap bet-yreen 

thecapitated payments received by HMOs and the costs of providing services to HMO 

enrollees is likely to grow as H:M.Os increase their market share. 

Charts 3 and 4 pro'lt-ide an admittedly extreme and unrealistic illustration of this 

point. Chart 3 provides a picture of the distribution of per beneficiary Medicare costs in 

1996. As is """ell known, costs are highly skewedwith the most expensive one percent of 
/ 

the enrollees accounting for roughly 14 percent of the program's costs and over half of 

cOsts being incurred by the most el.-pensive five percent of beneficiaries. Chart 4 depicts 

what would happen if Medicare participants eqrolled in HMOs strictly according to their 

health status. The H:MOs' costs to catefor these individuals would rise as an increasing 

share of the population joined H:MOs but' the AAPCC would rise even faster because of 

' ..-the skewed nature of Medicare costs. When only the healthiest individual in the Medicare 

population, one who would incur no Medicare costs> participated in an HMO, the HMO 

would receive 95 percent of the AAPCC-or about $4,500 a year-an.d the individual might 

not use any of the HNIO's services. If all but the most expensive one percent of the 

Medicare population joined HMOs, the. capitated payment mad.: to I-IMOs would be over 

$50,000 per participant, but the costs incurred per member by the HMOs might be only 

around $4,000. 

Medicare HMO enrollment has been growing by Jeaps and bounds. In 1996 

enrollment expanded by 36 percent and CBO projects Medicare :HMO enrollmem ,to gro~l 
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by 30 percent in 1997 and 25 percent in 1998. Evidence suggests that Medicare :HMO 

enrollees are younger and heru.thier than other Medicare participants. It is reasonable to 

expect that the dynamicillustrated in its most extreme form in Chart 4 is occurring and 

will grow in significance until the Medicare HMO population stabilizes and ages. If this is 
. . 

thecasel policy~akers should not wait tintil2002 to begin ratcheting·down the capitated 

payments made to HMOs. A gradual phasedown of possibly twO percentage points a year 

should begin in 1998. As this reduction in capitated payments takes place, a substantial and 
., 

continuous research effort should be mounted to measure the eXtent to which HlvIO 

participants are (or are not) less costly than their fee-for-service comparison groups. 
. , 

Congress should also instruct HCF A to de"ote more resources to developing risk 

adjustment mechanisms that could be used to modify capitated payments in 'an , 

environment in which the payments made to capitated plans are decoupled from fee-for­

,service costs. 

In addition to the analytical, there is a political re-ason for moving expeditiously to 

reform the capitated payment mechanism. In part because of the generous level of 

capitated payments, many H'MOs have been able to provide their Medicare members with 

additional services at little or no additional costs. Low cost sharing, vision services l 

prescription drug benefits, and routine check-ups are among the 'most common of these 

benefits. As H:M:O enrollment grows and more and more Medicare beneficiaries corne to 

regard these benefits as an entitlement, it will be increasingly difficult to reduce :HMO 

payments. Plans will tell their members that actions being considered by Congress threaten. 

their prescription drug benefit or their vision care. The pressure will be intense. This 

suggests that moving soon and in small steps is preferable to waiting and taking larger 
, 
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leaps. 

A final element of the President's proposal that merits some attention is· his 

proposal to shift a significant portion of the costs of home health services froro Part A, 

which is funded by the payroll taxI to Part B, three-quarters of which is supported by 

general revenues. Conceptually, the services the Administration would shift do not fit in 

the Part A hospital insurance program. However, the Administration's motive for this 
. . ! 

shift does not appear to be a quest for conceptual purity. Rather, it reflects political 
. 

expediency-the need to make good on the promise to keep the wolves of insolvency from 

the trust fund's door for a decade without raising payroll taxes or imposing too much of a 

burden on Part A providers. The President's refusal to either increase Part B premiums to 

reflect the transferred costs or to subject transferred home health services to,the deductible 

or coinsurance that mOst other Part B services face underscores the impetus behind the 

proposal. So tOO does the apparent failure to limit the home health services available to 

those beneficiaries who have only Part A coverage to the services that would be paid for 

from the Hospital Insurance Trust Fund. 

But the real issue is not the motive behind this proposal but rather its consequences. 

The shift of home . health expenditures to Part B will place a.n even larger portion of 

Medicare spending in direct competition with other programs for scarce budgetary 

resources. In a constrained en~i:ronment) this inevitably will mean that discretionary and 

other mandatory programs will be cut more deeply in the effort to balance the budget: 

Equally important, the shift will serve to delay consideration of the types of fundamental 

structural reforms needed to preserve Medicare for the babyboom generation. 
, I 

Anachronistic as the Part A trust fund mechanism is, it serves the important function of 

'C'T 'Q-:J J 
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forcing reluctant policymakers to restrain this popular program when PaIt A spending 

outpaces payroll tax receipts and the truSt fund's solvency is threatened. Shifting a po.rtion 

of the fastest growing component Qf Medicare into PaIt B, which can dip into the 

Treasury's bottomless well for funds, will only delay the unavoidable and make the needed 

adjustments all the more wrenching when they occur. The longer we wait to make these 

changes> the more constrained our options will be and the more prominent a role tax 

increases will have to play in the solution. If the political pressures are great. now, they 

will be even more intense in a decade when the babyboom generation is facing the realities 

of retirement. • 
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CHART2A 
Percent of Non-Interest Outlay Savings from Medicare 
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CHART 3 


Distribution of Medicare Expenditures per _Beneficiary 
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CHART 4 

Extreme Ilustration of HMO Revenues and Costs 
per Beneficiary as HMO Participation Increases 
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" 

This tetter was sellt to all SeDators and Representatives oftbe US CODafess 

AMERICA'S HOSPITALS AND HEALTH SYSTEMS 

,November 17, 1995 

The undersigned national, state and metropolitan organ.izations, representing more than S,OOO 
hospitals and health systems nationwide. cannot support the conference report on H.R. 2491. 
the budget reconciliation bill. Our reason is straightforward: as it stands. this legislation, 
viewed in its entirety, is not ill the best interest of patients, communities and. the men and 
women who care for them. ' 

Hospitals and health systems support the stated goals of the conference report u_ a balanced 
budget, a strengthened Medicare trust fund and restructured, more efficient Medicare and 
Medicaid programs. In fact, we have offered several conc~ete and reasonable alternatives to 
achieve these goals without significantly reducing the quality or availability of patient care. 
For the most part. these alternatives were rejected. 

In this long budget debate. Americats hospitals and health systems have been gulded by 
principles based on ensuring good patient care now and in the future: 

II 	 The health care protection for our nation's most vulnel'able populations - the elderly, 
the poor, the disabled. and millions of children --is inadequate. 

• 	 The tools which could. enable hospitals and health systems to continue to provide high 
quality care to beneficiaries in the new Meaicare marketplace are insufficient. The 

. necessary tools were included in the House:.passed Medicare Preservation Act, but 
were Significantly diluted auring the conference process. . 

• 	 We have consistently stated that the budget reductions in Medica.id and Medicare 
remain too deep and happen too fast. Hospitals and health systems al'e willing to 
shoulder a fair share ofthe reductions needed for a balanced budget. But the 
reductions in the conference report will jeopardize the ability of hospitals and health 
systems to deliver quality care. not just to those who rely on Medicare and Medi(:aid. 
but to aU Americans. ' 

Although we cannot support the conference report. we stand ready to work with Congress and 
the Administration on a fair approach to reducing spending. balancing the budget and 
protecting the availability and quality of patient care. 

Sincerely, 
(see attached) 

http:Medica.id
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m. ' Advocacy Action Plan 
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November 16, 1995 

To: All.icd Association ChiefExecuti.ve Officxu 
Allied AasoeUrti.an GovemmemR.claIiom Officen 
Hcalthcarc System Clovemmcnt Re1ati.ons Officers 

,From: lUck Pollack, Executive Vice President 
FccJeral RelatiOllS 

Subjed: OpPOlkiOll tu Bu.RccondltatioD. Collft:rc4c. Rcportl 
Post Veto SU"ateIf 

ISSUE 

Hous. aoci Senate (:Oufe~ have agreed on a ba1SDCCd budget reeonciliatiol1 cantep,nce report. 
The House is likely to coDSider 1he measure as early as Friday, November 17 and the Se:oate as 
soon as Saturday. 

It is anticipated that Ptesident Cli.atOn will ~ this budget reconcilia1ion packJ,p wbcm. it 
reaches his desk. NegotiatiOllS between the congressianal'leadersbip and the president wiIJ.l.ikely 

,follow. • 

D.,ite the best effor1:s ,ofaUild apoeiatiou and Iaoepltals ud heAltb 1)'...., this 
,coafereltct: report talk tIlort ofoar nq'Ain:mCllts bI a ll10IIber ofia pnm.ucnu: 

II' 	 The coDferenee sigDifi.cautly cotnp:tOmiscd the House·~ providei' ~ 
organization (PSO) language, which 1he AHA bad supported. ' 

The conf~ report dropped important medical malp~ terotml tha.t were 
iDcluded in the House bilL 

•
The agreement significantly weakened MediCaid coverage for the disabled. 
allowiq stares to detcrmi.ne how the disabled are to be defined.. 

'the .cpailsaf'c" pwvision ranain.r in the bill and is C'f.fcctiwly 8. permanent cappcd~' ' 
eutlement fur M~care. 

&ra'd 

http:detcrmi.ne
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CAPPING THE 1tFAILSAFEn BUDGET MECIIA.NISM , 

Amendment: 

To provide that the maximum aggregate reduction in fee-for-service 
expenditures under the "failsafe.ff budget mechanism may not exceed the $36.6 
billion needed to achieve the $270 billion budget target. 

. Rationale: 

o 	 This amendment would guarantee that the $270 billion in savings required by 
the budget resolution· are completely achieved while ·limitina providers I 

liability for further budget reductions. 

o 	 Hospitals already are targeted for $78 billion in traditional Medicare spending 
reductiOns, and could absoIb the lion's share of the $36.6 billion estimated· 
byCBO to be needed and sequestered through 8. "failsafe" or "lookbackl

' 

budget mechanism. 

o 	 The "failnfe" or "lookbackD mechanism '9.I8S originally crafted as a means of 
assuring seotable savings teasooably expected to be achieved through 
iDcreased uae of managed.· care. 

o 	 Without limiting the annual dollar amount that can be taken from providers 
through a "failsafe" budget mechanism, additional reductions could be made 
in hospital payments for reasons beyond hospitals' control: 

General inflation, while at an all-time low t could speed up again 
causing budget targets to be exceeded. 

Any enors or UDden::atimates in COO scoriDg of the reconciliation bil1 
would cause budget targets to be exceeded. 

CBO current projections expect a slowdown in JlUl'Sing home and home 
health spending. Ifthey are wrong, budget targets could be exceeded. 

o 	 W'ltbout a cap, providers' are held liable and could be O~ to milimited 
amgtJ1'¢:i of additional payment reductions, 

TOTAL P.03 



