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Record. Type: Record 

To: Jacob J. Lew/OMB/EOP, Nancy A. Min/OMB/EOP, Christopher C. Jennings/OPD/EOP 
,. 1 

cc:, Barry T. Clendenin/OMB/EOP, Mark E. Milier/OMB/EOP i 

Subject: HCFA briefing for Hill staff on home health I 
i 

This afternoon (5/16), I attended a briefing by HCFA staff for Hill staff on Medicare home health. 
The Hill staff in attendance were from Finance, Ways & Means, a?d (I think) Commerce, and 
included Chip Kahn, Julie James, Howard Cohen, and Alison Giles. among others. Don Young 
(ProPAC) and Jen Jenson (CBO's home health/SNF analyst) also attended. Rich Tarplin, Gary 
Claxton, Sharon Arnold and Ira Burney attended for HHS/HCFA. ! 

I 
I 

This session was essentially a technical briefing by HCFA on the Administration's and the home 
health industry's proposals. Both proposals have an interim payment system prior to the 
implementation of an episodic prospective payment system (PPS).i Because both proposals 
eventually implement a somewhat similar PPS, the problem lies in idesigning an interim syst~m that 
acceptable to the Hill and which HCFA feels it can implement easi'ly/quickly. 

Go give y~u a sense of where things stand, Chip Kahn remarked, ~owards the end of the meeting, 
What home health "could be the most controversial piece of the m~rk-up."

i 
Administ~ation's Proposals. Sharon Arnold (HCFA/OLlGA) gave a isummary of the Administration's 

~ home health payment reform proposals (i.e., tightening the existing cost limits and imposing an 
\ agency-specific per beneficiary limit and then prospective payment in FY 2000). The overall 

consensus among the Hill staff seemed to be two things: (1) they don't believe that HCFA will be 
ready to implement PPS in FY 2000; and (2) they are not particularly supportive of tightening the 
existing cost limits structure as an interim step toward PPS. i 

I 
Industry Proposal. Sharon also walked through an overview of the industry's home health proposal 

I 

(i.e., an interim system with a per visit PPS subject to a dollar limit based on 120 days of care and 
then an episodic PPS)' and provided a critique of the proposal (e.g., asking HCFA to implement an 
entirely n.ew system immediately and then to implement another thew payment methodology only a 
few years later, the 120-day limit only captures about 60% of hoh1e health visits). The industry's 
proposal also includes a "savings sharing" provision -- an agency ithat comes in und~H the 120-day 
limit would receive up to 50% of the savings, but not more than 110% of its aggregate Medicare 
payments. Sharon pointed out that this is a very expensive component of the industry's proposal 
(HCFA has a preliminary estimate that it would cost as much as $8 billion over the 5-year budget

I 

window). 
. I 

Overall, there did not seem to be either strong support or strong bpposition for most of the 
industry's proposal among the staff who were present. However:, several people present (Julie 
James was one of them) appeared to support the savings sharing idea. 

I 

O~her Ideas. Several alternative ideas were also raised over the dourse of the meeting. There was 
strong interest in the fact that Medicare's home health paymentsl have no relationship to the length 
of the actual home health visit. In other words, Medicare pays fer a home health visit, but HCFA 

. I 

I 




r 

! 
I 

doesn't ask whether the visit lasted for 15 minutes or an hour. Sharon explained that this is not 
data that HCFA currently collects, but agreed that it would be good information to have. 

I 
I 

I 
The possibility of imposing a copay was raised by one staffer (I diqn't catch his name), but it didn't 
get much discussion. ! 

i 
Howard Cohen was interested in looking at proposals to address the wide geographic variation 
which occurs in home health payments. However, similar to copa~s, this idea did not get much 
attention. : 

I , 
Since the Hill staff at the meeting did not particularly like the Admihistration's interim payment 
system, HCFA offered to consider any other ideas they might havel but the staffers could not offer 
any. I 

I 

I 
Additional Meetings. At the end of today's meeting, 2 follow-up sessions were scheduled for next 

I 

week. On Monday (the 19th) at noon, HCFA staff are supposed to; brief Hill staff on other possible 
changes to home health (I think this means things like paying for vi~its based on a specified unit of 
time, e.g., $5 for each 15 minutes of home health aide care). I 

I 
Howard and Chip also requested three pieces of information from HCFA: (1) a realistic timeline for 
the implementation of PPS; (2) a description of where HCFA is in t~rms of their on-going research 
in preparation for PPS (both what information they have already gaihered and what they still need 
to collect); and (3) a list of any additional legislative authority that ~CFA believes they need to 
collect data to implement PPS (e.g., regarding the length of a homelhealth visit). They asked for 
this information by Monday or Tuesday of next week (the 19th or 20th) and plan to reconvene on 
Tuesday at 5:30 to talk about HCFA's home health research. I 

I
{END} 
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HOKE HEALTH ERROR RATE 
! 
1 to.

Madam Secretary, you have been quoted as sayl.ng t.hat 
between 25 to 40 percent of home hea~th agency visits are 
improperly paid. How confident are you tha~ ~heerror 
rate is so high? 

I .
I am very confident. My Inspector G~neral has conducted 
numero.us reviews which show high err9r rates:- Audits of 
six providers in Florida revealed er~or rates for claims 
ranging from 24 percent to 44 percen~, except for one 
which was 75 percent. The corresponding error rates for 
services contained on these claims wa,s between 20 percent
and 40 p.r~.n~. Terttative results from ongoing audits of 
home he:alth agencit'!s il"! ot.her states :r/!kV~a.l simi.l!!r 
:res'Ult:s~ Thi!: errors include:ben~fibia:."i~g r..:ho \r:~:i::'e :=:ct 

. I 

homebound, unnecessary services, servJces not rendered, 
and forging of physician signaturss OT; plans of care. 

A statewide audit in Florida in 2993 ~evealed a 26 peT~ent
clairn~error rate. HOwever, the actu~l rate' was prDbably
~''''''h''';..::. -i- .&.-\.... ... ...::!.:.....::.: .. ~ ~ l,,::L ...:-.:...- .:::--&6_":: ~ ..... :5 nee ~..ue a~""a'" ~d>c;;. no ... lnc u....,~ M?\w':l'. -!..LV!!~ 

1ar99 abusive. provider in the Statca wlth a 75% claims 
error rate. I 

More recently the Oft ice Inspector Geh~ral h~~ beer. 
revie..-ing a random sample: of heIne h-eal.th claims i~ Ii~\-l 
York, Illinois, Texas and California. I Results ~o da~e 
indicat.1I!I= a~ ~t'"ro:r rate simil.~t"' t.Q the'l· :r'ates sho·...n in our 
provider-specifio audits. 

i 
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1Voaume HI Number 2 January ZB, 19971 
. I 

STILL MORE MEDICARE FoIlLIES 

I n a proposal the Washington Post calls a "gimmick so 
transparent and crude as to give gimmickry a bad 

name." the White House would fend off Medicare's 
looming insolvency by shifting more than $50 billion in 
home health care outlays from its Hospital Insurance 
(HI) tnIst f\lnd, which by law must be in the black to 
pay benefits, to its Supplementary Medical Insurance 
(SMl) :mst fund, whl'~e gener:ll revenues will automati
cally plug any funding shortfall, no matter how large. 

"'hi, "reform" does nothing to help ensure Medi
care's sustainability or to reduce the federal budget 
deficit. It simply makes the program look more solvent 
on p;Jper, thereby allowing the adminisLration to claim 
that its plan does as .'TIuch to "save Medicare" as GOP 
prolJosals while cutting Medicare spending less. 

Sheer Expediency 
According to the latest Tmstees' report, Medicare's 

HI tmst fU:ld will be exhausted in 200 L-meaning that 
earmarked tax reve·nues plus accumulated tmst-fund 
assets will no longer provide sufficient budget authority 
to cover projected benefit outlays. Since HI is by law 
con:;tituted as a "self-financing" trust fund, this fast
approaching bankruptcy date is forcing Congress and 
the White House to enact serious cost-saving reforms. 

Or rather, it should be. The administration's pro
posed benefit swap would instead short-circuit HI's 
trust-fund discipline by shifting milch of the cost of 
home health care, Medicare's fastest growing benefit 
categC'ry, to the SMi trust fund. Under SMl's tmst-fund 
mles, bankmptcy is not an issue: The program's general 
revenue subsidy automatically rises to" cover any differ
ence between beneficiary premiums and program costs. 

If this is a solution, one wonders why the White 
House stops there. Why not shift a lot more spending 
out of HI so that no actual cuts are necessary? While 
we're at it, we could, by the same logic, spare ourselves 
the trouble of reading the Social Security Advisory 
Council's report. Instead, we could make Social Secu
rity solvent by taking aU retirees west of the Mississippi 

. I .,
out of Its trust'i fund and putting them ID the general 
budget. .I 

The..<~dminis~mtion maintains that its proposal is lIot 
as cynical as itl sound., since home health benefits are 
more logically paid out of Medicare's physician trust 
fund than its h6spital trust fund. nut .~I' sheer expedi-

I. . 
ency were not fhe motl·,Ie. why does this reform 'lIsa 
short-circuit SMl's (weaker) tr.lst-flmd :..Iisc:'!Jline? 
While beneficia1ry premium~ are Sl'pposed to cO\"~r 25 

I . 

percent of total SMi CiJSts, hom~ h':alth b~~.nefits :,lJifted 
into SMi would ~ot be counted in setting premiums. 

I 
In truth, the only purpose of the proposal is to allow 

the White Hous~ to say that its Medicare plan would 
"put ten years n~ the tn;st fund." B!lt as it turns O~lt, the 
plan doesn't even do that. It wuuld merely extend HI's 
solvency for six Iyears from 2001 until 2007--a decade 
from today. Tqat this could only be achieved by re
course to gimmickry is a measure :Jf how far W'V still 
have to go in faSing up to the needed reforms. After all, 
Medicare is a program that makes benefit promises 
spanning a lifetiIhe, and whose official definition o~ sol
vency is trust-fu~d balance over seventy-five,years. 

I 
Beyond the Trust-Fund Charade 

.• I •
The adll11llls~ratlOn'~ home health care propo~al 

could have on~ positive-if entirely unintended-
consequence. Stich transparent finagling might one day 

. unmask the whole cham de of tmst-fund accountin,7. It
1-' 

makes no diffefence to taxpayers or the e(,,"Onomy 
whether an individual trust fund is technically solvent or 
not. The only f\scal bottom line is the net difference 
between total fedfral taxing and total federal spending. 

For the time being, however. tmst-fund accounting I . . 
at least forces us, to acknowledge some link, no matter 
how tenuous. be~een benefits paid and revenues raised. 
Until our ~olitibl system adopts ironclad budget 
mles that guarantee a unified budget balance, now and 
in the future, we ~ould do well not to flout the conven
tion ~f trust-fu~~ laccounting.. Yes. ~t may be artificial. 
nut nght now, Iti the only thlDg we ve got. • 
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MEMORANDUM 


TO: Interested Parties January 5, 1997 

FR: Gene S. and Chris J. . 	 ' I 

RE: Pear's NY Times Article on Medicare premiulslHome Health Policy 
I 	 . 

r 	 I 

I 

I 
.	Attached are DRAFf talking points and Q&As to help respond to inquiries 
about Robert Pear's Sunday NY Times article on Medidare premiums and our 
home health care policy. Our position, of course, is t6 not comment on any 
specific item in the upcoming budget. However, the enclosed should help 

. 	 I 

respond to general questions about the article and our pome health care policy. 
I 

; 

We anticipate a number of press and Hill inquiries foliowing-up on this article. 
I . 

Please review and provide any edits to Chris 1. by 10:PO am tomorrow morning. 

I 
I 
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I 

TALKING POINTS ON NY TIMES' MEDICARE EREMlUM STORY 
I 

(General: We do not comment on any element of the budgetl before it is released by the 
I 

President) . 	 ! 

PREMIUM INCREASES. It is no secret dIat the President ~views every Medicare 
option with a sensitivity to how proposals will affect beneficiaries. Recent Census 
Bureau data reveals that fully two-thirds of older Americans hav6 incomes less than $25,000. 
Moreover, the Urban Institute has recently estimated that the eld~ly already spend over one
fifth of their ou(-<>f-pocket income on health care. 

I 
INTEGRITY OF PRESIDENT'S HOME HEALTH CARE AND BALANCED BIIDGET 
PROPOSALS. The President's clear and overriding goal is to b~lance the Federal budget by 
2002, extend the life of the Medicare Trust Fund until the middle , of the next decade, and to 
protect our values. His upcoming budget proposal will achieve a,ll of these goals. The home 
health policy mentioned in the NY Times is also consistent with tpese goals. It is good 
policy, has received bipartisan support, and makes it possible to ~trengthen the Trust Fund 
without indirectly harming beneficiaries through excessive hospi~l, doctor and other provider 
cuts. While the polic~lo~~ a portion of Trust Fund expen~itures into general revenues, 

[ it does so in the context ofPlan~that strengthens Medicare and elimil}ates the deficit. . 
" -;i: ql->,.'" ~-A~ ,t ~ ~ ~ &'-1 . 
~ ~4- i+ \~J'::~t.rs.~ 0'4"- ~~11tX.r.b...,~-\('_ 

~ i,.j ~ _v- ""', ",. 	 J 
• GOOD POliCY. The hoine health rOVISI is good policy because it focuses on . <>

o~~ 0 t e most .~ostl. se~ces i~ Medicare' home health services in exc~s of 100 . h. 
VISits - the most rapldl mcreasm a· 0 the bene have no place Inyart A ~~ 
side (the OSpl nsurance Trust Fund) of the program In combination with the' . 
Administration's proposal to establish a new prospective p~yment system for home I 7· . -t-tv 
health care, the proposal would constrain the growth and ~tilization of this benefit. J [\rt:. i,)f--~k \II~ 

I 	 ~\o-.\~ .,J. ~("~ 
• 	 BIPARTISAN SUPPORT. The home health policy me~tioned in article has been ~i"~-t"'\ 

, supported by Republicans and· Democrats, and is not dew. R~l)Qqrtipg the portion 
of home health care expenditures th~~s~~.~ore chronic car"'?'was a 

.\qJ" proposal included in our last budget.~~"'" ~ in the House-passed budget 
S\,~£ft\lY- in 1995 -- a proposal that virtually everY Republican Ho~e Member voted for-
J."~ ,9:J-~ including Ways and Means Chairman Archer and his Health Subcommittee Chairman, 

\~ ~7 Bill Thomas. In fact, a similar allocation of expenditures !was the law of the land 
...,~ 0"'" prior to 1980. i 

• [PROTECIS AGAINST EXCESSIVE CUTS. The absJnce of the home health 

J ~~ policy would necessitate excessive. Medicare cuts that Would threaten quality 

.. \'" .... health care for millions of beneficiaries. In addition t~ire~~ attention on 


home health care, we advocated the home health proposal IlaSt y~~ecause it 

enabled us to strengthen the Trust Fund without excessive! cuts in hospital, physician, 

nursing home and other important provider payments. I 


u.. 1\ -	 \1. L ''-.1 ,..l!.L _An to V\S,\'t-..s ll'\~' [VD IS \Qo 5t-111\...03r"L I~'- JOO V~"'"f<;' 
 (i..,-\Cf-(f 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

I 

i 

Q&As ON NY TIMES' MEDICARE PREMIUM STORY 
. ! , 

, 
I 

. i 
Isn't this home health care transfer just a gimmick th~t simply shifts dollars 

around, and pushes out the needed tough medicine that Medicare requires? 


No it is not. The home health policy mentioned in articl6 has been supported by 
Republicans and Democrats, and is not new. Reallocatin~ the portion of home health 
care expenditures tha~are ~ociatffi.with more chronic care was a proposal included 
in our lastbud?et. ~\tas""al~i~cl~~ in the House-pas~ed budget ~n 199? - a 
proposal that VJ.J.1:Ually eve!)' Repubbcan House Member ,,"oted for -- mcluding Ways 
and Means Chairman Archer and his Health Subcommittee Chairman, Bill Thomas. In 
fact, a similar allocation of expenditures was the law of ~e land prior to 1980. 

I 	 . 
Regardless of past positions on this issue, Republicans; now clearly oppose it on 
the grouuds that it i~ a gitmnick and is flawed POlicy_I How can you defend it? . 

The home health proVISIon IS good policy because It foc~es on one of the most costly 
services in Medicare; home health services in excess of 190 visitS -- the most rapidly 
increasing part of the benefit -- have no .place in Part A side (the Hospital Insurance 
Trust Fund) of the program. In combination with the Adininistration's proposal to 
establish a new prospective payment system (or home he~Ith care, the proposal would 
constrain the, growth and utilization of this benefit. Such an interVention is long 
overdue. """''-1 ).J...J...,... + ~ J.¢:+ U'(<Q ~ 

. i~~: . 
I 

Even if it is defensible policy, if it is included in this ~ear's budge~ shouldn't it be 
included in the Part B premium - like every other se.lvice in the Part B side of 
the program? I 

I 
i 

. I 

I cannot comment on this year's budget before it is released. However, the President 
. I 

is clearly concerned about any proposal's impact on bene~ciaries. Recent Census 
Bureau data reveals that fully two-thirds of older Americans have incomes less than 
$25,000. Moreover, the Urban Institute has recently estitPated that the elderly already 
spend over one-fifth of their out-of-pocket income on health care. 

. . 	 I 


I 


. Doesn't this policy simply add to the defici~ which WJuld require even greater 
contributions from taxpayers to support the program?

I 
I 

While the policy reallocates a portion of Trust Fund expkditures into general 
revenues, it does so in the context of plan that strengthe~Medicare and eliminates the 
deficit. His last budget did just that and his next budget ,will do the same. 

I 
i 



I 
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I 	 " ~ 

ACHIEVING EXPENDITURE AND OTHER CONTROLS 
I 

ON THE MEDICARE HOME HEAL THI BENEFIT 

I. Policies Already Agreed to, or Already Being Undertaken 
I 
I 

A. 	Legislative proposals i 

I 

1. 	 Eliminate periodic interim payments (PIP); I 

2. 	 Payment for nome health services at location wherel service furnished; 

3. 	 Payment reform (FY 1998-2000): modification of Lst limits and imposition of 
annual per beneficiary payment limit; 

4. 	 Payment reform (beginning in FY 2000): implementation of prospective payment 
I 

system; 	 I 
i 
I 

5. 	 Codify definitions of "intermittent" and "part-time br intermittent" skilied nursing 
and home health aide services to conform to current practice. 

B. 	Regulatory/administrative initiatives 

1. 	 Revised conditions of participation to improve quality of care and protect program 
integrity by: i 

I 
o 	 mandating agency quality review and performance improvement programs; 
o 	 strengthening care planning and coordination of ~ervices; 
o 	 safeguarding continuity of care; i 
o 	 criminal background checks as a condition of employment for home health 

aides; 
o 	 limit subcontracting of skilled services. 
o 	 assessment of need for home care (provides a basis for more effectively auditing 

eligibility factors such as "intermittent" and "hotnebound"); 
I 

! 

2. 	 Operation Restore Trust survey initiatives (enhanced surveys on facilities for 
I 

which allegations of questionable activities have been received or that may have 
inappropriately billed Medicare; sharing of informJtion between regional home 

I 

health intermediaries (RHHIs) and surveyors; training surveyors to assess patient 
eligibility) ; 

3. 	 Targeting survey resources toward poor performing agencies; 

I 

I 

I 



• 	 I 

4. Imposing civil monetary penalties on physicians foJ false certification of home 
health services; 

5. 	 New beneficiary pamphlet and video OL .he home health benefit (qualifying for 
home health care, what is and is not covered by M~dicare, what is a plan of care, 
how long will services continue, what can a benefidiary be billed for, how to find 

I 

an approved home health agency, and detecting and reporting aberrancies and 
fraudulent practices); I 

I 
6. 	 Introducing a Notice of Utilization for home health !patients (due to the significant 

success of pilot, HCFA will begin sending NOUs to all home health beneficiaries 
in early 1997); 

7. Physician education (public service announcements and other materials to educate 
I 

physicians and their staffs regarding developing a plan or care, monitoring patient 
progress, and detecting fraud and abuse). I 

II. Additional Proposals for Consideration 
I 

A. 	Legislative proposals 

I 
1. Redefine "'homebound" definition by adding several calendar month benchmarks 

I 
to emphasize that home health coverage is only avaiilable to those who are unable 

I 

to leave the home except with the assistance of anot~er individual or the aid of a 
supportive device or for whom leaving the home is medically contraindicated (for 
example, the beneficiary's condition would have to testrict his/her ability to leave 

I 

the home for more than an average of from 10 to 16 hours per calendar month for 
reasons other than to receive medical treatment thatlcannot be provided in the 
home)', i! 

2. 	 Cover therapy visits under Part A only. (No coverdd visits under Part B); 

3. 	 Secretarial authority to make payment denials basedi on normative service 
standards based on experience; 

4. 	 Tighten definition of "intermittent" and "part-time or intermittent" skilled nursing 
and home health aide services; 

5. 	 Eliminate § 1879 limitation on liability protection for HHAs; 

I 

2 
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B. Regulatory/administrative initiatives 

1. Require bonding for Medicare certification; 

DRAFT January 2. 1997 
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, Health Care Financing Administration ("""1.. DEPARTMENT OF HEALTH &. HU MAN SERVICES

".,~ The Administrator 

OCT 2 9 1996 Washington, D.C. 20201 

NOTE TO: 	 Kevin Thurm 
Nancy Ann-Min 

This is a follow-up note to our previous note concerning a cortection to the budget neutrality 
factor used in the computation of the home health agency cost lirriits effective for cost reporting 
periods beginning on or after July 1, 1996. We released a Prografu Memorandum instructing our 
fiscal intermediaries to correct a technical error that occurred in tIie calculation o(the budget 
neutrality adjustment. . . .. I. ... ... .. 
We have been informed by our actuary that another error has been detected in the calculation of 

I 

the budget neutrality adjustment. In calculating the budget neutrality factor, we should have ' 
deleted from the database those agencies having a wage index tha~ could not be matched with a 
1982 hospital wage index. Instead, sixty..,six agencies out of4,987 were treated as having a cost 

I 

limit of zero rather than being eliminated from the calculation. After making the correction, the 
budget neutrality factor should be 1.078. The correction does noti change the impact on home ' 
health outlay projections, since the correct factor is implicit in the home health baseline. 

, 	 I, 
, 	 I 

We apologize for the error. We will be instituting additional quality checks to help minimize the 
chance of error in the future. . 

I 
~ 	 I " 

We are issuing a corrected Program Memorandum to revise the b4dget neutrality factor that was 
previously sent to the fiscal intermediaries. The industry has conti~uedto comment on the revised 
factor indicating that it still appeared too low. Although this further revision affects the costs of 

I 

only an estimated 32 % ofthe providers, a quick correction is neeqed to assure no unintended 
damage isdone by delayed payments. 	 i 

l 

We will be happy to handle any inquiries that may arise. Please letlme know if you need further 
information. ' I ' 

I ' 

~.~a~ 
Administrator 	

/ 

cc: Chris Jennings 



.. 


September·lS, 1996 

TO: 	 Carol H. Rasco 

FROM: 	 Diana Fortuna ~ 
CC: 	 . Chris Jennings 

Bill White 

Attached is the HHS/HCFA statement on home and community based care 
and consumer choice that we heard about from the Robert Wood 
Johnson folks the other day. I recall now that this statement was 
done after some negotiations between HCFA 

I 

and ADAPT. 

Chris: I thought you might be interested 
I .

inl it. 
I 

Bill: I think you have seen this. 

I, 

I 

! 

. I 
I 
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I 
I 

DATE: May 15,1996 


FROM: Administrator. ...... .
'I 
SUBJECT: 	 Promotion ofHome and Community-Based Serviceslin the Most Integrated 

Setting , 	 'I 

TO: 	 Regional Administrator 

Regions I - X 


" 	 "I' 
Attached is a copy ofa statement issued by Secretary Donna Shalal~ supporting the principles of 

, I 

home and community care, consumer choice, and selfdetermination'. As you know, the Health 
Care Financing Administration strongly advocates consumerchoicelin determining utilization of 
long term services and supports in the most integrated setting possible. 

I 
Please share the Secretary's statement with the states in your region. Consistent with this 
direction, I encourage you to assist the states in the development an~ implementation of home and 
community-based services. r am asking Central Offic,e staff to worf closely with you to provide 
any technical assistance you or the states need to stimulate the development and improvement of 

I 
waivers to maximize customer choice and allow states flexibility to tdminister such programs, 

. 
Over the past year. we have initiated dialogue with consumer advoc~cy groups across the 
country, induding Americans Disabled for Attendant Programs Today (ADAPT), Family Voices, 
United Cerebral Palsy, and many others. This initiative has resuJted'in the identification of many 
issues concerning individuals with disabilities. Many ofthese issues: have been resolved through 
discussions between the involved consumers, the Regional Offices and appropriate state agencies. 
In several states, new waivers have been developed as a result of th~se'discussions. I have 
requested Paul Mendels~hn of the Office ofBeneficiaIy Relations (410-786-3213) and Mal)' 
Clarkson ofthe 'Medicaid Bureau (4l 0-786-5918) to coordinate thi~ activity for me. , 

'Mr. Mendelsohn and Ms. Clarkson will work closely with stafffrorrl Region VIII, which is the 
regional office focal point for the ADAPT Initiative. " I . , 

This Agency and Department are committed to providing every opp,ortunity possible to maximize 
customer choices in the long term care arena. I'appreciate your att~ntion) support, and 
cooperation. 

Bruce C. Vladeck 

Attachment 
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. I 
STATEMENT BY HHS ,SECRETARY DONNA E.," SHALALA 

, 	 , 

SUPPORTING THE PRINCIPLES OF HOMEAND COMMuNITY CARE 
I 

AND CONSUMER CHOICE AND SELF-DETER.l\1JNATION 
J 

I want to take this opportunity to reaffirm our support for the 'princi~les of emphasizing home and 
community based services ~d offering consumers the maximum ambunt ofchoice, contro], and 
flexibility in how those services are organized and delivered. SpecifitaHy, we support the 

~~~~' 	 I· 
• 	 proll?-oting greater control for consumers to select, manage, kd direct their own personal 

attendant services; , 

• 	 expanding Community-based, non-institutional supports; 

• 	 'pro'moting the use of functional assessments to determine eligibility for home and 
community based services; 

• 	 ." offering opportunities for states to: (a) provide services in both in-home and out-of~home 
locations; (b) 'provide services at any time duririg the day or night; and (c) offer back-up 
and emergency services; i 

I 
• 	 experimenting with alternative w!J.Ys to finance services (such as vouchers and direct cash 

payments) in addition to the traditional agency-based model~ ,, 

• 	 encouraging the use ofalternative providers, including infor6al providers such as friends 
and relatives,' 	 " 


! , 

• 	 developing new ways to help consumers train and manage their attendants; , 	 . I 
• 	 demonstrating a commitment to the quality ofIife of the pe~ple who provide attendant· 

care; and 
.. ," 

• 	 encouraging the use ofagreed-upon individualized plans for attendant care. 
t , 

The Administrationhas been steadfast in its support for communit~ care for people ofall ages 
who have disabilities. We know that most people prefer home and icommunity supports and we 
are pleased that many states are moving aggressively to use their o~n funds and federal support 
to improve the quality oflife ofpeople who use these suppons andlthose who provide them. 

.! 	 . 

We also recOgni~e that the vast majority of home and community eke today is provided by family , 

members and mends. ' They are there because they choose to be th~re to support their loved ones. 

But they need some support and reinforcement. One ofthe key ways government can help 

families is to offer some relief, in the form ofhome and conununityibased services. 


, 	 I 
I 
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Working with the Governors and with consumers and advocacy groups, we have made a number 
.ofkey regulatory changes over the past two years that demonstrate dur strong view about 

I 

offering incentives for states to expand community based care. Despite grave threats oferosion 
of the fundamental structure of the Medicare and Medicaid program~, we continue to pursue 
ways to encourage this movement. . i 

The Department ofHealth and Human Services is a1~0 pursui~g an albitious research and 
demonstration agenda to find imaginative, new ways to maximize cortsumer choice and self 
dete~nation. Many oft~e elements ofthis research agend.a will ha~e the immediate result of 
helpmg many people receive the supports they need. We wlil, for example, look at new ways to 
help consumers hire, train and manage their attendants, at alternative Iproviders. and ~xperiment 
with offenns. consumers cash instead of S'ervices. I 

I take great pride in being part ofan Administration that promotes th~se basic principles. I am 
pleased that we have made so much headway in moving toward their !realization, although I 
recognize that we still have much work to do. I continue to appreciate the opportunity to work 
with the disability community as we work toward our common goals.1 

, I 
I 
I 
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THE TRUTH ABOUT THE HOME HEALTH CARE TRANSFER 
, : 

Some representatives of the home health industry are attemJ,ting to scare Medicare beneficiaries 
by claiming that the President's proposal would be damaging to tho~e beneficiaries who use home health 
care services. The indu~~ry' s claims are false. The home health care transfer makes good policy sense 
and is a responsible way to help extend the solvency of the Hospital'Insurance (HI) trust fund. In fact, 
the transfer reduces the amount of traditional cuts that would have to be made from Part A to extend 
the life of the trust fund to the year 2006, thus protecting home health, hospital, and nursing home 
providers from excessive Medicare cuts. Virtually every Republica~ Member of the House of 
Representatives, including Newt Gingrich, Dick Armey, John Kasich, Bill Archer, and Bill Thomas, 
voted for this concept in the fall of 1995 when they passed their bu4get reconcilation bill. The 
following sets the record straight. i 

i 

Claim: The policy would r()b Americans l?f$55 billion in health insurance under Medicare Part A 
while requiring them 10 conti nile to pay the same amouni in Medic~re payroll taxes. 

. . I 
Fact: The policy would not rob ~my beneficiaries of any health! insurance coverage. Beneficiaries 
would receive exactly the same home health care coverage that they enjoy today. Part A would pay for 
some of the services, and, as with current law, Part B would pay fo~ any services that are not financed 

I 
by Part A. '. 

1,; 
~; 

I . 
Claim: The policy would dot/hie bill Medicare patients who have fllready purchased home health 
coverage under Medit;are Part A through payroll taxes andwouldihave to payfor it again through 
increased income taxes.. i . 

. I 
Fact: Beneficiaries would in no way be "double-billed" for any home health care services they 
receive under the Medicare program. Beneficiaries do not "purchase" a particular Medicare benefit, 
such as home health care. Payroll taxes, federal income taxes, and Part B premiums paid by 

I 

participating Medicare beneficiaries all contribute to the current and future operation ofMedicare. 
Ben~ficiaries are e~titled t~ the full range of Medic~re. benefits theYI need by virt~e of their eligibility for 
Medicare, not by vlrtue\of the amount they have paid 111 payroll taxes. The President's proposals to 
preserve and improve Medicare do nothing to change this fundamental fact. . 

\U 

.' 
Claim: The policy would increase the cos/l?f health care by disco,uraging the use l?f home health 
services as a substitute for more expensive institutionalization an« increase home health agency 
administrative costs necfssary to bill and collecl/rom two differe1t types (?f insurance plans. 

I 

Fact: The proposal would not discourage the us~ of Medicarel home health services and would 
not incre~lse health care costs. The proposal would establish a I~echanismby which some home 
health visits -- including those that follow a hospital stay -- are financed by Part A, and all other visits 
are financed by Part B. This would return the home health benefit that is paid for by Part A to its 
original pre-1980 design as a post-acute care benefit, while home ,Wealt~ visits that are nbrlinked to a 
prior hospital stay would be pailfor by Part B. . . ../ i; 

I 

I 

I 
I 
I 



.. ' • 

The proposal would not alter any of the eligibility or coverage rules! related to home health care. So, 
just as under current law, no beneficiaries would be required to hav~ a hospital or other institutional stay 
prior to receiving the Medicare bome health benefit. If a beneficia~ happens to be hospitalized before 
receiving home health care, then the first 100 home health visits would be financed by Part A If there is 
no prior hospitalization, Part B financing would step in. i.' 
Whether home'health care visits are financed under Part A or Part B or both, home health agencies 
should not have to alter the way in which they bill the Medicare prokram unde'r the President's 

~~~, I 
I , 

,Claim: The proposal w(Juld reduceacce5's to care by rendering hoLe health vulnerable to the Part B 
copaymenl and premium incr(jases. 

, '. I 
Fact: The President's j1roposal would not in any way reduce access to the home he~dth benefit 
and would not change current Inw with respect to Part B copay1ments and premiums. The 
proposal makes it absolutely clear that the'transfer of some home hdalth financing to Part B would not 
and cannot result in an increase in the Part B premium. Furthermorb, the proposal makes it clear that, 
as under current law, there would be no copayment related to the h6me health benefit. The President's 
proposal would help restore the financially vulnerable HI trust fund }-vithout iniposing any new costs on 
Medicare beneficiaries. I 

I 
It is misleading to suggest that a benefit financed under Part B must be accompanied by a copayment. 

I ' ' 
The fact is that some Part B benefits do not have a copayment. Some, but not all, Part A benefits 
require beneficiary cost-sharing under current law, So, in reality, nd benefits are more or less vulnerable 
to copayments because of tbeir particular placement in the Medicard insurance programs. 

I 
Claim: The proposal is an m.:counling gimmick thaI does not redlJ('ie Ihefederal deficil, and it " 
obscure:.,' the underlying, causesfor !he ParI A lruslfund'sfinancial!problems. 

Fact: This proposal i~ not a gimmick -- it is a responsible nnd 6esirable reform. The President's 
proposal to transfer a portion of home health financing from Part A to Part B makes good sense and, in 
fact, a similar proposal was approved by the House ofRepresentativbs last year when they passed their 
budget reconcilation bill. Unfortunately, that bill also included unne~essarily deep cuts -- $270 billion -
in Medicare, and policy changes that could substantially increase beneficiary costs. The President had 
no choice but to veto this bill. 

Medicare Part A was originally designed to finance short-term, recu~erative, post-acute care services. 
When OBRA-1980 eliminated Part A and Part B visit limitations, anlunintended consequence was to ' 
burden the Part A Trust Fund with approximately 99 percent of the financing for the home health 
benefit, regardless of whether visits are of an acute care or chronic c~re nature. The President's 
proposal recognizes that Part A covers post-acute care services and ~lIow~ Part B to finance all other 
home health services, just as was intended and implemented before li980. 

I 
July I. 1996 I,,' 

I 
I 
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TO: ,Nanoy-Ann E. Min 

FROM: 	 Anne E. Tumlinson 

Office of Mgmt and Budget, liD 


CC: 	 Christopher C. Jennings 
CC: Barry T. Clendenin 

ce: Mark E. Miller 

CC; Caroline B. Davis 


,SUBJECT: Home Health Shift Talking Points 

We have transmitted your comments on the home health shift talking points to 
OLIGA. We would like to raise one issue to your attention. 

One change you have'made,would say, liThe President's proposal to transfer a 
portion of home health financing from Part A to Part B to restore the home 
health benefit to its original concept not only makes good sense ... " OLIGA 
staff noted that when the Secretary used similar language to discuss this 
policy, 'she was criticized because the original policy included Part B home 
health benefit in the Part B premium whereas the President's plan does not. 

OLIGA staff propose using the following, liThe President's proposal to transfer a 
portion of home health financing from Part A to Part :a makes good sense .. ,II 

Mark and I 	 agree with OLIGAproposed language. please let us know if you agree. 
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BUYING TIME FOR MEDICARE 


Marilyn Moon I 


In anticipating likely proposals for the Medicare program from the Clinton 

Administration, it has become fashionable for budget experts and lawmakers to refer to the idea 

of shifting Medicare's home health care benefit from one part of the program to another as 

merely a "gimmick" because it does not help to balance the federal budget (news articles, Jan 5 

and 10) But that misses the point. 

Shifting home health from Part A of Medicare to Part B is needed to help delay the 

exhaustion ofMedicare's Part A trust fund, buying enough time to consider what long term 

changes make sense for the Medicare program. No combination of reasonable options for 

slowing the growth in spending on the program will achieve the full amount of short run savings 

needed to extend the life of the Part A trust fund for more than a year or two. The home health 

shift -- or some equivalent policy change -- is necessary to supplement other changes. 

. Medicare's Part A trust fund pays for hospital and related care for persons age 65 and 

over and those with disabilities. It is financed mainly by payroll taxes. In 1996, spending on Part 

A grew faster than the revenues coming into the trust fund. Like a family that spends more than 

it earns, Medicare is dipping into its savings in order to keep paying the hospital and other bills 

of its beneficiaries. 

If left unchecked, the trust fund for Medicare will be exhausted by 2001. And by the end 

1Senior Fellow, The Urban Institute. This opinion piece is that of the author and does not 
necessarily reflect the views of the Urban Institute, its board or its sponsors. 
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of2003, the gap is projected to be over $200 billion. 

Efforts to address this gap need to begin immediately, but aggressive attempts to solve the 

problem only through cutting payments to hospitals and other providers of care or reducing 

benefits would do real harm to the Medicare program. These changes would have to go well 

beyond slowing the rate of growth of spending. To close the gap in fiscal year 1998, Medicare 

Part A spending would have to fall by about 15 percent -- a feat that none of the usual set of cost 

savings proposals could achieve. 

In addition, subjecting Medicare to major restructuring may not be the answer if it merely 

shifts the problem onto beneficiaries. Massive changes are underway in the overall delivery of 

health services and private insurance arrangements for younger families, much to the discomfort 

of many. Even healthy people are having difficulty in adjusting to the world of managed care, 

and the rules seem to be constantly changing. More time is needed to assess the impacts of the 

changing marketplace before locking in changes for Medicare. Further, if incremental reforms 

begin to slow Medicare growth to more reasonable levels, less restructuring or other changes 

might be needed over time. Reforms will be needed to preserve the Medicare program, but we 

need time to consider how to get it right. 

What then does make sense? First, efforts should begin immediately to make sensible 

changes in the Medicare program under both Parts A and B. Examples of changes in the 

traditional program -- many of which have been proposed by both Republicans and Democrats -

include moving the system used to pay home health benefits away from paying for reported costs 

to establishing fixed prices, and reducing the level of payments for hospital care to levels in line 

with the discounts being negotiated by private insurers. Improving the managed care option by 

2 




reforming how Medicare establishes premiums while encouraging further enrollment also makes 

sense. These reforms will help extend the life of the trust fund and balance the federal budget. 

But these changes take time to become fully effective and once implemented, mainly slow the 

rate of growth of the program over time. 

Thus, it is also necessary to look for other adjustments in addition to cost savings options 

to close the gap between spending and revenues and to extend the life of the Part A trust fund. 

Shifting home health from Part A to Part B would have an immediate impact on narrowing the 

gap. 

In addition, since Part A largely covers institutional care, home health fits in more 

appropriately with physician and other services provided in the community that are associated, 

with Part B. Originally, home health services were offered under both parts ofthe Medicare 

program, so moving some or all of this service to Part B would not be unprecedented. 

Why then has such a seemingly minor issue become a sticking point about proposals to 

change Medicare? It is because such a proposal belies the claim that "saving" Medicare can only 

be done by cutting spending on the program. Opponents to the shift point out that it does not' 

help balance the federal budget. But that is not why it is being proposed. Indeed, if the only , 

allowable solutions to the trust fund problem that Medicare faces are cuts in spending, then we 

are in danger of having the cure of "saving" the trust fund kill the patient. Shifting the home 

health benefit can playa constructive role in buying time for an orderly consideration of longer 

range solutions to Medicare's problems. 

3 
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HEALTH CARE FINANCING ADMlNISTRATION 

OFFICE OF LEGISLATIVE AND INTER ..GOVERNMENTAL AFFAIRS 


MEMORANDUM 

TO: 	 Chris Jennings 
Nancy ADn Min, OMB 
Mark Miller, OMS 

FROM: Debbie Cha g 

DATE: . June 25, 19% 

RE: . Request Your Review and Oearance ofLetter from Bruce Vladeck to NARC re: 
Clarification of Secretary's Testimony on Home Health Transfer ' 

.. - .... 

The 6/14/96 NARC Report (from the National Association for Home Care) discusses Secretary 
Shalala's 6/6/96. testimony before the Ways and Means Committee regarding the transfer ofhome' 
health financing. We have carefully reviewed the he8:fing transcript obtained from Ways and 
Means and detennined that the Report article (attached) misquotes the Secretary and takes her 
comments out of context. 

We drafted the attached rebuttal letter from Bruce Vladeck to set the record straight. This draft 

response has received clearance from all HHS components. 


We ask that you review this draft and provide any comments to John Hammarlund (690
5512) of my office by Friday noon, JUDe 28, at the latest. We would like to send the letter 

to NARC at the end of this week. 


. Thank you. 

cc: 	 Richard Sorian. ASPA 

Peter Garrett, OMA 
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.DAAFT 

Ms. Dana Sacks 
Managing Editor 
NAHCReport 
National Association for Home tare 
228 Seventh St SE . 
Washington, DC 20003 

Dear Ms. Sacks: 

I ~Tite to take strong exception to NARC Report's recent characterization ofSecretary Donna 

__Sh~a's JU!1~6 testimony before the House Ways and Means Committee and, in particular. your 

suggestion that the Secretary is willing to take the Administration's home heahh benefit trinsfer 

off the negotiating table. . . 

According to the transcript of the Secretary's testimony, the Secretary emphatica.11y stated that the 
Administration is not prepared to take ~ proposal off the table before negotiations between the 
Congress and the Administration resume. The Secretary emphasized that the Administration 
believes there are areas of common ground between the Republican Medicare refonn plan and 
that ofthe President. The home health transfer was cited as one of those areas. Indeed, as the 
Secretary pointed out in her responses to questions from Committee Republicans, a similar policy 
proposal was included in the House-passed budget reconciliation bill in 1996.. 

Regarding the Secretary's comment that she was «sorry [she] stepped into it," the transcript 
makes clear that the Secretary was not apologizing for advancing the home health transfer 
proposal Instead, the contex1 of the discussion shows that the Secretary was regretting the rather 
unseemly discussion Jed by Committee Republicans that ensued after she cited the home health 
transfer as an example ofcommon ground. 

There are sound policy rationales for the Administration's proposal to transfer financing ofa 
portion of the home hea1th benefit to Part B ..Medicare Part A was designed to finance short
term. recuperative, post-acute care services. An unintended consequence ofthe OBRA-1980 
elimination ofPart A and Part B visit limitations was to burden the Part A Trust Food with 
approximately 99 percent of the financing for the home health. benefit. regardless ofwhether visits 
are of an acute care or long-term care nature. By capping Part A financing ofMedicare's home 
health benefit, the Adrilinistration would be saving the financially vulnerable ill Trust Fund 
approximately $56 billion (using CBO's assumptions) over FYs 1996-2002 without imposing any 
additional costs on Medicare beneficiaries. A transfer ofhome health financing would also leave 
open to us the opportunity to build. in the future, a more appropriately designed long-tenn care 
home health benefit. 

I understa.'1d that NAJIC bas concerns about the home health transfer policy and we are prepared 



cc 
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. . 

. to listen and openly debate the issue. I _am in 'greater detaiLthe...rationales

.for this proposal and wo;!!4..apprecia.te-the..o.pp!Lrtuni!Y.-to set the record straight. JIJ d'k. J~(J1hr,~rJ J
{" 

Sincerely, rL. ~.Mrl"'ff~tr 

f-4,s I cht';...,. u(\ ~;r 
Bruce C. Vladeck \ r j tiI\ ~ • 

Val J. Halamandaris, NAHC President 
Kaye Daniels, Chainnan of the Board, NAHC 
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Ways and Means Committee Slams Part A 
To Part B Shift . 
SIuiItzIo. £tys 'Tm Sorry I PutForward IN Ideo," 

H Ouse wars and Means Committee Republiea 
lambasted the Arlministration on]une 7, for its propos

al [0 shift most ofthe homt care funding from MeQ.icare Part 
A to Pan B. Secretary ofHtalth and Human Sennces Donna 
Sbalala seemed to ba.c.k a.....ay from that proposal. Secretary Sha
lali aliii Secrewyofthe Treasury Ro15enRllhin. bom Medicare 
Trustees, were.called. before the panel to discus.s the Trustees 
annual report that shows that. absent m~or policy c:b.anges, the 
Medicare Part A. (Hospital Insurance) Trust Fund will be iruol
"'entby the year 2001 (see relatM Story. page 7). 

m' NEWS 'AlA GLANCE ; , 

Home Cat. Industry Briefs Senate'Finance 

Committee On Unified PPS Pion 

The. Natioool Asso<;jgtion lor Home Cere (NAHq and the Prospective 
Payment System (PFS) WQrkQfOup recently held a briefing on the home 
core ind~rry'~ Revised Unified pPS for $er'lClle Finor'\CE: Commitree stalters. 
The Senate briefing on this new proposQl to( a MMlicore PPS for ~ome 
eOfe 'M;I$ sp¢rl$Or!!!d by the hllOoce Committ"- which has iurisc!iction over 
i\lledicOfB. Apptoxirrio!el-,- 251t;ey Senate stoffers attended the Senate brief· 
ing.page4. 

NAHC Meets with Forum of Stote Associations 

Regulotory Advisory Committee on Physician 

Referral Issue 

On June 7, NAHC,il'!Vited represenfa'tives irom the nelNiy c;reoted Forum 
01 SlOte Asstv;iotion Reguiotory Advisory Committee to Washingh;ln, OC, 
to dist;;vss ~doll certificotiOl"l reguloti~ This I1W!tirg was the second 
in 0 series of meetin9~ NAHC is holding on this issue. las! week repre" 
sentotives Irom freestanding Qnd nospitol·bOsed Ilgencies met in 
Washington, DC, 10 expre5$ tJ,eir concern, abo~t physi:::ion financial 

relationships with home core ogencies, page 4. 

Medicare Trustees Proied Trust Funcllnso~vency by
FY 2001 . 
In their onrivol rl!lpo(1' released June.5 the Medicare Trustoos >toted thot 
the Medicorl!l hospital ;nsv~on(;e trv$l fund fO<;el QQnkrvpt<;y eot!y in 

/ 2:.01,0 yeor eorlier Iron formerly ;:lrojected. The rePOri elso stoted thatI the SOc:;igl St!cur;ty TrllSt Fund will become :nsolvent by 2:129. clso c year 
'f sooner thon expected. Se<:retory of Heo!th and Human ServicEl5 Donno 

Sllclele, in delivering the report, c;itee three moi.1 re(!$OnS for ~he wors, 
enil'lg of tM lrust fund's fiscol health, page 7. 

After intensely critical ques
tioning, Shalala told the Com
m.i.tree, '"I'm'sorryI put forward the 
hOJDe health tranSfer. There is a 
policy argument 1:0 be made for 
the change. but let's go !orward 
instead wim what we agree on." 

&presentative Bill Thomas 
(R-CA), chair of the Ways and 

Continued on pogl!l 2 

.".' >;" ': I,' , .. ' . 

Study Predicts Block Granting Medicaid Wo"ld 
I.ower Cu.....nt Funciing Levels by $250 Billion 
A re<:ernl study condV<;ted by ~ Center on Budget and PoUc;y Priorities 
condud~ thot the combined effect of blod: granting federal fv\edicoid 
dollOri and reducing stote moll:hing h.tnd:.:---Qs proposed in the current 
Republican .iVl!!:dicaid proposc~1d IOWflfl'!Urren: Medicaid funding 
!evelsbyas much os $250 billion over sixyeol'S. page 8. 

HCfA Publishes PropG* Notice for Changes to 
Phys;eion Payment 
The: :eoltl1 Core Finonc:ing AdminislTction is ~ng commerits on proposed 
changes to 'NOli: r'elotive units lINUs) offet;ting payment for physician ser
viceS. The Medic;ore program establi!lhes payment lor p.'¥icion services 
through 0 fee sci1edule, page 9. 

HCFA Responds to Request for Poliq Interpretotion 
for Skilled Nursing Services Carried Out by a 

. Physician, page 12. 
,--______-:--_____________, 

Jacobs to IntrOduce Waiver Legislation 
Representotive AndyJobobs (O-INI has ogreed to introduce leg. 
isllaticn to retroactively reinstate and make permanent the pre
sumptive slatus of the waiver of ligbilily fo( horne core, hospices, 

and skilled nursing fadlities. 

Jocobs this week sent a letter to the fun House of Represen. 

. toHves inviting Mer:nbers of Congress to loin him in introducing 


the bill. 

Coli or write your Member of Cor:gress todoy to urge him or 


her TO cosponsor the Jocobs woiver of lic;;bHily legislation. 
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Means Health Sulx:ommiuee, criticized 
meAdrnilrlstration for offering aplan that 
would shift 100% of the costs of a bene
fit-':'homc care-to taxpayers. a move 
he saw as "unprecedented" in Medicare's 
history. While the Adrriinlstration has 
been supporting the proposal by sug
gesting mat it is merely reruming the 
home Care benefit to its pre-1980 place 
in the Medicar~ program. ThOlll3S point
ed out that before 1980. the home care 
Part B benefit also induded copays. 
deducdbles, and was financed in pan 
by the Part B premium. 

Representad\'e NancyJohnsOn (R· 
eI). who described herself a.s "a strong 

, advocate ofhome care," said that she felt. 
a "pubUc trust to manage MediC3!e in 
a W'dY to ensure home health care wili 
be there," Rep.Johnson used informa
tion from the Congressional- Budget 
Office to show.that if the hor.le care 
benefit were moved to Part B and paid 
for in part through the Part B premium. 
premiums wouldjump $15 per month 
by the year 2002. Today. the monthly 
Pan B premium ill $42.50. By 2002 the 
premium is expected to reach $54.70. 
However. if $55 billion of Medicare 
home care funding is shifted to Pan R, 

the monthly premilllu would hit $69.50 
in 2002. 

Shalala poimed out that the Part A 
to PartBshift was approved by the House 
during last year's budget fight and that the 
Presidl,lt'S proposal wou!d shelter the 
Part B home care benefit from copays, 
deductibks. or Pan: B financing. 

Shalala told the 
Committee, A'There 
is a policy argument 
-to be made for the 
change; but let's go 
forward instead with 
what we agree on." 

Upon further'questioning by Com
, mittee Republicans, Secretary Shalala 
pressed for bipartisan agreement on 
moving forward to address the Medicare 
insolvency problem. She pointed ou( 
that. for example, both Congress and . 
the Adminismuion supp<)"\ a prospective 
payment system (PPS) for home care. 
The difference between the two 

approaches centers on the transition 
'period in reaching a PPS. She urged 
Congress lO set aside provisions in di&
agreement, pass today what Congress 
and the Administration agreed on, and 
leave the longer term, more difficult 
issues lO a bipartisan commission. 

Representative Arno Houghton (R
!\'Y), also a Committee member. pointed 
Ollt that the $55 billion home (.'are fl"an.... 

fer was one of the biggest differences 
between Congress and me Adntinistra
non. ~Bur !han"ill be tiken offthe table," 
he liSI>etted. The real question. HoughtOn 
pointed out, is what to replace the $55 bil
lion in cutS with. 

Chairman Archer asked Shalala if 
th(."Y could agree to drop the Pan A to Part 
B shift transfer proposll. Secretary ShalaIa 
dedined to make that commitment, stat
ing that the Adrrlini!ltraoon wanted at 
lea."lt to have the opportunity to make 
~e policyargw:nents for the P"drt A to P'an 
B shift while at the negotiating table. 

N.I\HC will continue its high visibil
ity efforts to keep home care in the Part 
A program and urges irs members to 
keep the pressure up by "'Tiling their 
Members of Congn:ss to voice op(XlSition' 
to the proposed shift from Part A to Pan 
B ofMedicare. 1m 

TOTAL P.06 
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June 11, 1996 

The Honorable William J. Clinton 

President of the United States 

The White House 

1600 Pennsylvania Avenue. N.W. 

Washington, D.C. 20500 


.Dear Mr. President: 

The release ofthe report by the Trustees on the actuarial soundness of the Medicare (Part 
A) trust fund will undoubtedly prompt discussions ofhow to restore solvency to the system while 

. minimizing adverse consequences to beneficiaries. 

In these discu.ssions, we urge you not to insist on your proposal to shift a portion of the 
. . 

funding of the current home health care benefit from the Part A to the Part B trust fund. Such a 
proposal addresses neither the recent increases in Medicare spending for home car.e nor the basic 
problems of the Part A trust fund. In addition., the proposal could lead to an increase in costs and 
a reduction in services to the very elderly who need home care services the most' 

The home care industry has joined together to devise a proposal which would provide 
important budgetary savings by refonning the basic methodology for payments to horne care 
providers. The timely enactment of this "prospective payment system" is far mor~ preferable than 
simply shifting costs from one trust fund to another 

We, the undersigned state health care associations, look forward to working with your 
administration 16 enact needed home care payment reforms and are also united in our opposition 
to the "Part NPart B switch. II 

Sincerely, 

Associated Home Health Industries of Florida, Inc. 
California Association for Health Services Ai Home 
Hawaii Association for Home Care 

, Home Care Association of Colorado 
Home Care Association ofNew York State, Inc. 
Home HealthAssembly ofNew Jersey 
Home Health Care Alliance ofWyoming 
Home and Health Care Association ofMassachusetts 
Home Health ~are Association ofNevada 
Illinois Home Care Council 
Indiana Association for Home Carc; Jnc. 
Michigan Home Health Assoc~ation 
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Mirutcsota HomeCare Association 
New Mexico Association for Home Care • 
North Carolina Association orHome Care 
Ohio Council for Home Care 
Pennsylvania Association ofHome HeaJth Agencies 
Texas A..lisociation for Home Care 
Virginia Association for liome Care 
Wisconsin Home Care Association 
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June II, 1996 

- j 

. . ; 

The HonorabJe William J: Clinton 
President-of the United States 
The White House 
1600 Pennsylvania Avenue, N.W. 
Wasrungtont D.C. 20500 

. , 

Dear Mr. President: . 

The release ofthe report by the Trustees on the actuarial soundness of the Medicare (Part 1; 
A) trust fund will undoubtedly pro~pt discussions ofhow to restorc solvency to the system while 

. minimizing adverse consequences to bene~ciaries. 

In these discussions, we urge you not to insist on your proposal to shift a portion of the 

funding of the cUrrent home health care benefit from the Part A to the Part B trust'fund. Such a 

proposal addresses neither the recent increases in Medicare spending for homc care nor the basic 

problems of the Part A trust fund. In addition, the proposal couldJead to an increase in costs and 

a reduction in services to the very elderly who need home care services the most 


We, the undersigned state health care associations, look forward to working witnyour 

administration to enactrtcededhome care paymenueforms and are also, united in our opposition 

to the "Part AfPart Bswitch.'" . . 


, Sincerely, 

Associatcd Home Health Industries of Florida, Inc. 

California Association for Health Services At Home 

Hawaii Association for Home Care 

Home Care Association ofColorado 

Home Care Association ofNew York State, Inc. 

Home HeaIthAssembly ofNew Jersey 

Home Health Care Alliance ofWyoming 

Home and Health Care Association ofMassachusetts 

Home Health Care Association ofNevada 

IUinois Home Care Council 

indiana Association for Home Care, Joe. 

Michigan Home Health Association 
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. Minnesota HomeCare Association 
New Mexico Association for Home Care . 
North Carolina Association ofHome Care 
Ohio Council for Home Care 
Penrisylvania Association ofliome Health Agencies 
Texas A....sociation for Home Care 
Virginia Association for Home Care 
Wisconsin Home Care Association . 

I 
.' 
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Home Health Shift 

Proposal. The first 100 home health visits following a three-day hospital stay would,be reimbursed 
under Part A. All other visits, including those not following'hospitalization, 'would be reimbursed under 

'Part B. The visits provided under Part B would not be subject to the Part B coinsurance or deductible nor 
would this shift impact the Part B premium. For those beneficiaries who are' eligible for only Part A or 
,Part B. the benefit would be financed completely by the operative part. CSO estimates that this proposal 
,would shift approximately $62 billion from PartA to Part B over seven years. 

History. Medicare home health was originally designed to serve as an acute benefit, but it has 
", increasingly become a long-term care benefit -- in 1992, more than 10 percent of home health users had, 

.over 150 visits. ' 


The home health benefit has undergone many changes since the beginning of the Medicare program: 

.. 	 The 20 percent Part B coinsurance requirement for home health visits was eliminated by the 

Socia) Security Amendments of 1972. 


" 	 From January 1973 to June 30. 1982. there was a $60 annual deductible on Part B home health 
care. 

.. 	 Prior to July 1, 1981. home health benefits were limited to 100 visits under Part A and 100 more 
visits under Part B. 

.. 	 OBRA 1980 eliminated the following requirements: (1) the 3-day prior hospitalization 
requirement; (2).the SMI deductible (i.e., beneficiaries no longer have to meet the SMt 
.deductible before Medicare payments for home health services under SMI could begin); and (3) 
the 100 visits per year limit. OBRA 1980 effectively made the home health benefit unlimited 
}ludc;r Part A, . 

.. 	 OBRA 1980 also permitted proprietary home health agencies (HHAs) to furnish Medicare

covered services in States not having licensure laws. This provision increased the number of 

proprietary Medicare 'HHAs. 


.; 

Currently, the only benefil;iaries who qltalify for Part Bh:)me health benefits are those who are not 
eligible for Part A. 

The House RepubJicans. in the Medicare Preservation Act of 1995, also proposed a limit on Part A home 
health coverage. The House bill would have limited Part A home.health to 165 days ofhome health care 
per episode of illness. 

. Rationale. Home health·is one ofthe fastest growing Medicare benefits,with increases in the number of 
visits per beneficiary driving this growth. Applying a limit to the Part A home health benefit would 
recognize that Part A covers only acute care services; and the III Trust Fund would no longer be forced 
to support a chronic care benofit. Shifting some home health spending from Part A to Part B also would 
extend the solvency of the HI Trust Fund. At the same time; moving the remainder ofa beneficiary'S 
visits to Part B ensures that no beneficiary would be denied home health care. 

, , 	 , 

f: 
" 
r 

·1; 

t 
!' 
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Proto ..... to Shift Oud.,., aDd I.acome BetWeeD tile Medicare Tndt luads 

the two Mec:Ucare trust fund$ are' the Hospital Insurance om (Put A) Tnt. Fund a.nd. the 
SUpplemental MediealInsuranee (SMI) (part B)'Trust PwO. Since th6 SMI Trr.lSt Fund is 
predominantly financed from general revenuee, it caanot be tbousht ofas a true trust f\.md. 
Refarence; to the "bnpending ~t ofMedicare generally refer, to the bancial condition of 
the In.(p~ A) Trust Fund. The mTrust Fund's financial condition i$ improved either by 
reducing the amount ofIn outlays or by in~ the amount ofincome to the tN$t fbnd, Th~ 
FY 1997 Pre.sidmtf, Budaet. the House-passed Medicatt ~ion AD'r. o£ 1995 (H.R. 242S), 
and the final Conference A.sr=mm (H.Il 2491) includ~ proposals to shift flows of'ftnlriclng 
from One h.f6digare Wit lUnd to the other. ' 

, BOUle Health Outlay Shift fro ... HI (part A) to SM! (Part B). The President's. FY 1991 ' 
Budget includes a proposal to shift certain outlays for home ~'JroliD"'tlI$ol;:LU.t 
A) Trust Fund to the S.MI (Pm B) Tnlst Fund.. Specifi ~ ~he nrst '100 home heslth vtsits 
following a three-day b¢$pital ata.y wouIdbc reimbursed ,0 Vl ng 
those not fonowing hospitalization, would be rdmbursed under SMI. The vims provided under 
SMI would not be subject to the SMt deductible or & coinsurance chqe. nor WQuld this shift 

, affect the SMI (part B) prenliutn, For those beneficiaries who tre e1is1'ble for. only HI or. SMI,' , 
the benefit would be financed completely by th. operative part. ' 

Hiltory of the Hom, Health Benefit. Medicare home health was originally designed to $eM as 
an acute care benefit. but it has increasingly become along-tenn carebendit -in 1992, more than 
10 percent ofhomehea.lth users had over 150 visits. Prior to 1u:ly 1. 1981, home hNltllbene£1ts 
were limited to 100 vims under HI (part A) and. '100 more visits Utlder S.MI (PiIftB)" OBRA 
1990 ~iwly mad. tho home health b=:ietlt 'IJnlimite~ uuder HI (lift A). 

Rationale for Shifting Outlays. Home health ia one ofthe fastelt aro'Wina Medicare benefits) 
\'I;itb increases in the number ofvisits per beneficiary dnvins thi$ growth. Applyina ali.m1t to the 
Hlhome health be.neiit would tecognia t.laat moovers only acute care Kl"'IIicea, and the HI Trust 
Fund w¢Uld.1\o Ionpi' be £Qrocd 10 S'J.ppon /I. c:hronic care benefit. ,At the $!me time, moving the 
~u ofl beneflciary's'visits to SMIen$utes that no beneficiary would be denied. home 
health QITe. 

Bouse Medicare Bill Allo ldd..cf~d BQlIJ.e Health Out1ay Shift from m(pan A )to SMI 
(part B). ,The Houso-paS$Cd M~dicare Preservation Act of'l99S and the Houso-passed 
rel:Oudlialton bID (KR %491) &$Q proposed a limit on HI home health coVtraae. The House bill 
would have: limited. HI hozne health to 165 days ofhome health care per epis.ode ofillMii. Visits 
beyond 165 days would. be paid by SMI. 

MedsauiQl ofFinlll1r::iDI tbe Outlay Shift. BOth ofthese proposals stipulate th&t the outlay 
shift shaIl have no impact on the SMI (Part B)premiuf1\ as a result, all ofthe outlays shifted to 
SMI woul(! be subsidized out oflentil'&! revenue. The annual Federal contn'bution to the SMI 
TN$t Fund ~'Ould be increased 1>y an amount exactly equal to th. horne h.alth outlayoehiftod 
from Hl to SMI. ' 
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8 preliminary s~d.fts estimates that 1h' ~m.Wstra.tion·1 proposal would shift approxJm.t.tely 
S6 iUio%t in outlay. &ottl HI (put AJ ~o SMl (part B) OVCf seven ye~ its O<itober 1995 '~o attimated that the Hcruse Medicate bill would sh1f't approxlmatel~';'illion in outlays from 
HI (pm A) to 8M! (part B) 4)ver the same time period. ' 

Shirting Income mthe HI (part A)Tl'Un Fund . 

Th. Senato Medicare reform biUand the!iDal Conference A,greement included Proposals to 
improve the HI Trust Fund's fiDaneial condition by sb.iftin& certain types ofincome &om the SMI 
(part B) to the HI (part Al Trust lund. " 

Senate Medlcar.e,Bm.The Coloma; a.mowits would [}ave been tran$Cen'e(I to the HI Trust 
Fl.lnd: , lnQreaSe5 in SMt prem!um revenue &om setting the premium at 31.5 percent ofproaram ..... 
eosts; Increases;in revenue ti'oman inconte~related (means testing) SM! premium; decresses in 
outlays from an increase in the ~ deduCtible. Mearmically, this. would work by orea.tin& • 
permanent appropriation itom the general ~nd to the. Jon Trott Fund equd to the estimated 
savings from the: three proposals. In~' the premium increases and outlay savings would be 
diverted ~m SMl to HI, with the senn.1tund appropriation serving as a. pass~throlJih for the 
transfer, cao estimated tbat these provisions would have .increasod the income oftbe HI Trust 
Fund by $66.8 billion over FY' 1996·2002. 

ContertnCfl Agreement. The Conferenco Agreement adOpted. me Senate provisions with 
rnodifiolltiollS_ Fun, i1: dropp"d the SM.l deductible increase oompletely- Second, it stipulated 
that the SMI premium income sbl!ed. to the HI Trust Fund w01l1~ be the amount equal to the 
dUfereJJa b~n the savings from settina the premium at 31. Sperc:ent the aa",jni' from settjns 
the S:MI premium at 2S percent o£prosram CQ#t5. The test otthe _vinp (i.e.; the difference 
between alttent law an4 125% Ftmium) would$tay in the SMI TruSt fund, AS in the Se~ate 
bill, all income :Iftxn ID Inccme.relalb.'i (means testing) SMl premium would be shifted to the m / 
tIUStFund. 

CBO estimated that the iDcorne-rtlated SMI premiwn would increase rec;.eipt$ by $8.3 biWon over 
I906-2002. CBO MtimllteG $45.9 billion in total new recelpl$ itom setting the bUic: SMI 
premium at 31.S percent ofprogram CbSl& eso did not publim an estimate of'how much oftbis .,... 
lOW would go to the In Trust Fund, but it is likely that most ofthe new receipts would be shifted 
to HI because. for most ofthe years in the budget window~ the dHforenee betwoen the OUlTcnt law 
premium and a 2S percent premi\lm is -isnincutly emllnor than th~ differcnl;C between a 2' 
ptfcent and II 31.5 percent pn;rnium. 

Sh:ifting the :t'.10\V offimds between trust funds has no etrect on the deficit. The deficit iSl'educed 
only by reducing ~Medicare outJa.ys (i.e.. the au~o .&om both trust fUndi combined) OT by
increuin.s u:ul income, e.g.) through a paytOn tax Qr premium increase. The m. TN3t Fwd's· 
financial conditi~1i ia impfOWld .Ghar. by redudng the amount oiHl outlays .Q[ by tncreasina the 
amount ofincomoto:tb&-.truS't fl.I.n<,t.' 

http:outJa.ys


June 4, 1996 

MEMORANDUM FOR THE CHIEF OF STAFF 

FROM: Nancy-Ann Min 
Chris Jennings 

RE: Medicare Home Health,Policy in FY 1997 Budget 

'. 


This memorandum provides you with additional background on the Medicare home health policy 
in our FY 1997 budget, which was highlighted in Monday's New York Times. 

Background. The FY 1997 Budget includes a proposal to restructure the way home health care 
is delivered and financed in the Medicare program. Under current law, home health care is 
unique in that the service is technically covered under both Part A (Hospital Insurance) and Part 
B (Supplementary Medical Insurance) of the program. However, the payments are made almost 
exclusively from Part A, and the benefit is not subject to coinsurance or deductibles. Not 
surprisingly, home health care has become one of the fastest growing parts of the Medicare 
program, growing at approximately 10.2% per year. 

History of the Home Health Benefit. Medicare home health was originally designed to serve as 
an acute care benefit tied to prior hospitalization, but it has increasingly become a long-term care 
benfefit. Congress has made many changes to the benefit since the beginning of the Medicare 
program: 

• 	 The 20% Part B coinsurance requirement for home health visits was eliminated 
by the Social Security Amendments of 1972. 

• 	 From Jan\lary 1973 to June 30, 1982, there was a $60 annual deductible on Part 
B home health care visits. 

• 	 Until July 1, 1981, home health benefits were limited to 100 visits under Part A 
and 100 more visits under Part B. OBRA 1980 eliminated the following 
requirements: (1) the 3-day prior hospitalization requirement; (2) the Part B 
deductible (Le., the relatively smaIl number of beneficiaries who receive home 
health services as aPart B benefit no longer have to meet the annual Part B 
deductible of $100 before they could receive home health services); and (3) the 
100 visits per year limits. OBRA 1980 effectively made the home health benefits 
unlimited under Part A. . 



., 

Our Proposal. The FY 1997 budget proposal attempts to restructure the benefit into the acute
care benefit it was initially intended to be. Specifically, the first 100 home health visits 
following a 3-day hospitalization would be reimbursed under Part A of Medicare. All other 
visits--including those not following hospitalization--would be reimbursed under Part B. Under 
our proposal, the visits provided under Part B would not be subject to the Part B deductible or 
coinsurance, and the Part B premium would not' be increased to cover these additional outlays. 
Moreover, the proposal is deficit neutral; as an acCounting matter, it is merely a shift from one 
Federal bu~get column to another. 

Rationale for the Proposal. There are at least 2 reasons why our proposal makes sense. First, 
home health is one of the fastest growing areas of Medicare expenditures, with increases in the 
number of visits per beneficiary driving much of this growth. Applying a reasonable limit to the 
Part A home health benefit recognizes that Part A is intended to cover only acute care services 
financed by the HI tax on employees and employers. The Part .(\ trust fund would no longer be 
forced to support a chronic care benefit that has lost its link to hospitalization. At the same time, 
moving the remainder of a beneficiary's visits to Part B (and not increasing premiums, 
deductibles, or co-pays) ensures that no beneficiary will be denied home health care. 

Second, we had a policy objective of extending the solvency of the Part A trust fund through at 
least 2006 (a decade from now), to give us time to address the long-term Medicare financing 
issues in a bipartisan manner after we had balanCed the budget. In order to do this, the .actuaries 
estimated that we needed about $130 billion in savings from Part A over 1997-2002. In, our 
judgment, it is not posSible to achieve savings of this magnitUde from Part A without the home 
health proposal or something like it (see discussion below). 

To give you an idea of why this is so, consider that without the home health policy, we have 
approximately $74.6 billion in savings in Part A in our $124 billion, six year Medicare savings 
package, of which approximately $50 billion is from hospitals. (The most that had ever been 
done before from Medicare..,...,.including policies in both Part A and Part B--was the $56 billion, 
five year package we did in OBRA 1993). Among other things; our hospital proposals reduce 
the rate of increase in hospital reimbursements from Medicare down to about 1 % a year--a 
reduction in the rate of growth, to be sure, but we believe that the effect of all of our proposals 
combined (including the Medicaid reforms) will squeeze hospital b~dgets noticeably. 

Because the Republicans have stated that they will not ae:eept our home health policy, and 
because their most recent proposal (in the House and Senate Budget Resolutions) states that they 
have dropped theIr earlier proposal to increase the Part B premium and devote the savings to Part 
A, they have to come up with approximately $130 billion totally from Part A to 'extend the' 
solvency of the Part A trust fund' to 2006. There are only 3 places they can go to do' this: 
hospitals, skilled nursing facilities, and home health. If, as appears likely, they go where the 
money is--to hospitals--they will have to make some $25 billion in additional hospital cuts on 
top of the $73.8 billion they had already proposed. It is not possible to cut hospitals this much 
without making real reductions in payment rates...;.-Le.. hospitals would be receiving lower 
reimbursements to care for patients in real terms in 1998 than they did in 1996. This could have 
severe consequences in terms of ae:eess and quality, .and we, do not believe it is a defensible 
policy. 



· . 


House Medicare Bill Also Included Home Health Change. The House-passed Medicare 
Preservation Act of 1995 proposed a similar change in Part A home health policy. The House 
bill would have limited Part A home health coverage to 165 days of home health care per 
episode of illness. Visits beyond 165 days would be reimbursed by Part B. 

In addition, the Senate bill and the final Conference Agreement included proposals to shift flows 
of financing from one Medicare trust.fund to another. These proposals directed a portion of the 
revenues from the increase in the Part B premium to the Part A trust fund, which has virtually 
the same effect as the home health change (i.e., reducing Part A outlays and thus extending the 
solvency of the Part A trust fund ma deficit neutral manner), without the policy rationale. 

Opinions of the Advocates. Providers, and Health Policy Experts on the Transfer: 

Aging advocates (such as .AARP), providers (the American Hospital Association), and health 
policy experts (such as Stuart.Altman) believe that the home health transfer may be a viable, 
defensible option. This is primarily because it focuses attention on the most rapidly rising cost 
component of Medicare (home. health care) and obviously because it reduces the pressure to enact 
excessive' traditional Part A cuts. 

The only provider opposed to this approach is, not surprisingly, the National Association of 
Home Care. Health policy experts who oppose the transfer·criticize it on two counts. First, it 
is a distraction that clouds the need to achieve even greater savings from the Trust Fund. Second, 
and probably most compelling, they believe that any such transfer should include a requirement 
that beneficiaries pay their fair share of the increase in Part B expenditures, presumably with 
higher premiums (their 25% share.) 



THE HOME HEALTH TRANSFER AND THE MEDICARE TRUST FUND:. TIlE FACTS 
June 3,1996 

. FAlSE ClAIM: 	 Without its home health transfer gimmick, the President's budget only extends the life 
of the Trust Fund by one year. 

THE F~crS: Not True. 

1. 	 The President's balanced budget guarantees the life of the Medicare Trust Fund for ~ 
decade -- the same as the Senate Republican budget. The Congressional Budget· Office 
projects that the President's Medicare reforms would extend the life of the Medicare Trust Fund 
to~2005. The reforms build on the President's 1993 deficit reduction plan, which extended the 
life of the Trust Fund by 3 years -- without a single Republican vote. 

2. .The Presid,eut's budget strengthens the Trust Fund by: 

___.~,~_,__,~~ ____~~ducing prov~der payments; and 

b. 	 Restoring the pre-1980 law on Part A home health benefits -- This is NOT a 
gimmick: . 

• 	 Prior to 1980, home health care services unrelated to hospital stays were not financed 
by the Hospital fusurance (part A) Program. Only the first 100 home visits after a 
three-day hospital stay were .financed under Part A .. All other visits were financed by 
Part B. This is because Medicare Part A was iritended to finance costs related to 

, hospital stays. 

• 	 In 1980, the law was changed and nearly .a11 home health costs were shifted to Part A. 

• 	 The President's proposal simply restores the pre-1980 law because home health care 
expenditures unrelated to hospital stays should not be finanCed by the ?art A Trust 
Fund. Shifting home health spending unrelated to hospitalization back to the Part B 
programs helps extend the life of the Medicare Part A Trust Fund. (This shift will not 
affect the· Part. B premiums,· coinsurance or deductibles.), 

,3. 	 REPUBliCANS ARE BEING HYPOCRITICAL: ,The'1995 House Republican budget also 
shifted· some home health costs from Part A to Part B. The House-passed. Republican 
reconciliation bill also transferred· certain home health care expenditures from Part A to Part B 
- similar to the proposal in the President's balanced budget. 'So if Republicans say it's a gimmick, 
it's a gimmick every Republican in the HoUse voted for. 

4. 	 President Clinton's budget extends the life of the Trust Fund as long as the Senate 
. ·Republican budget, but without their $167 billion Medicare cut and without 'their damaging 
. structural changes. The President's balanced budget proves the Republican $167 billion. 

Medicare cut and damaging structural changes are not necessary to balance the budget and 
strengthen the Trust Fund for a decade. 



, . 

ADHcrNISTRATION GI~CKS 

QUESTION: 

The Administration's budget plan relies, in part, on a , 
~gimmick~'in' extending the trust fund depletion date. The 
Administration's plan would transfer home health coverage from 
Part A tO,Part B. In essence, home health spending goes from 
a trust fund financed by payroll taxes to a trust fund 
financed by general revenues and premiums. Ho~ can the 
Administration justify this "gimmick"? 

ANSWER: 

. 
,~ .. ...-. 	 Let me make clear that not all home health expenditures 

would be. transferred to Part B. Only home care not . 
followirig an acute event and'hospitalization would be 
transferred. Part A, was never to cover this kind of 
long-term care. 

..--:--<-----~-. 

We do not believe that the transfer of some of the. 
financing of home care from Part A to Part B is a 
gi~~ick. By capping Part A financing of Medicarets home 
health benefit, one of the most rapidly gr6wing 
components of Medicare, we would be limiting the HI trust 
fund expenditures, According to CBO, the home health 
transfer would save the financially vu.lnerable HI Trust 
Fund_about $55 billion 9ver FYs1997-2002. 

This ide'a'/ls not new, nor :unique to the Administration. . 	 .. 
A shift in some home health financing from Part A to Part 
Bhas b~en recognized byDernocr~ts .and Republicans alike 
as a sensible way to hel~ the HI trust fund. Similar 
proposals were offered by the Republican House in their 
balanced budget bill (H.R. 2425) and in the so-~~lled 
~Blue Dog" Coalition bill .. 

The' proposal would not in anyway adversely impact' 
beneficiary dccess to.home health care, even for those, 
beneficiaries who have only Part A coverage or only Part 
B coverage. The three-day prior hospitalization 
requirement only dictates how the benefit is financed and 
has no bearing on coverage'or eligibility.. Our plan 
explicitly states that no co-payments or deductibles 
would. apply regardless of whether the benefit is financed 
under Part A or Part B. 



, .' 

....": .. 

• 	' Under our proposal there wotild be.no related increase in 
the, Part B-,premium. 

BACKGROuND': 

l1:'here are other good policy rationales for this shift. 

i~ 'Utilization and expenditure patterns show that home 
health ha's evolved into two· distinct benefits: care to 
persons surrounding an acute event and hospitalization, 
and care where there is no hospitalization ,but long-term 
care services are required. . 

~ 	 This proposal acknowledges this evolution.and.seeksto 
1 bring Medicare financing in line \o{ith current utilization 
'patterns. Medicare Part A was not envisioned to 
accommodate -long-term care, and the Part A trust fund can 
no longer support non-pest-acute care home health 
services. 

, . 

-;,..... ·--,]here 'is historical precedent' for' the Medicare home 
health benefit to be financed under both Part A and Part 

,B. Until the Omnibus Reconciliati6n Act of 1980,100 
post-hospital visits were Ei!}anced under Part A for each 
beneficiary and all remaining vIsits during a year were 
financed under Part B.WhenCongress lift~d the 100 
visit limit in 1980, the beneflt became fully financed by 
Part A. Thi~ shift in financing to P~rt A was not viewed 
as a girnmick at the time - The consequence has been to 
burden the:'HJ: Trust Fund with comple.te financing of home 
health services whether furnished as acute or long-term 
care. 

~'This shift in financing leaves open, to up . the opportunity' 
to build in the future a longterrnc'are home health 
benefit that is not con~train~d by conSiderations of. 
trust fund solvency. . 

to: 	 It is also worth remembering that Republicans a.+so sflift 

mOney into the Trust F.uridto extend its 'solvency: The 


. Conference Agreement included a, pr'dposal that would 
impose a 6. 5 percent surcharge· on beneficiary Part .8 .. 
premiums, by raisingpremiums·frorn:.25.percent to 31'.5 
percent of Part B costs, and tran_sf~rring this revenue to 
the HI 'Trust Fund. ,Not-only did this proposal lack ,any 
'policy-based justification,lt would advers'ely ·affect· 
beneficiaries by increas1ng theirprerni~ms •. 

http:comple.te
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October 20, 1995 

By Courier 

Qhris Jennings' : 
S:pecial Assistant to the President 
, For Health Policy Development 

VVhite House/Old Executive Office Building, Room 212 
Washington, D.C. 20500 

Re: ProseectivQ Payment Plan for Home Health Services 

Dear Chris: 

We appreciated the invitation to meet with you and HCFA officials on October 
1.8. I believe the meeting was an illuminating experience for all involved. The PPS 
Work Group would welcome the opportunity to attend a.working session with you or 
ybur representatives and HCFA to develop a better prospective payment plan than is 
contained in the Republican Medicare reform proposals, but I believe it is important for 
you to understand the pOSition of the Work Group in entering into those discussions. 

First, although the Work Group is opposed to several changes -that were made in 
the prospective payment plan when it went through the congressional committees, we 
will not oppose the prospective payment plancontained in the Republican 
legislative proposals. The prevailing view of the Work Group members is to support 
p,rospective payment and-to work to eliminate or revise the objectionable changes as 
U,e Medicare reform bill goes through the legislative process and as we approach the 
ir:nplementation date. 

Second, we would be glad to work with you and HCFA to develop an improved 
v.ersion of the PPS plan contained in the congressional proposals, but we are 
committed to prompt implementation of a plan that contains the basic structure of the 
plan developed by the Work Group and adopted as the industry's "unified" plan. For 
example, we believe there would be strong industry support for a version of the 
~ngressional proposal that(a) eliminated the 45-dayJextended care measure, (b) 
extended the period for rebasing the per episode limit to 5 years, (c) deleted the limit 
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qn savings sharing, and (d) permitted the per visit rates and the per episode limits to be 
updated by the home health market basket index. We would be glad to commit 
whatever time and'effort is necessary to develop an alterhative extended care measure 
a'nd a better case mix adjuster that might be easierto administer. We also believe that 
tt:1e congressional proposal could be improved by incorporating the 14 ", 
n3commendations approved by the Work Group which I left with Sharon Arhold and 

I . 

J:ohn Hammerlund after our meeting. '. ' 
, 

. 
' 

Third, I do not believe, however, that the Work Group would be interested in a 
proposal that calls for retention of the current cost reimbursement system and 

. d,eve/opment of an entirely different prospective payment system by the Secretary in 
t~le year 2000. Nor do I believe that the Work Group is interested in any interim sys~em 
t~lat calls for capping visits under Part A and shifting coverage to Part B. We, have 
tt;loroughly considered and rejected those options because (3) the entire home. health 
irlldustry is suffering because of the incentives under the antiquated cost reimbursement 
s;ystem to increase costs and visits and retain patients on service for as long 'as 
possible, (b) the longer the services remain on cost reimbursement and fail to move to 
p:rospective payment, the more likely it is that copayments will be imposed (we 
q~cognize that, alth'ough it is not official Administration policy, there are still some in the 
Administration who favor copayments), and (c) the Work Group 'has devoted. more than 
118 months of intensive work to the development of the plan which forms the basic 
s,tructure of the congressional proposal, and we believe the proposal (as adopted in the' 
"iJnified" plan) strikes the best balance that is likely to be aChieved between the 

I 

irrlterests of the government, the beneficiaries, and the providers. 

Accordingly, as I stated at our meeting, I donol believe that the Work Group 
\\Iould prefer the proposal set forth in the Democratic substitute Medicare reform bill to 
the proposal contained in the bills reported out of the congressional committees. Of 
c:ourse, we would prefer a smaller reduction in Medicare expenditures for home health 
as the Democratic proposal provides and, again, there are many features of the 
congressional proposals which we believe should be eliminated or revised. 

We also believe that the overall reduction in Medicare spending of $270 billion 
i~~ too high, as are the reductions in Medicaid spending. But we believe that, at this late 
date, our time in the type of meeting you suggested would be spent most productively 
iri! the development of an improved version of the congressional PPS proposal rather 
ttlan in an attempt to develop an interim measure and a new PPS plan at some point in 
the distant future. 
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As we mentioned, we brought the Work Group plan to HCFA in February of this 
~:ear and received strong encouragement to continue developing it. We presented it 
formally.to HCFA Administrator Bruce Vladeck and HCFA staff at a meeting on April 10, 
and Mr. Vladeck stated to the press and in testimony before the Ways and Means 
(;ommittee that the proposal held great promise and that a PPS system for home care' 
could be implemented within 18 months of enactment. We have extended a standing 
ilwitation to HCFA for months that'we will attend a meeting any time and anywhere to 
work on improvements to the PPS plan. We have visited with many Democratic 
members of Congress,and they have unanimously supported the PPS proposal 
developed by the industry. Of course, the Republican support is obvious. 

We remain committed to implementation of a prospective payment system as an 
e,llternative to co payments and bundling and would be glad to work with the 
Administration within the foregoing parameters. I look forward to hearing from you 
regarding the scheduling of the meeting you suggested, ' 

Sincerely, 

James C. Pyles 

JCP/jlr 

TOTRL P.04 
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