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. Three sets of meetings (3 days each) in October, Novembet and December. First set of 
January meetings is underway this week. I 

i 

The committee has broken the solvency standards discussiqn into 3 segments: initial 
requirements for certification; ongoing requirements; and irtsolvency protections. 

. I 
At the December meeting, tentative consensus was reache~ on the following components 
of insolvency protections: 

The rule should have criteria for declaring insolvendy. 

The rule needs to address uncovered expenditures. I 
i 

Hold harmless provisions are one element of insolvency protections. 

Continuation of benefits through the period for whibh payment was made and 
through discharge from an acute inpatient setting ar¢ one element of insolvency 
protections. 

The rule should require some deposit to cover HCFlA's administrative costs in the 

event of insolvency. .. I . 

This set of meetings is focusing on initial/start up requirements and ongoing requirements. 
I 

The committee has developed options through 3 different caucuses -- 1) provider caucus; 
2) insurer caucus; and 3) HCFAibeneficiary caucus I 

The options are difficult to summarize but have the followi~g characteristics: 

Insurer caucus: Would follow NAIC's HMO Mod61 Act and statutory accounting 
rules but allow some flexibility in counting a portion ofhealth care delivery assets 
(but only in proportion to what is used by PSO enr611ees). . 

I 
Provider caucus: Would use the NAIC's HMO Model Act as a starting point, use 
Generally Accepted Accounting Principles (GAAP)~ and would allow "credits" for 
PSO parental guarantees and other assets of the psb, such as sweat equity, to 
reduce the initial capital requirements. 

HCFAlBeneficiary caucus: Would use the NAIC's HMO Model Act, use GAAP, 
but would not anow credits or a reduction in the in~tial capital requirements to 
recognize intangible assets. Would set some limit qn the total of the amount 
required for initial capital ($1.5 million) that could be made up ofhealth care 
delivery assets. I 
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• Initial Requirements -- major differences: 	 ; I 

Net worth calculation -- what assets can be coJntediin calculating net worth, e.g., 
PSO-specific health care delivery assets, and t6 what extent. 

I I 
The absolute $ amounts required to meet initial: and ongoing capital requirements 
(Under the HMO Model Act, $1.5 and 1.0 million r6spectively), While all 3 
caucuses used the HMO Model Act, the provider ca~cus would likely propose a 
lower $ amount if their proposal for PSO "credits" ik not accepted. 

I j . 
Cash/operating losses -- what instruments (letters ofi credit, parental guarantees) 
can be used to satisfY a requirement that the PSO be able to cover its losses until it 
reaches break even. i 

, 

• 	 Ongoing Requirements -- major differences: 
I
I . 

Issues raised above for the Initial Requirements carry over. 
I 

I 
NArC's Risk based Capital Guidelines I 
* 	 Insurers initially suggested that the RBG guidelines be considered in setting 

the initial solvency standards for PSOs. I 

* 	 Providers are concerned that the RBC Juidelines do not give adequate 
consideration or credit to health care delive~ assets and that they are 
geared. to traditional HMO, insurance-t~pe fihancial structures. 

* 	 At the last meeting, HCF A put on the t~ble ah 
! 

option that would have RBC 
l 

tested in the first group of federally waived ~SOs to help us decide 
how/whether to use RBC as a monitoririg tool but did not commit to using 

I 

it from the beginning. States will begin using RBC in 1998 for HMOs, and 
modifications are continuing to be made. 

I 
I 

• Status of the PSO Definitions regulation 	 II 
Will be submitted to OS in the next week or sol witH a hoped-for publication in 
February. I I 

We initially believed that it would impossible td coJplete the solvency standards 
without the definition. It now appears that the ~olvency standards are being 

I I 

developed in a way that the exact structure of the PSO is less critical to the 
negotiations. However, the definition is critical to the issue of how many entities 
could qualifY for PSO status. I I 
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Each element of the definition is important: dthe ~SO is provider-based; 2) the 
affiliated providers share substantial financial risk; 3) the affiliates own a majority 
financial interest; and 4) the PSO provides a substa'ntial proportion of its services 
directly. ; I 

We are planning to present information to the Icomkittee tomorrow that indicates 
our current direction on the definition: I I . 

I 
I 

"Substantial financial risk" will be defiAed id a way that will require risk * 	 I, 

beyond a risk borne by affiliated proviqers for their own services 
(capitation risk). I I 
"Majority financial interest" will permit a subset of the affiliated providers 
to own 51 % or more of the entity, rath~r th~n requiring all to share in 

ownership. 	 , I 

* 	 "Substantial proportion" will be defined as tp.e PSO affiliates providing 
70% of services directly; in rural areas, Ithe threshold will be set at 60%. 

I I 
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NEGOTIA TED RULE MAKING COMMITTEE ON 

PSOSOLVENCYSTANDARDS ' 
'i I ' 

CAUCUS SOLVENCY STANDARn iPROPOSALS 

CA~CUS MEMBERSHIP. . . . i I. . . . 
Provider Caucus: Amencan Hospital AssociatIon, Amencan M~dlcal AssociatIOn, Amencan 

· I·, 

Medical Group Association, Catholic Health Association/Premier! Federation of American Health 
, Systems, Long Term Care Coalition, National IPA Coalitio~The IIPA Association of America, 
National Rural Health Association. I. I' 

: I 
Insurer Caucus: American Association of Health Plans, Blu:eCr~ss BlueShield Association, 
Health Insurance Association of America, National Associatipn o~Insurance Commissioners. 

" ii' 
Beneficiary Advocate Coalition: AmericanAssociation ofRetired Persons, Consortium for 
· Citizens with Disabilities, Health Care Financing Administrat\on I. . 

, . , I I 

INITIAL/START~UP PROP;OSALS* 

IRequirement'l Provider Caucus Insurer Caucus Beneficiary Caucus 

HMO Model Act Not Addressed Not Addressed Net Worth 

Calculation Atljusted GAAP 
of Net Worth -less subordinated 

liabilities. 
~admit 100% of HMO 
Model Act list of delivery 
assets that are in the 
entity, 

SAP with appropriate ~hantes. 
-Adjustment for concentratiop of assets, 
-Include some proportidn of health service 

'i'delivery assets used by ~SO members: 
-Buildings, fixtures & I,and Jnder building 
-Medical deliveryassefs I. 

-Lower proportion offu~niture, equipinent 
&EDP ! [' 

GAAP 
'-Admit all tangible 
assets. 

Consider counting 
affiliate's balance sheet? 
How? 

Financial 
Plan 

Liquidity' 

Business Plan 
(including financial 
plan), Must be sound ' 
and ~eflect capacity to 
break-even. 

Not Addressed 

• I I 
Proposedfor on-going fage. 

l 
f 

I I 
I ! 

Obligation Cash 

Financial Plan 
How do we count 
additional resources? 
- "affiliate" guarantees 
- line of credit 

Sufficient current assets. 

, 1 

"'Note: Caucuses did not specifically develop solvency standard proposals for the initiaVstart-up 
, • 1 I, , 

· business state. Instead, they developed proposals on how to ~reat p.ealth service delivery assets 
during the initial/start-up stage, The proposed requirements listed 'on this grid are based on these 

• I ; 

proposals, so each caucus did not address every requirement for th1e initiaVstart-up stage. 

i I 
I I 

'I 
I 
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ONGOING PROPOSALS I 

Requirement Providers Caucus Beneficiary Caucus Insurers Caucus' I 

Net Worth Adjusted HMO Model Act. 
Decrease based on: 
-ability to meet cash needs; 
-ability to meet unexpected . 
need through affiliated provider 

service capacity (sweat equity); 
-risk transferred to non­
affiliated providers and 
remsurers. 

Risk Based Capita} and' 
HMO Model Act ! 
Minimum Net Worth 

i 
. I I . 

Provide continuity "'ith 
state solvency standards 
by the end of 3 year, 
waiver period. ' j 

! 

HMO Model Act methodology 
Negotiate specific dollar amounts 
and percentage levels. 

RBC is a poteritial tool for PSOs 
and M+C plans. Evaluate the use 
ofRBC for PSOs 'and M+C plans 
after receiving annual data. . 

Calculation 
of Net Worth 

Adjusted GMP 
-Admit receivables greater than. 
90 days (including government). 
-Admit all delivery assets. 
-Subtract subordinated debt. 
.-Consider loans, parental and 
affiliate guarantees and other 
capital commitments .. 

Financial Proposedfor InitiallStart-up 
! 

Financial Plan I Financial Plan for all PSOs. 
Plan stag~ Meet plan bench marks. ! . Update if actuals vary from plan. 

File material modifidation 
File annual update.: I 

Unnecessary if operating more 
than a year and earing money. 

Financial Financial indicators to Fi~anciallndicato~s Look at financial indicators. 
Indicators 
and 
Trigger 
Points 

evaluate ability to meet cash 
needs. 
Proposedfor initial stage: 
e.g. Debt equity ratio 

Medical loss ratio 

Risk Ratios I 
I 

Identify troubled PSps 
Solvency Triggers ; 
Risk Based Capital I 
Licensee Action ! 

Establish trigger points based on 
current standards and consider 
HMO Model Act and Risk Based 
Capital trigger points. 

Liquidity No Requirement 
Allow lower net worth 
requirement if PSO 
demonstrates the ability to meet 
cash needs. 

Liquidity Require~ent I 
Timely Claims Payment I 
Requirement I. 

. Actuarial Certification of 
Reserve Adequacy : 

Proposedfor the ongoing stage. 

I 
Modified SAP I 

Investment Guidelides 
Orange Blanks I 
(NAIC Data Base) I . . . I 

How can PSOs use assets to meet 
net worth requirements? 

What investment guidelines 
should they follow? 

NoneOther Deposit for Uncoveted I 
Expenditures j'. 
Material Transaction 

I 

Approval I 
I 

Supervision Standa~ds 
I 
I 

Consider modifications to orange 

blanks. 

All PSOs file quarterly financial 

statements for first three years. 

Annual statements only ifPSO 

earned m9fley the third year. 
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INSOLVENey PROposALS 
I 

Requirement Provider Caucus Insurer Caucus Beneficiary Caucus 

Uncovered Restricted reserves Uncovered expenditures Uncovered health care expenses work 

Expenditures for uncovered calculation work sheet. . . sheet. 
expenditures. (Consider more than two 

months). 
Use modified 
HCFA work sheet 
(e.g. treat capitation 
like HMO salaries) 

Hold Hold harmless Include hold harmless Hold Harmless provisions .required in 

Harmless provisions for provisions in the PSO provider contracts and included in. PSO 
affiliated and regulation text. regulation text. 
contracted 
providers. 

Continuation 
. of Benefits 

Service Guarantees 
. (continuation of 
care) by affiliated 
and contracted 
providers. 

Include continuation of 
benefits provisions in the 

.PSO regulation text. 

, 
iContinuation ofbenefits provisions 
:required in provider contracts and
iincluded in PSO regulation text. For the 
! period for which payment has been made· 
Iand until discharge from an acute care 
ifacility. Also, some period of continued 
icoverage for individuals in the course of 
itreatment for chronic/disabling condition 
Ito ensure continuity of care. 
I 

I 

Insolvency 
Deposit 

Not addressed $300,000 insolvency 
deposit. 

I 

i,Insolvency deposit between ($100,00 and
!$300,000). . . 
I, 

Replacement 
Coverage 

Not addressed Open Enrollment iAddress replacement coverage issues. 
l' ' 

I 

Other None Receivership I • • 1!DeclaratlOn ofInSO veney: 
Develop criteria for determining when a 
PSO is insolvent. 

i 
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JANUARY 6, 1998, TUESDAY 

SECTION: CAPITOL HILL HEARING 

, 
LENGTH: 4681 words I 

HEADLINE: REMARKS BY SENATOR PHIL GRAMM (J-TX) 
TOPIC: THE BALANCED BUDGET 
THE CAPITOL, THE SENATE RADIO/TV GALLERY 

WASHINGTON, DC I 

BODY: I 
SEN. GRAMM: Let me first thank you for coming. 
As chairman of the Health Subcommittee and as a long-stand~ng budgeteer, I 
wanted to take the opportunity today to comment on comments the president made 
yesterday about submitting a balanced budget in 1999. I'd lik~ to talk at the 
little length about the president's proposal to expand Medicare and expand the 

f 

people who are covered by it. And so let me do both those things, and then I'll 

~ow it open for questions.. ., . I . 
Fust of all, I want to congratulate the preSIdent on hIS deCISIon to submIt a 

I 

balanced budget for 1999. I think that is a wise decision. I think it will be 
very much appreciated by the Congress and by the American ~eople. I intend to 

vigorously sup~ort that, e~fort, . . . I 
And I assume, m submIttmg a budget that IS m balance m 199.9, that the 
president will submit a budget that is in balance for each of thb five years 
through the year 2003. That will be my goal. I think we can fuake it a 
bipartisan goal. And whatever may happen in other parts of the budget debate, I 
think if we could adopt a budget that is in balance for the nex~ five years, at 

f 

least in terms ofour initial financial planning, I think it would be a very 
positive thing. 

I think the battle line in the budget is going to come down to 1battle about 
whether or not we stay with the spending caps that were writt6n for the next 
five years in the budget that we adopted last year. Let me sayl that I intend to 
oppose any budget that violates those spending caps. I do not believe that of 
all the options that are available, that we should take Americai on a new 
spending spree. There are many things that we can do with a Jurplus ifin fact a 

I 

surplus occurs. If I had my wishes granted, I would like t6 take any budget 
surplus and commit it to funding a transition from oUr current! debt-based Social 
Security system to an: investment-based system ~at we Couldlguarantee 



permanently and that would be good not only for our parents but for our 
children. . I 
I also believe that if we could combine that by taking any tobacco settlement 
money and committing that money to funding a transition to an investment-based 
Medicare -- which makes sense given that the cost of smoking that is borne by . 
the federal government is primarily borne through Medicare ahd Medicaid -- if we 
could institute those two programs and begin to build an investment-based Social 

I 

Security and an investment-based Social Security system, that we would have done 
something that would be remembered for a very, very long ti~e. 
Let me now turn to a discussion of the president's proposal abbut expanding 
coverage under Medicare. I don't delude myself into not beli~ving that the 
president's proposal will be very, very popular, but I wanted to come over 

. I 

this afternoon and give a reality check on this proposal. And let me just run 
through this reality check. I . 
Number one, under the best of circumstances, Medicare will ~e a $1 trillion net 
drain on the federal treasury over the next 10 years. There is not an estimate 

I 

that has been made by CBO or OMB or anybody else that does not project a deficit 
I 

in terms of self-funding for Medicare that is at least $1 trillionl over the next 
I 

10 years. I 
Secondly, and, I think, alarmingly, to simply fund existing benefits and 
existing programs, the current Medicare payroll tax, which is 2.9 percent of 
wages today, will have to grow to 14.1 percent in 25 years just to fund existing 
Medicare as our baby boom generation moves into retirement) 1 years from today, 
and as we move from 3.9 workers per retiree to two workers p:er retiree. 
If you add the projected expansion in the payroll tax to fund 11edicare and 
Social Security, we're looking at, under the most conservative iestimate -- and 
these are not estimates that I'm giving, but estimates that the I;ntitlement 
Commission, chaired by a Democrat, presented -- we are look~ng at, at a minimum, 
the payroll tax doubling over the next 25 years from roughly li5.4 percent to 
roughly 31 percent. . ! 

I 
What that would mean is that the average working American family with a joint 
income of $50,000 a year would find itself paying 31 percent 6f its income in 
payroll taxes, 28 percent of its income in income taxes, and wbuld be facing 
state and local taxes as well. That is an alarming, frightening reality check . . . 
mmyopmlOn. . 
As chairman of the Health Subcommittee in the Senate, my fi~st obligation is to 
the 39 million who have paid Social Security, some since 1965, who have retired 
based on a contract that they believed they have with Medicarb, and my first 
obligation is to see that the system is there to pay their benefit~. If your 
mother in on the Titanic and the Titanic is sinking, the last thiI;lg on earth you 
want to be preoccupied with is getting more passengers on the; Titanic. I want 
to be preoccupied with saying that, (a), we stop the ship from sinking; and two, 

I 

if we can't do that, that we get the passengers that are on the Titanic, safely 
off the Titanic onto a ship that is not going to sink. . t 

j 



Let me go overa couple of figures that I think are importanti* this debate. 
First of all, last year Medicare spent $5,652 per beneficiary. With any kind of 

. I 

adverse selection in people oP.ting to go on Medicare at 62 if they are unhealthy 
I 

or if they're sick or if -- depending on how the final program might be 
submitted to the Congress, if you could wait until you got sick to join the 
program; it is easy for me to imagine, having spent several yeln-s now looking at 
these numbers, that the average cost for the new beneficiaries:that would be 
added to the program by the president's proposal, could easil~ equal or exceed 
$5,652 a year. i 

I also think it is important to remember that while I don't hav¢ the data yet 
from the Census Bureau on 62 to 65 and the degree to which they have health 
insurance, I do have it from 55 to 65. From 55 to 65, in that age group, 86.7 
percent of American families have health insurance. That is substantially 

. I 

greater than the population as a whole. And one of my fears ,s, if we change 
the system so that people can qualify for Medicare, of the population that 
currently is 62 to 65, if almost 87 percent of them already have private health 
insurance, are we going to induce people to drop their private! health insurance 
to become eligible for Medicare? i 
I think a final question we need to ask ourselves in the realitYI check is, is 
the president's proposal out of sync with what we know has t6 happen in the 
next 25 years? I 
Now what do we know has to happen? Well, we know, under the best of 
circumstances, that 25 years from today, based on people who are already born 
and based on people who are heading toward retirement, that!we're looking at 
roughly two workers per retiree. But that's with raising the rJtirement age to 
67. Ii 
If the president, by giving Medicare benefits to people at 62, induces people to 
retire early, not only are we going to have an increase in expenditure on 
Medicare, but we're going to have fewer people paying payrJll taxes, more people 
drawing retirement benefits, and we are greatly going to exaderbate the problem 
we have in funding retifement and funding -- through Social Security and in 
funding health care. !, 
I think it is also important to remember that last year, in what I viewed as 
being an act of courage -- some may have viewed it as being :foolish, but I 

I 
viewed it as an act ofcourage that the United States Senate, on a bipartisan 
basis, voted to raise the eligibility age for Medicare to 67, to :conform to the 
eligibility age of Social Security, recognizing the fact that wlf all know, the 
fact that we all appreciate, and that is, we're living longer, w~'re healthier,

I 

but the reality of the America that we live in is that with the declining growth 
I 

in the number of babies that are born per family, people are going to have to 
use some of this improved quality of life, improved life span~ and better health 
to work longer.' i 



I think the president's proposal, while it is very good politics, when you do 
I 

any kind of reality check, you see that it is a movement in exactly the wrong 
I 

direction. It could very likely induce people -- the vast majoti,ty of whom have 
private health insurance that they have paid for through their employer and paid 

I 

for themselves over their working lifetime -- it could induce them not to buy 
private health insurance, knowing they could get Medicare at 62. It could 
induce people to retire earlier. And when we're looking at tW0 workers per 
retiree 25 years from now, to tilt that any further risks breaking the workers' 
back. 
So I'm very concerned about this proposal. I think that it is a proposal that 
if people look at, they're going to realize that this is 99 percent politics and 
1 percent public policy; that while we would like to live in a -~ under a system 
where it would be possible for people to retire earlier and earlfer, when we're 
looking at 25 years from now two workers per retiree, and when we're looking at 
the fact that we have already changed Social Security to try to; encourage people 
to work longer, I think this is a movement in the wrong directfon. And I don't 
believe that the Congress is going to go along with this proposal. 
Yes, sir? 

, . 
Q(I believe that ?) the opposition among Republicans is pretty strong on this. 
(Isn't ?) this proposal by the president simply a non-starter? I~'s not going 
to go very far at all, sir? i 
SEN. GRAMM: Well, I don't know. I haven't reached that conclusion. 

II mean, there's no doubt about the fact that there are many people who would 
like to retire earlier, that are looking at what they could do if t!iey retired 
at 62 versus 65 and 67. I 
One of the reasons that people tend to stay in the labor market until they're 65 
is Medicare, because they're concerned about their health care: costs during this 
transition. 

I think that because many Americans would like to retire earlier, and if they 
could get this guarantee, they might be encouraged to do it, I think it's 
going to be quite popular. But the cold reality is, to be able to fund Social 
Security and Medicare for the next 25 years, we need people t~ decide to work 
longer, not to retire earlier. ! 
So there is -- and I'm encouraged by the fact that there is stro~g opposition 
from Republicans at this point. But I don't underestimate the political appeal 
of telling people, in a period oftime where they do feel vulnerable, that we're 
going to provide them with a benefit. 
Now, the fact that we're talking about the most troubled program in the federal 
government, we're talking about a program that represents the; greatest financial 
threat to the taxpayer that has ever existed in history, we're talking about a 
program that's got a $2.3 trillion unfunded liability -- in other \words, if you 
took the current taxes for Medicare and you said to a private ihsurance company, , 
"What would we have to pay you to take this stream of revenyes and pay the 

! 



projected benefits for the next 25 years?" it would be roughly '$2.3 trillion. 
But with all of those troubles, and when reality stares you in the face and says , 
this is the last place on Earth you need to be expanding benefi,ts, I don't 
underestimate that it's going to be popular. I 
QBut Senator, doesn't the president's proposal require the individual early 

I 

retiree to pay the premiums themselves? In other words, theyl don't 
automatically benefit without paying in. , i 
SEN. GRAMM: Let me respond to that in several ways. First of all, the answer is 
no, in that the president says he's going to have some offsetti~g cuts and 
savings through waste, fraud and abuse. Let me say that every penny we can get 
our hands on, we need to commit to maintaining the existing program. When we're 
looking at a trillion- dollar drain on the federal treasury in the:next 10 
years, when we're looking at raising the payroll tax in 25 year~ from 2.9 
percent of income to 14.1 percent of income just to pay for current benefits, I 
think our focus -- if there are savings qut there, if there's waste, fraud and 
abuse out there, and I believe there is, we need to ferret that o~t to save the 
existing program, ~ot to expand it. ' 

But it is my understanding, in listening to the president today and looking at 
I 

the handout material, that there will be a net cost to the treasury involved in 
the program, andthat that is going to be offset by waste, frauq and abuse 
savings. . I 

The second thing is that that is all based on the presumption iliat a certain 
I 

number of the people that today do not have health insurance in this age group, 
62 to 65, that they will opt for this program. It doesn't take into account 
people that will decide not to buy health insurance while they're working for 
this retirement vulnerability period, and who will then opt for ~Medicare, or -­
and it takes no account whatsoever of the fact that people as a!result of this 
new benefit will opt to retire early and will draw Social Secur~ty rather than 
continuing to pay into the system. : 
All of those things are very hard to figure out how are people going to respond 
to these incentives. But I think if we're going to try to save Medicare, if 
we're going to try to keep the payroll tax from getting so high ithat it breaks . 
the worker's back, I think those are questions we have to ask apd try to answer. 
QJust for clarification, you're saying there's going to be a net 'cost over and 
above the premiums that -- (off mike). I 
SEN. GRAMM: That's my understanding. Now again, we've :seen no real paper. The 
president has put out a two-page sheet on it. But in listening tp what he was 
saying and in reading the paper in the last couple of days, wha\ I have seen is 
a proposal that would have a roughly $300 per month. That ~ould be $3600. Now, 
the average cost, as I said earlier, of Medicare benefits is $5,652. The 

I 

president is aware that you're going to get adverse selection because people who 
I 

are less healthy are going to opt for the benefit. How do you figure that out? 
I 

I don't know. I 



But even in addition to all that, the assumption, as I understaJd it -- and I 
stand to be corrected if I'm wrong -- is that that payment, both the current 
payment and then tht: higher payment when you actually do r~tire, discounted to 
the future, that that will not cover the program, that there will;be several 
billion dollars of cost, and that they will be made up for by otper changes in 
the existing Medicare program. Now, I don't know what those changes will be. 
Q Several billion a year? I 

i 
SEN. GRAMM: Several billion over the five years. But what I'm saying -- and I 
repeat it only because at least the arithmetic of it would be complicated -­

I " 

what is missing from this whole analysis is the following thin"g. 
I 

Currently, in the age group 55 to 65, almost 87 percent of Arrierican families 
have health insurance. What is going to happen when people!find out that the 
government is providing health insurance? Well, all I know ~s chairman of the 
subcommittee that has jurisdiction over Medicaid is that whil~ we've had a 
massive expansion in Medicaid benefits for children over the :last 10 years, we 
have seen no net change in the percentage of uninsured chilm:en. Why? Because 
what has happened is, when we're providing the benefit, people stop buying it. 
And so all we've done is taken children who had private health insurance and we 
have substituted Medicaid for it. i 

I 

So what I'm worried about, in figuring the real cost, is two things that are 
totally not taken into account, and they're very significant. One is, how many 
people are going to drop private health insurance or, simply !iliowing that this 
benefit might be there, not buy it in the first place, and therefore it will -­
the number ofpeople who come into the program be several times the number 
currently projected? Number two, to what extent will you get .:.- more people 
retire early as a result of this benefit, thereby putting strain nQt only on 
Medicare but on Social Security as well? I think those are things we better 
know something about. ' 
All I know is that we raised the retirement level for Social Se~urity from 65 to 
67, recognizing that in 25 years, that it was absolutely essential that -- over 
the next 25 years, to ask people to plan to work two years longer. The Senate 
voted to do the same thing for Medicare this year, and the president is moving 
to, in essence, allow it -- make it easier for people to retire at ~2. Now 
either we've been wrong for the last 10 years and we're wrong now, or the 
president's wrong. , 
QSenator, I think one of the arguments the administration m{lk:es is that 
whatever percentage of uninsured there are between 62 and 65, health insurance 
either is impossible for them to get because of their age or health problems, or 

I 

in their particular age group it's so expensive they can't possibly afford it. 
Is that a problem? Do you view that as a problem? \ 
SEN. GRAMM: Well, obviously it is a big enough problem t~at a lot of Americans 
work very hard during their during lifetime to try to get health insurance that 
will -- that they can carry into retirement, especially in this vililnerable age 

I 



before Medicare kicks in. 

So no one is saying that there is not a problem and that they're not people who 
-- find themselves wanting to retire early, but being concerned about their 
potential loss of health insurance if they do retire early. 
The problem is we have been for the last 10 years, making policy changes to 
prepare America for the fact that 25 years from now, that we are expecting 
people to work until they're 67; not because we want them to, but because, to 
have any chance of funding Medicare and Social Security with only two workers 
per retiree, we don't really have any choice. And I am just worried that this 
is moving the incentives in exactly the wrong direction. 
So if you could single out a few people and help them without inducing people to 
drop private health insurance and move into Medicare earlier and retire earlier, 
and all of the problems that will come with that, then this might be something 
you could debate. The problem here is unintended consequences. 
And what we have been trying to do, and I thought we shared this with the 
administration, was we've been moving toward raising these retirement ages and 
eligibility ages. As I said, the Senate, last year on a bipartisan vote, voted 
to raise Medicare eligibility age from 65 to 67. Now, the president is talking 
about dropping it three years, from 65 to 62. I mean, somewhere somebody's 
confused. 
Q Senator? 
SEN. GRAMM: Yeah? 
Q (Off mike.) And also what is going on with the commission? When do you expect 
it to start (work ?)? 
SEN. GRAMM: I am a member of the commission. I don't know when we're going to 
meet. 
All I would have to say is that I thought the purpose of the commission was to 
try to find a way to fund Medicare for the next 25 years. I never dreamed that, 
before we had our first meeting, the president was going to propose lowering the 
eligibility age from 65 to 62. . 
I don't know how serious people are about the commission. If I am going to 
spend time on it, I want to be serious about it. And again, I take this 
Medicare financial crisis very seriously. As I look at the future of America, 
the thing that I am most frightened about is our ability to fund Medicare and 
Social Security. I just don't know what the country's going to be like, 25 years 
from now, when the average working family is paying 31 percent of their income 
in payroll taxes. And I think something needs to be done about it. 
I know the answer. 

The answer is to get out of this debt-based system into an investment- based 
system where people's -- what they put into the system can grow at compound 
interest and help fund the program. But as it is now, we have no trust fund in 



Medicare. The Social Security trust fund is tiny and it's phony. It's 
government bonds, and interest payments on the bonds don't even count as an 
outlay of the Treasury. 
So I know how to fix it; it's funding it that's the problem. And I just see 
this as a movement all in the wrong direction. But again, maybe I'm more 
pessimistic than other people, but I think this is going to be a tough fight. 
Yes, ma'am? 
Q You mentioned that it would be nice if we could help the people that are 
caught between the ages of 62 and 65. Do you have a plan to -­
SEN. GRAMM: Well, I have one proposal that I made right before the recess that 
would be very beneficial to them, and that is to give tax equity to people who 
buy their own health insurance. The biggest problem that people who are retired 
have in buying health care is that they've got to pay with after-tax dollars, 
whereas people who buy it through their employer get it tax-free. And that 
makes avery, very big difference in the cost. 
So in my Health Care Bill of Rights which I proposed right before the recess as 
an answer to another presidential initiative on mandates, I -- it seems the 
president's got a new proposal now at least one a week. But the first proposal 
was to eliminate the discrimination against people who buy their own health 
insurance. That would cut the cost of health insurance for early retirees by 
about 25 percent. I think that would be a major step in the right direction. 
Also, going back to a question earlier, it's not clear to me that many of the 
people who were caught waiting to qualify for Medicare that the president's 
talking about are going to be able to afford the premiums he's talking about. I 
mean, I think that's the real question. So we may end up with a program that 
really doesn't reach the people who have the problem, but that induces people 

. who can provide for themselves not to do it, knowing the government's going to 
be there. 

Finally, are you going to let private companies cash out their health insurance 
and buy people into Medicare? I hope the president's not contemplating that. 
But as you remember, one of the things from the president's national health 
insurance proposal-- everybody was stunned that General Motors and all these 
big corporations endorsed the president's takeover of health care. Well, the 
reason they did is, his program was going to take these benefits that they are 
committed to for early retirees and basically make those government liabilities. 
So it was a huge multi-bill ion-dollar gift to corporate America. I want to look 
at the fine print to see if it would be possible, for example, for a company 
like General Motors to buy their people, their retirees, into this Medicare 
program and terminate their health insurance program. 
QSenator, have other Senate Republicans, you know, produced their own balanced 
budget this year? 
SEN. GRAMM: I think there will be -- I think you're going to have a big debate 
this year and the debate is basically going to come down to the Democrats 
wanting to take revenues that might be available and spend them, and Republicans 



wanting to take some of those revenues and commit them to debt reduction or ' 
Social Security and Medicare solvency and some to tax cuts. And I think that's 
going to be the fault line in the political structure ofthe country. I think 
you're going to have a very hot debate about it. 
I am not going to support a budget that increases spending above the spen9.ing 
total set out in last year's budget. I hope that will be my party's position. 
But I'm sort'oflike the basketball coach coming out at the beginning of the 
second half and the guy with the radio station says, "You gonna be in a full 
court press?" and he says, "Yeah, I'm gonna be in a full court press; I don't 
know about these players." ' 
Q Senator, don't most of your arguments hold true even if the premiums were to 
cover the current (five six, five two) -- question one. Question two: Do you 
have any concern that if people opt out of what they've got and take this offer, 
that it would raise premiums for those still in the system who are, for example, 
under 62 -- in the private system. . 
SEN. GRAMM: Well, all of my arguments hold even if the program were totally 
self-funding. 

Secondly, you have no way of estimating how many people are actually going to 
opt for this benefit because you don't know how the availability of this benefit 
is going to affect behavior. 

I can tell you, having tried to look at this thing both for Social Security 
solvency and Medicare solvency, that one of the main reasons that Americans work 
between 62 and 65, people who have been moderately successful, is because they 
don't qualify for Medicare until they're 65. 

If you make it possible for people to qualify at 62, you're going to have a very 
substantial number of people retire early, and in retiring early, they're not 
going to be paying income taxes to the degree they would have been paying them, 
they're not going to be paying Social Security taxes, they're not going to be , 
paying Medicare taxes. And if you tilt this system from two workers per retiree 
to 1.8 workers or 1.7 workers per retiree, you're going to have average working 
blue-collar people that have effective tax rates where the federal government is 
taking over 50 cents out of every dollar they eam, and I just canlt believe 
that can work. 
Now, the problem is that's 20, 25 years off in the future, but it's not 
speculating, it's certain, given the people that are already born and already 
working. And getting people to understand that is very difficult, especially 
when you've got people who say that there can be a benefit for them right now, 
that they can have something right now. It's very appealing. 
Thank you all very much. 
Q Thank you, Senator. 
(Senator Gramm leaves the broadcast studio for some time,but returns and 
answers more questions.) 



(Audio break.) 

Q (Off mike) -- clear about the Medicare. If these people do choose to retire 
early, they still have to pay the premiums. 
SEN. GRAMM: No, I know, but they're not paying the tax. 
QRight, I understand. 
SEN. GRAMM: They're not paying the Social Security tax. They're not paying the 
income taxes. See, it's a general equilibrium thing. And I'm just saying that, 
based on having looked at these things, the main reason people decide to work 
from 62 to 65, in many cases, is health care. 
Q (Off mike.) 
SEN. GRAMM: No, I'm talking about trying to take the best of both systems. I'm 
talking about a mandatory system where we would collect it through payroll tax 
but where it would go into actual investments under strict federal guidelines, 
but where there would be compound interest. There's only one thing powerful 
enough to bail us out of this $10 trillion debt, and that's the power of 
compound interest. 
Let me say this. I was asked about Sonny Bono. 
Sonny Bono was a wonderful, loving man who didn't take himself very seriously 
but who took issues very seriously. He got into politics as a guy who was 
trying to open a restaurant. He wanted to put a sign out in front of his 

,restaurant. The city hall said no. He took on city hall, ultimately ran for 
mayor, was elected. He came to Congress already famous and rich, and really 
dedicated himself to dealing with problems, and all the while laughed at himself 
and laughed at Congress. And I think he was a very important member for that 
reason. I think he gave us all a good perspective on things. In a town where 
everybody's got a big ego, he had already fulfilled his, and it made him a very, 
very unique person. I think he will be missed around here. There are not many 
people like him. 
Also, when you first listen to Sonny, you remember him with Cher, you remember 
him as kind of a goofy guy, actor, singer; but underneath all that was a very 
smart, dedicated, hard-working person, very goal- oriented. And so I think 
Sonny Bono was a very, very special person. 
Q (Off mike.) 

. SEN. GRAMM: When your mother is on the Titanic, and it's sinking, your first 
preoccupation ought not to be trying to get more passengers on the Titanic. ' 

Thank you. 

END 
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Unit~d States Senate 
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Dear Senator Gramm: 

P. 02 

Health Care Fin,)ncine Admi"istrat.ion 

--~----t-------:;---.-..-- ­
The Administrator 
Wasi1ington, D.C.; 20201 

, In response to your request, I am sending'3'0-year estimates of'the Medicare ,vings and ; 
, investment proposals contained in the President's 1998 Budget. The estimate~were prepared 'by 
HCFA's Office ofthe Actuary. These estiinates reflect the original proposals .' the President';s 
budget. but do not reflect the additional proposals'agreed to in the bipartisan udget negotiations 
or the' actual provisions of the Balanced Budget Act. As such, I suspect that tt'eir primary: 
usefulness is: n~w l~g:ly histo~cal or theoretical, but I did want to follow thr ~gh on my promise 
to you to prov1de thlS mfOnIiatlon. . ' , 

It 'is important to note thai 30-year estimates are subject to great uncertainty 'd must be used 

very cautiously with full awareness oftheir limitations. In particular. the f4nh r out the 

projection period; the greater the uncertainty. 


As Table 1 of the attachment indicates. dollar estimates over a 30-year projec 'on period will 
naturally grow to large magnitudes. as a, result of inflation and growth in the : mber of 
beneficiaries. Due to the changing value of the dQllar over long periods of ti e, comparing dollar 

. amounts in distant periods is ';ery difticul(andpotentially misleading~ accordi gly. such 
comparisons must be interpreted v"ery carefully. Any financial estimates over a 30-year period , 
are likely to be strongly affected by macroeconomic and other changes that'ar impossible to' ' 
forecast with ,certainty. This is particularly the case with the Medicare progra' where revenues 
arid .costs also dep}end on changes in labor force composition,' advances in me, ical sciences, etc. 
over the long term. Table 2 of the attachment summarizes the 5-year totals 0 expenditures, 
premiums, and net expenditures under present law, prior to the ,enactment of e Balanced Budget 
Act, as well-as the reduction in net Medicare expendinires under the Budget roposals. 

The Office of the Actuary advises me that the combined,impact of all the HI roposals would 
have improved the long-range actuarial balance by an estimated 1.89 per~ent fpayroll. The 
199.1 Trustees Repon shows the 7S-year actuarial balance to be 4.32 percen .ofpayroll under 
present law. The proposals in this package would ihushave. reduced the rep J:'ted actuarial deficit :, 
by about 44 percent. 
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Table 2-5·Year Totals of Expenditures, Premiums, and NefExpenditures under P •sent Law and 

~ Reduction in Net Expenditures under the Budget Proposals 


. 5-year totals 
'(In billions) 

l . 

'Total Medicare expenditures 
under present law 

$MI premium revenues 
underpresent law 

Net Medicare expenditures 
under present law 

. , (expenditures less premiums) 11 

Reduction in net Medicare expenditures 
under BUdget proposals 

11 Does not include HI premiums for the uninsured 

1998-' 2003- 200s-. 2013- 2018-, 
2002 2007 2012 2017 2022 

i 

1362.0 2090.4 3220.1 4856.6 7041,7 9 .8.0 

:110.4 138.8 179.9 242.1 327.9·' 

1251.6 1951.6 3040,1 4614.6 6713.8 95 5.2 

106.9 264.1'·489.6 821.3 1249.9 17 5.7 
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. EXECUTIVE OFFICE OF THE -PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 
WASHINGTON, D.C. 20503 

June 30, 1997 

MEMORANDUM TO THE DIRECTOR 
. 

'FR0:M: 

. DEPUTY DIRECTOR 
JOHN HILLEY 
GENE SPERLING 

Nancy-~ Min DeParle NIV\Y 
SUBJECT: Senator Granlm's Request for 30-Year Medicare Projections 

As you may recall, se~eral months ago, Sen~tor Gramniasked HHS for 10, '20, and'30­
year projections of the Medicare spending and savings in the President's bugget. ·(He first askcd 
for them during Secretary Shalala's Senate Finance hearing on our F Y 1998 budget Medicare 
proposals backinFebru.aly; he blew up at a Vladeck hearing in March when he hadn.'t received~. 
response and threatened to hold up all HHS and possibly all Administration nominees). We 
provided him with the 10-year.numbers in'late March and advised him that the actuaries were 
tied up in producing the 19.97 Annual Medicare Trustees Report and that we would get back to 
him aboutthe 20- and 30-year projections after the Trustees Report was fi~.shed. . 

The attached letter and tables respond to Semitoi Gramm's 'request. The letter makes 
d~arthat these projections are: '{l)based on the original President's budget ($100 billion over 5 

. years scored on the OMB baseline), not the CBO~sC()red $115 billion in the Bipartisan Budget 
. Agreement; and (2) highly uncertain and not very usefuL The letter also m()kes the point that the 
proposals in the President's budget improved the long-range actuarial balance of the Trust Fund. 
The tables include not only the total· 30-year savings, but also the projected current law baseline 
spending over the30~year period. Thus, if Senator Gramm adds up the totals for the 30 years, 
he can see that we're cutting $4,687 billion over that time period, which seems huge, but that is . 
out of total projected baseline spending of $27,097 billion, 

Finally, you should knOw. that the ecOnomic assumptions used by the actuaries in making 
these projections are slightly different than th9se used in the FY 1998 budget. When the 
actuaries make ,projections for the annual Trustees Reports, they use their own economic 
assumptions, which are less optimistic than the Administration's and closer to CBO's. That isn't 
highlighted here, and it isn't obvious, but it could come up .. 



... .,~ 

I'd recommend that we allow HHS to go ahead and respond to Senator Gramm, but Chris 
Jennings and I wanted you to see this.in case y'ou have a different view. Please let me know by 
Thursday if you do not wantthis response to go forward . 

. cc: Josh Gotbaum 
, Chris Jennings 
Mark Miller 

.... 

~(: " 
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DEPARTMENT OF HEALTH &. RUMAN SERVICES 	 Health Care FlnanclOS Mmlniitratlon 

The Administrator 
Wnhinstol'l, D.C. 20201' 

Honorable Phil Gramm 
United States Senate DRAFT'WadUnaton. D.C. 20510 

Dear Senator·Oramm: 

In response to yoUr request, lam Sending 3o:-year estimates oftheMedican:::savings and 
investment proposals cOntained in the President's 1998 Budget. The estimates were prepared by . 

. , HCFA', Office ofthe Aetuary. Tbese estimates reflect the original proposals in the President's 
budget, but do not reflect the additional propoSals agreed to in the bipartisan budget negotiations, 

It is important to note that 3Q..year estimates are subject to great UItcertainty I'JJld must be ulied 

very cautiously with full awareness oftheir limitations. In particular, the funher out the ." 

projection period, the gteater the uncertainty; 


" 	 ' . .' ' 

As Table 1 ofthe attachment indicates, dollar eStimates over to 30-year projection period will 

naturally grow to large magnitudeS, as a reSUlt ofii:J.fle.tion and gTovvth in the number of' 


. beneficiaries, Duelo the changing value ofthe dollar over long periods of time. oompl1ri~ of 
dollar amoUl1t~ in distant periods can be virtually meaningless. Any .iinancialestimates over a 30· 
year period are likely to be stronsfy affected by macroeconomic and other changes that are 
impossible 10 fOIe(;a.st withccrtainty.. This is particularly the cue with the Medicare program 
where revenues and costs also depend on changes in Jabor force compositio~ advances in medical 
sciences, etc. over the long tenn.. Table 2 of the ,attachment summar:iz;es th~ 5-year tottili of. 

. 	expenditures, premiums. and net expenditures under present law as well as the reduction in net 
M¢dicare expenditures under the Budget proposals.' . 

The Office Ofthe ACtuary advises me that the combined impact of all ~eHI proposals would 
improve the long-range actuarial baJaI)Ce by an estimated 1.89 percent ofpa}'1:o1L The 1997 ' 
Trunees Report shows the. 75-year aCtuarial balance to be -4.32 percent. ofpayroll under pr:=scnt 

, law. The proposals in this package would thus reduce the reported actuanw deficit by about 44 
, , percertt. 	 , I . 

Please let me know itl can be offilrther assistance. 

Sincerely. 

R fT 
Bruce Vladeck 
Administrator 

~chments 

http:fOIe(;a.st
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. Table 2-6~Year T01aIS of Expendltures;Premlums, and Net ExpenditLlr.~ under·Pl'e$ent l.:aw and 
Reduction In Net expenditUres under the Su~get PropoSals . 

.S-year totals 
On billions) 

,1998­ 2003­ 2008­ 2013­ 2018­ 2023­
.2002 20072012 2017 2022 ·2027 

Total Medicare expenditurH 
under preHnt law 1362.0· 2090.4 3220.1· 4856.6 704.1.79968.0 

, , 

SMI premium revenues 
under present law 110.4 138.8 179.9 242.1327.9 '442.8.· 

Net Medicare' expcncfltlires 
underprc::sent law 1251.6 1 QSUI 3040.1 4614.6 6713.8 .9525.2 
(expendituC'C$less prcmiums) 11 

Reduction In net Medicare expenditures 
unOer Budget proposals 106.9 264.1 48Q.6 821.3 124Q.Q 1755.7 

TOTAL P.06 
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TO: 	 Gene 

'''-,r''''' 

FROM: 	 Chris and Jeanne 

AlE: 	 MEDICARE GROWTH COMPARISONS: REVISl!.JJ 

DATE: 	 May 21,1997 

This is a modification ofan earlier table that we ga.ve to you. It now includes the 10 year as well 
a.') the 5 year numbers. and we e!';timated the premium revenue so it shows gross as well as net 
numbers. 

Growth: 	 The total (gross) Medicare spending growth per person is 4.9%, not 4.4%. The 
4.4% is the net amount (the lOtal spending minus the premium revenue). Sinee 
premium revenue is inoreasing, the Federal spending growth rate is lower. 

When comparing to CBO's projected private premium growth of4.7%, use 4.9%: 

EY 1997 - 2002 
_:"',. 

..'- ......... 	 CBC's Private Premium Growth: 4.7% 
Medicare Spending I Bene: 4.9% 
About: + 4% above private 

As a reminder, in 1995, eBO's projected private premium gro1.Vth was 7.1.%, and 
Medicare spending per beneficiary grew at an average of4.9% between 1996 and 
2002. This is abQut 30% belo'O' private trends at the time. 

GDP: 	 We constrain the growth ofMedicare as a percent of GDP considerably, although 
we do not stop it from increasing. 

Medicare total spending will be 2.8% of GDP in 2002 under the Agreement, 
relative to 3.2% under current law. This is about 10% below the percentage of 
GOP it would be without the Budget Agreement. 

Since Medicare is about 2.8% ofGDP today, the Budget Agreement ends the 
jncre~e in M~icaIe as a share of G~ 

Please call with questions. . 

http:REVISl!.JJ
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TALKING POINTS 
If);.Y~ar Medicare Savings 

in . 

, President Clinton's Balanced Budget; 

• 	 The President's budget includes a major commitment to preserVe and ' 
modernize the Medicare program. Through a series ofrefnnn~ and 
restructurings, it saves $365..9 billion over the next 10 years (FY9S·07). 
These savings come from total baseline spending of$3.158 trillion 

. during that lO-year period. 	 . 

• 	 The President's plan extends the solvency of the. Medicare trust fund to 
2007 - ten years from now. WitholJ,t this action, Medicare's Hospital 
Insurance trust fund would be bankrupt in 2001, just four years from 
now. 

• 	 The President's plan restructures the home health benefit so that' 
hospital~related horne health visits are paid out of the Hospital1nsurance 
trust fund and non..hospital related visits'are paid.out of the Part B 
Supplemental Medical Insurance Trust Fund. This reflects the original 
intent ofthe Medicare. The President's package ofhome health refonns 
are designed to control the rapid growth 'of this benefit. . 

• 	 The President·s plan addresses the ~horl-terlll deficit in the Medi~· 
program and lays the groundwork for a bipartisan effort to deal with the 
long-tenn challenge of the retirement of the Baby Boom Generation. 

• 	 The President's plan modernizes Medicare by offering beneficiaries new 
preventive benefits and new choices (PPOs and PSOs). 

"I" • 
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QUestlo'BS and J\nswers 
IO-Year Medicare Savings 

Qu,estiQn ! 

In your February budgel release you said IIIe S-year Medicare savIngs were $100 
billion and the six-year sav!ngswere S138 billion. Now you say it is $1061$146 billion. 
Wilat changed? 

The President's budget submitted in February was scored by OMB at $100 billion over 5 
years. A few lcchnicl11 chauges were mack: to this package after the budget nwnbers were 
transmitted. including changes to respond to CBO·s different baseline assumptions. 

: ~ : 	 Qllestion' 

n,e SQVingl"jrom tilt: hum.: h.:ulth IrumJer ure significantly Mgher ill tile 10-yeal' 
period. Wily? 	 ' 

They are not significantly different. This time-frame is twice as long as the previous time· 
frame. We said the five-year figure was $82 billion and the six-year figure was $102 

, billion. TIlc CUliOWlt incl'cases as the change in the baseline compounds. 

£t is very important to note that these savings are NOT part of the $1061$146/$369 billion 
in savings in 5/6110 years. They restore the intent of the Medicare statute and strengthen 
the Part A UUSt fund by transferring these non-hospitaL-related costs to Part B. 

'.: : 	 Q~lestion, 

.', . 	 Silzce tile President WQS so critical o/the Republ.icanp/an 10 cut S270 billion/rom 
MediclJre, doesn'l '"is $369 billion cut seem IlwJJllfy large? 

No. Remember that the $270 billion was over seven years and the $366 billion figure is 
over 10 years. More importantly, there are SIGNIFICANT differences in the policies 
behind these numbers. The Republican plan would have capped the contribution per 
beneficiary and significantly increased premiums and out-of-pocket costs for seniors. 

, The President's phm prolecls seniors aud continues the historic defined benefit package . 

. ': :. 

,'. 

'. 
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th~ P.resident's FY 1998 8udget:~ .Medicare· Savings and investment Proposals aJ 
1:),. "5 In bUlloRsl e.!!sltlV8 number. are &avi!!iJ!I !!!SSUV4J numberS are «:0$151 sums mil nol add due to rouhdl!!1l] 
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PART A PROPOSALS 
'188i t'" 2lI00 2Ot1 2002 

.. 
2003 2004 2006 2006 .2007 88..02 88..03 81-07 

S) MaJ111gi4 Clfe '1.3 '. a4 6.7 8.5 '0.1 11.4 12.9 1•.8 HM '18.3 30.0 4'.4 103.8 
L .'. 

HospItdI. 

'­

~ (;;;: 
;t . 
]'I 

" ,r' 

Red..-ce HospIta. PPS U~ , 
EICtead PP$ CapRaI Recaction rrornOBRA 1000 
ReckIce PPS:6empt Update VII Rebating: .. 
Reduce PPS-EMempt C.,." P~ . 
Refo-.TiBaie Puerto Rico p~ .' . 
MoiltOrlum 6n lOf'l9"T~Cere JtospitatS 
E....Cenitrloi~ . 
LowvlME 
GME Reform 

0.7 
1..2 
0,3 
0.1 
'0.0 
0..0 
0.0 
0.2 
0:2 

1.4 
'.2 
.0.4 
0.2' 
0.0 
0.0 
0.1 
0.4 
0.4 

2.2 
1..3 
Q.6 
0.2 
0.0 
0.1 
D .• 
0.7 
0.7 

s.t. 
1.3 
0,.8 
0.2 
''i,O 
.). ,. 
0.1 
').9 
0.9 

4.0 
IA 
• .0 
0.2 
0.0 
d.• 
Q.1 
2.0 
1.2 

4.4 
'.4 
U 
0.0 
0.0 

·0:2 
O.t 
2;3 
1.5 

4.6 
1.5 
1.2 
0.0. 
0.0 
0.2 
0.1 
2.S 
1.9 

4.9 
1.6 
1.3 
0.0 
0.0 
'0.2 
0'­
2.7 
2.3 

5.1 
1.8 
1.4 
0.0 
0.0 
0.3 
0'.1 
i.9 
2.7 

5.4 
1.7 

• 1.6 
0.0 
0.0 
0.3 
0.1 
3.1 
:U 

n.4 
0.4 
3.2 
0.8 

..0.' 
0.4 
0.2 

"":23.4 

15.7 
7.8 
4.3 
0.8 
..oJ 
'0.5 
0.3 
6.5 
S.O 

as.e 
'4.2 
9.9 
0.8 

..0.' 
1.5 
0.5 

t7.6 
.4.9 

. EIImt1ate Add-Ons lor OutIiel'1l 0.5 0.5 0.5 'J.6 0.6 0.6 0.7 0.7 0.8 0.8 2.6 3.3 6.2 
PPS Redefined Dlscharg5 
SCH Rebasing 
RPCH EICpi!In~Gn 

0.7 
·0.' 
0.0 

0.8 
-0.1 
0.0 

0.8 
.(J.I 
0.0 

0.9 
..J.1 
').0 

to 
-0.1 
0.0 

1.0 
..0.1 
0:0 

1.1 
.0.1 
0.0 

'.2 
..o.t 
0.0 

1.2 
-D.t 
0.0 

1.3 
..0.1 
0.0 

4.1 
-D.6 
..0. I 

S.2 
-0.7 
.c.1 

'0.0 
.1.2 
..0.2 

::J-
Medicare Dependent Hospltal$ 
Dired Payor GMEJlMElDSH RemOlled .rom AAPCC 
tnlarJCtiona Among Hospital Propo$8lS 

0.0 
-u 
0.0 

0.0 
·1.9 
0.0 

-0.1 
-2.1 
·0.1 . 

).0 
·2.6 
-3.2 

0.0 
·30 
.04 

0.0 
·3.5 
.0.5 

0.0 
.).9 

.07 

0.0 
·44 
.c.S 

0.0 
·5.0 
..0.9 

0.0 
-5.7 
-1.0 

..o.t 
·10.7 
..0.1 

..0.1 
·14.2 
-1.3 

..0.1 
-33.2 
·4.6 

Home Health 
ElIte'\d Saving .. from OBRA '993 Freeze 0.1 0.3 0.3 0.3 03 0.4 04 0.4 . 0.4 0.5 •.3 1.6 3.3 
HH tl'erim System 0.9 1.3 '.5 1.6 21 2.4 28 3.' 3.4 3.7 7.7 10.2 23.t 
HHPPS 
Pert A Benes \\Iho Choose Nolia Entail In PM 8 bl 

.0.0 
0.0 

0.0 
0.4 

1.5 
0.1 

1.6 
0.8 

17 
07 

U 
0.7 

2.0 
0.& 

2.' 
1.1 

2.2 
1.1 

2.4 
1.2 

4.1 
2.6 

6.5 
3.3 

15.2 
7.4 

Fraud and AlluM 
Clamy and Enhanoe MSP Authority 0.1 0.2 0.2 0.3 03 0.3 0.3 0.3 0.4 0.4 1.0 1.3 2.8 
Extend ExpII'blD MSP PrCNIsloM 
RevIY HIPAAProviaiDna 
Pay Home HeaHh a' Locdion of SeMce 

0.0 
'0.0 . 
0.1 

0.7 
0.0 
0.1 

0.9 
0.1 
0.1 

U 
0.1 
0.1 

13 
1)1 
01 

1.6 
0.1 
0.1 

1.7 
0.1 
0.1 

1.8 
0.1 
0.1 

2.0. 
0.0 
0.1 

2.' 
0.0 
0 .• 

4.0 
0.2 
0.4 

5.5 
0.3 
0.5 

.3.0 
0.5 
0.9 

Elininale Harne Halb PIP 
Re.qJIre SNF Conli4lkla1ed 81111ng 

0.0 
-0.1 

0.0 
·0.1 

0.8 
..o. I 

0.1 
-0.1 

01 
..01 

0.1 
. ..0.1 

0.1 
·0.1 

0.\ 
·0.1 

0.1 
..0,1 

0.' 
..oJ 

t.O 
..0.3 

1.1 
..0.4 

1.4 
-0.8 

SIdUe<l Nursing FadlltJes 

E 
::J 

Eldend Sallingl from 08~A 1993 Freeze 
. EBlebilsh SNF PPS 

0.0 
0.0 

02 
0.9 

0.3 
1.5 

0.4 
1.7 

04 
1.7 

0.4 
'.8 

0.4 
2.0 

0.5 
2.3 

0.5 
2.5 

0.5 
2.7 

1.3 
5.8 

1.1 
7.6 

3.6 
17.1 

~ 
!.L 

Benefi:llry Inveatments 

l'­
r-t 

CoIorectal SUeenlng 
HI Premium F,.. Wortdrg Otaablec 

-D.1 
0.0 . 

-0.2 
0.0 

.-D.2 
0.0 

.0.3 
0.0 

-0.3 
0.0 

..o.4 
O.C 

-0.4 
0.0 

..0.• 
0.0 

..o.4 
0.0 

-0.4 
'0.0 

·u 
..0.1 

-1.4 
-0.1 

.3.0 
-0.1 

l'­.... 
Part A Premium Orlsel -0.2 -0.2 ..0.3 .0.4 ..0.4 -D.5 -0.5 -0.8 ..0.6 ..0.7 -1.5 ·2.0 -4.'4 

TOTAL PART A 4.9 to.1 18.6 . 21.8 25.9 2&.5 31.5 34.8 38.0 41A au 109Af . 255.4 
l'­
(]'I 
(]'I .... 
I 

l'­.... 
I 
~ a: 
E 
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.,AAli B PROPOSALS 
fVlanaged e.,e -0.1 0.2 1.1 1.7 2.1 1.7 •. 5 1.8 t9 2.2 5.1 6.8 14.2 

" Hospitals 
Outpatient PPS c{ 0.0 I.B 1.8 2.1 2.5 3.7 3.4 4.1 5.0 5.8 8.2 . 11.9 30.2 

\.0 
(S) Outpatient GME RerOfm 00 0.0 b.O 0.0 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 0.1 

!l. Expand Cen'en of EllcelltnOe 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.2 

Ph.sklans and Other Prac.ltkN'lefS 
['-. 
If) SIngle Conversion FaCIOI'. Reform Update 0.1 0.8 1.5 2.1 2.8 3.6 4.5 5.S 6.8 8.2 7.3 10.9 15.8 
If) Single Fee For SUfgery 0.0 0.1 0.1 0.1 0.1 O.t 0.1 0.2 0.2 0.2 0.4 0.6 1.2 
If) 
\.0 Incentives lor 'n-Hospftll NlD ~ 0.0 0.0 0.3 0.5 0.7 0.9 0.0 1.0 1.1 , .2 1.5 2.4 6.7 
If) PI.ed PaymenUo PA. NP. eNS ·(U -DJ ..0.' .0.1 -02 ..0.2 aO.2 ..0.2 ..0.2 .0.2 -D.8 ..0.8 ·1.7'it en 	 Pa, Acqul$l'IIon ~ rOf Drugs 0.1 0.2 0.2 0.2 02 0.2 0.2 0.2 0.2 O.l 0.8 1.0 2.0 

IncreaM Ac:c:ess 10 CWroptaCloR 0.0 0.0 0.0 .0.1 ·0.1 -0. I -0.1 ..0.1 -D. 1 .a.I -D.2 .0.2 -D.S 
InlenCiioA among Physician Proposals 0.0 0.0 00 .0. I ·0.' -0.1 -0.1 .0.2 -0.2 .a.a -0.2 -0.3 .-1.1 

Fraud and Abu" 
Ctarily and En",.nce MSf ALlIhoIIIy 0.1 .0.1 0.1 '):2 02 0.2 D.2 0.2 0.3 0.3 0.6 0.8 1.8 
Extend Ellpiring MSP P,cwisions 0.0 0.3 0.4 ;).5 0.6 0.8 0.0 1.0 1.2 1.3 1.9 2.6 7.1 
Reqwte SIIIF Consolida'ed emmg 0.1 D .• 0.1 '.1 0' 0.1 0.1 0.' 0.1 0:1 0.3 0.3 0.6 
Revl.. HIPAA P,ovisions 0.0 0.0 0.0 J.O 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.2 

0 
I- Other Provider, 

Corrpelllive Bid 0.0 0.0 0.0 3.5 oe 0.9 1.0 1.1 1.2 1.3 1.4 2.3 7.0 . 
RedcIce ASC Updale 0.0 0.0 01 :>1 01 0.2 0.2 0.2 0.3 0.3 0.3 0.5 I.S 
Reform lab P....ents 0.0 0.0 00 0.0 00 0.0 0.0 0.0 0.0 0.0 0.1 Q.1 0.2 

Part 8 Premium ." 
E~end 25'l(. P,emium BevoncIl998 0.0 1.0 2.5 4.' 59 . 8.' n.o 14.0 17.3 21.0 13.6 21.7 . !W.9 
Premium OUMI 0.0 ..0.3 .0.7 -1.2 ., 4 ·0.9 -0.6 .0.7 -0.7 -0.7 -3.5 --4.4 .7.2 

Beneficiary lnvestmen', 
War/. Ma~p'hyCosIsharlng 0.0 .0.' ·0.1 -0.1 -01 -0.1 -0.1 ..0.1 -0.1 -O.t .0.3 -Dol -O.S 
Ann... 1 Mammogranl 0.0 .0.1 -D. I -0. I .(»1 .o.l .0.1 .0.1 -0.1 . .0.1 -D.4 -D.S -0.8 
Re.,II. Care .0.3 '-0.3 -D.~ -0.3 -D4 -0.4 ..0.4 -0.4 -0.4 .0.4 -'.7 -2.0 -3.6 
COIcrectat Screening 0.0 -D.' .0.1 .0.2 -D2 .0.3 -0.3 .0.3 -D.3 .0.4 -D.7 .0.9 -2.2 
Diabellc Sl:II'N'Ilng -D.2 -D.3 .0.3 ..0.3 -03 .0.4 .0.4. -0.4 -0.4 -0.4 .1.5 -1.8 ·3.3 
Blood Gh.loose MonItor S!rIps 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 0.0 0.' 0.1 0.2 
HI P.emlLim Flee Wo~1r9 DINlblecl 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
PreVentive Injections . '0.0 . .0.1 -0. I .a.' .:0, .0.' .0.' -0.1 .0.2 -0.2 -D." -O.S -I. , 

:E Ac:tvartally Determined Premium 5vrchafge -D.1 -D.2 -0.2 -0.2 -D2 . -0.2 -D.3 -0.3 .0.3 .0.3 -D.e -1.0 -2.2
0 Appropriate Outpatient CJlnsurence cI 0.0 .1.1 ·1.3 ·1.8 ·26 -8.6 -8.5 ·'0.2 -12.4 ·14..7 -8.8 ,'3.4 ·59.2~ 
LL 

24.3----­~P."RTB 	 -0.4 2.0 4.9 7.8 10.6 11.2 13.2 16.7 20.2 24B36.' 110.5 
[' ­..... NET SAVINGS FROM TOTAL PACKAGE 	 4.5 '2.f23.5 ~.5 36.5 39.7 44.)' 51.5 58.2 SS.& '45.8 365.9 
['-	

,ce.' 
..... 

['- 1998 1_ 2000 2001 2002 2003 2004 2005 2006 2001 9&'02 ge:03 9a-07 
en Home Health R••ttoc.allonen ..... Part AHome Heellh Spending Reallocated dI 14.4 15.6 15.8 17.3 18.9 2O.S 22.2 24.0 25.8 27.8 81.0 '02.4 202.1 
I 
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Medicare insert for Gene 


The three primary drivers of Medicare expenditures are enrollment, use of services, and of 

course price. All three of these components are increasing at rates far beyond the current 

projections of incoming revenue to the program and also beyond projected per capita GDP 

growth rates. 


Without question, the demographics associated with an aging population plays the most 

significant factor in the intimidating projections of future Medicare expenditures. The current 

elderly growth rates are nearly twice the rate of the general population. Beginning in 2010, 

as the baby boom starts to retire, the growth rate in the elderly population doubles. 

Moreover, the 85 plus population -- who are the most expensive Medicare beneficiaries - ­

will double between 1990 and 2010 (from 3 million ot 6 million), and double again by 2040. 

Not surprisingly, much greater costs accrue to the program because many more Americans are 

reaching Medicare eligibility age and, when they do, they stay in the program and use 

services for longer periods of time. 


The demographic changes are also contributing to the much greater use of long-term care 

services for the chronically ill. In recent years, we have witnessed double-digit growth rate 

increases in Medicare expenditures for home health, nursing home and hospice care. In fact, 

the 13 percent of Medicare beneficiareis with long-term care needs account for a third of all 

Medicare spending. [Forthcoming HCFA REVIEW]. There is little question, in fact, that the 

Medicare home care benefit has become an unofficial long-term care benefit for Medicare 

beneficiaries. ,Over 40 percent of home health spending is for the 10 percent of home health 

care users with 200 or more visits in a year. [Office of Actuary]1oo visit increase .... The 

increased utilization of these services, combined with a much greater reliance on high-priced 

technology, continue to make significant contributions to expenditure, growth. 


On the price side of the equation, there is little evidence to suggest that health care inflation 

will ever be consistently constrained to general inflation rates. In fact, despite some 

reductions in health care cost growth in recent years, new reports coming out suggest that 

health care costs are about to increase again -- much closer to the historically 1.5 to 2 times 

greater than CPI increases. 


Managed care is having greater success than traditional fee-for-service plans in constraining 

costs growth. In the private sector, fee-for-service premiums are increasing at levels that are 

almost twice as high as managed care plans. Moreover, recent evidence seems to suggest that 

these lower growth rates may not be just a short-term, one-time savings phenomenon. 

Unfortunately for the taxpayers supporting Medicare, they are not sharing in the savings. The 

program's current payment methodology overcompensates plans and, as a result, the program 

currently is losing money on each beneficiary who opts for Medicare managed care. This is 

because the payment to plans is linked to the higher fee-for-service payment rates. Because 

current managed care enrollees appear to be much healthier than average, plans reaping great 

savings -- even though some are plowing back these savings into benefits. 


-..;:,,;,. 



program or the beneficiaries it serves. 

-r~ (:. 

Unfortunately, because the Medicare benefit is significantly less generous than traditional 
private health care plans, there is little fat to cut from the program to achieve savings. In 
fact, 80 percent of private health plans provide more generous benefits. (Unlike most private 
plans, Medicare has no limit o~ out-of-pocket spending, no drug coverage, and a high 
inpatient hospital deductible.) As a result, Medicare actually only covers 45 percent of health 
care spending on the elderly. Reflecting the benefit, 90 percent of older Americans either 
have a private Medigap wrap-around plan or Medicaid coverage that supplements Medicare. 

There is little question that there is savings in Medicare program. It is currently growing at 
around 7 percent per capita, whereas the private sector growth rate is closer to 5.5-6 percent. 
The Administration's Medicare plan will get the program to at or very near this level. The 
outstanding question is' there much more savings that can be achieved without harming the 

Outside economists, like, Reischauer, suggest that 
Medicare probably can't be expected to grow at rates significantly below the private sector. 
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Medicare Trust Fund 
Commission Briefing 
Document 
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Decision needed 
Please sign 
Per your request 
Please comment 
For your information -L 

With informational copies for: 
HD Chron. HFB Chron, Medicare 
examipers. Jill Blickstein 

Phone: 202/395-4930 
Fax: . 202/395-3910 
Email: 
miller _ me@al.gov.eop 
Room: 87001 

Attached please find a briefing document on the Medicare Trust Fund Commission put 
together by the Health Financing Branch. 

This document outlines a series of issues to consider in designing a Commission on the long­
term financing of Medicare. It provides some history on commissions, a review of design 
issues (e.g., goals, staffing), and some possible Commission designs. Relevant recent 
legislation is also attached. It will be useful if this issue becomes a point of negotiation. 

Call Mark Miller (x57810) or Bob Donnelly (x5714) with questions. 
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Commission to Deal With Medicare Long-Term Financing: Design Issues 

iSSUE: If a commission is chosen as the vehicle to achieve Medicare reforms to address the long-term financing problems ofthe 
Medicare program, how should the commission be designed?74 

DESCRIPTION OF THE ISSUE: A recent idea in the Medicare debate has been to appoint a bipartisan commission on the long­
term financing of the program and to assign that commission the task of producing an acceptable plan.7s . With reference to previous 
commission-based reform efforts, this paper lays out the critical dimensions ofa commission on Medicare reform. 

ANALYSIS: 
Previous Commissions 
Because of their high visibility, varied compositions, and differing results, we selected the 1983 National Commission on Social 
Security Reform, military base closure efforts, and the 1995 Bipartisan Commission-on Entitlement and Tax Reform (the Kerrey­
Danforth Commission) as starting points in evaluating design options for a Medicare commission. Each of these commissions was 
appointed to address serious financing problems in politically sensitive programs. The experience of these commissions can be used to 
guide in the establishment of a Medicare reform commission. 

National Commission on Social Security Reform (NCSSR), The NCSSR was established by ExecutiveDrder 12335 on December 
16th 1981 to provide recommendations to assure the long-term solvency of the Social Security Trust Funds and the provision of 
appropriate benefits. About one year later, the NCSSR submitted its report to the President on January 20th i 983. Of the 15 
members of the NCSSR, 5 were appointed by the President (not more than 3 of the same party), 5 were selected by the Senate 
Majority Leader (not more than 3 of the same party), and 5 were selected by the Speaker of the House (not more than 3 of the same 

74(Note: the commission discussed in this paper is separate from the Advisory Commission on Consumer Protection and Quality in the Health Care 
Industry, established by President Clinton by Executive Order 13017 on September 5, 1996. That Commission is to study quality and consumer issues in the 
health care industry in general, while the commission discussed in this paper would make recommendations on Medicare-specific financing reforms.) 

751n the course of the recent Presidential and Vice-Presidential debates, both parties endorsed the idea ofa commission to address Medicare's financing 
problems. In addition, the idea ofa commission to deal with the long~term financing problems if Medicare has been included in several pieces oflegislation, most 
notably the House version of the FY 1996 reconciliation bill and the Coalition's balanced budget proposal (see Attachment A for examples of recent legislation 
calling for a Medicare commission). 

" 



party). In addition, the President designated a chairperson from the members bfthe Commission.16 In the case of the NCSSR, 
staffing was not of great importance, because the Commission's negotiations involved leaders (Stockman and Ball) who had in­
depth knowledge of Social Security, its problems, and the possible solutions. The NCSSR faced a hard deadline in that Social 
Security checks would be delayed in July of 1983 if a plan had not been enacted by late April of 1983 (SSA needed time to prepare 
its computers for the July checks). The NCSSR's final recommendations faced several difficult votes in Congress, but fina:lly were 
passed and signed into law on April 20th, 1983. 

In his book Artful Work: the Politics of Social Security Reform, Paul Light discusses the NCSSR, and finds its major contribution to 
be that it provided the cover for the political participants to negotiate potentially painful solutions away from public scrutiny. Since 
the fmal compromise had to get through Congress and be signed by the President,it was imperative to allow the two sides to 
negotiate, but negotiation required some distancing from media and interest grc"p pressure. In Thinking in Time, Richard E. 
Neustadt and Ernest R. May argue that a large portion of the success of the NCSSR is attributable to the inclusion on the 
Commission of the most important leaders on Social Security at the time and the Administration's eventual understanding that this 
commission could produce real results (rather than simply shelving the problem). 

Military Base Closure. In the past ten years, there have been four rounds of military base closings, overseen by two separate 
commissions. The Base Realignment and Closure Commission (BRAC), authorized in 1988 by P.L. 100-526, consisted of 12 
members appointed by the Secretary of Defense. The BRAC had its own professional staff, with the stipulation in law that only half 
of the staff could have been employed by the Department of Defense in the previous year. The BRAC reached its conclusions based 
on private meetings, and its recommendations were subject to expedited review by Congress (no amendments) and the President-­
the recommendations could not be changed. IfCongress did not vote to disapprove the entire package the recommendations would 
have the force of law. Congress did not pass ajoint resolution disapproving the BRAC recommendations in May of 1989, and so the 
recommendations assumed the force of law. 

The Defense Base Closure and Realignment Commission (DBCRC) was established by P.L. 101-510 in 1990 to oversee three 
rounds of base closings in 1991, 1993, and 1995. The DBCRC's eight members were appointed by the President, the Speaker of the 
House, and the Senate Majority Leader. The DBCRC had its own professional staff, with limits in the authorizing law on the 
number and duties of Defense Department employees on the staff. The DBCRe conducted its business in open meetings, and its 

76Members of the NCSSR included: Senators Dole, Moynihan, Armstrong, and Heinz; Representatives Archer, Conable, and Pepper; and Chairman Alan 
Greenspan. OMS Director David Stockman, although not an official member of the Commission, played an important role in negotiating the final agreement for 
the Administration. 
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recominendations faced the same expedited rules for consideration as the BRAC's recommendations. All of the DBCRC's 
recommendations were approved by the President and in all three cases the Congress failed to pass ajoint resolution disapproving of 
the recommendations. 

. . 

The 1995 Bipartisan Commission on Entitlement and Tax Reform (the Kerrey-Danforth Commission). Established by President 
Clinton in Executive Order 12878, the Kerrey-Danforth Conunissicn consisted of32 members (mostly members ofCongress) and 
had the goal ofproducing recommendations to curb the growth of Federal entitlement spending. All of the Kerrey ..:Danforth 
Commission's meetings were public (on C-SPAN), and the Commission had its own professional staff. While the Commission 
voted overwhelmingly for an interim report in 1994 which laid out the problems of out-of-control entitlenient spending, it was 
unable to agree on a final set of recommendations. The Commission's final report, released in January of 1995, included many sets 
of reform proposals, each championed by an individual member or group ofmembers of the Commission. None ofthe 
Commissioners planS have become law. ' . 

.Medicare Commission Proposals 
During the FY 1996 Budget Reconciliation debates, the original House bill-- as well as the Coalition's B3J.anced Budget -- included a 
provision to create a commission to address the long-term financing problems of Medicare (the lack ofa similar provision in the 
Senate bill is probably due to the Senate's Byrd Rule against extraneous provisions in reconciliation bills). These provisions would 
have established a commission, which was to submit recommendations on the long-term financing of Medicare in May of 1997. 

Further interest in the idea ofa Medicare reform commission was expressed by both parties in the Presidential and Vice Presidential 
debates, and Senator Cochran (R-MS) included a provision to create a Medicare commission modeled after the military base closure 
commissions when he introduced the President's FY 1997 Budget Medicare policies as a stand-alone bill (S 1926) in June. 

Drawing from these previous commissions, we have isolated six characteristics which should be considered in designing a commission 
to address the long-term financing problems of Medicare. We discuss these characteristics below. 



Defining the Problem 
One Qfthe mQst impQrtant issues in establishing aMedicare refQnn cQmmissiQn is the definitiQn Qfthe problem. AmQng the salient 
questiQns are: 

(1) Is the cQmmissiQn to. prQduce a plan to. meet the Trustees' definitiQn Qf IQng-tenn sQlvency (75 years), SQme Qther sQlvency gQal, 
Qrsome either gQal altQgether? Is the cQmmissiQn to. wQrk Qn shQrt-tenn sQlvency issues as well? The answer to. this questiQn will 
frame the types Qf SQlutiQns (i.e. structural Qr piecemeal) needed to. address the prQblem and PQints to the need to. define the prQblem 
in a way that dQes.nQt unintentiQnally eliminate PQtential sQlutiQns. 

(2) Who. certifies that the prQblem is fixed, and what assumptiQns do. they use?77 This questiQn is pivQtal, because small differences 
in assumptiQns can create vast differences QVer a IQng fQrecastperiQd. In additiQn, it is important to. select an entity to. certify that the 
final plan sQlves the prQgram's financing prQblems so. that all participants can have cQnfidence in the integrity Qfthe cQmmissiQn's 
wQrk. 

(3) Is the prQblem Part A sQlvency Qr Qverall Medicare spending grQwth? The answer to. this questiQn will infQnn the cQmmissiQn 
about the necessity to. refQnn Part B spending as part Qf its wQrk. 

The Role ofPressure 
The design Qf a cQmmissiQn must cQnsider whether and.hQw to. create a PQlitical envirQnment that will favor actiQn Qver inactiQn. 
While there seems to. be agreement that sQmething needs to. be dQne to. rein in Medicare spending grQwth and to. safeguard the 
prQgram's financing, withQut an impending crisis it is likely that the will to. reduce Medicare's growth will nQt materialize. PQliticians 
are unlikely to. make big reductiQns in a PQPular program when the CQnsequences Qf inactiQn will be felt by a succeSSQr. To. address a . 
similar prQblem in the SQcial Security refQnn effQrt Qf the early 1980's, the CQngr€ss created an artificial crisis by allQwing bQrrQwing 
between the Trust Funds fQr Qnly Qne year to. support SQcial Security. This had the effect Qf ensuring that the OASI Trust Fund WQuid 
run Qut Qf mQney during 1983, and that checks CQuid nQt bemailedinJulyl983withQutfurtheractiQn.This deadline mQtivated 
PQliticalleaders to. fQCUS Qn SQcial Security's financing prQblems, and to' agree Qna cQmprQmise sQlutiQn. 

A similar apprQach CQuid be used in establishing a Medicare cQmmissiQn. In the cQmmissiQn's authQrizing legislatiQn, fQr example, 
large, acrQss-the-bQard cuts (affecting bQth prQviders and beneficiaries)cQuld be triggered if no. refQrms are enacted by a date certain. 

77A possible solution to thisproblem would be to use the Trustees' intermediate assumptions and the Trustees' actuaries (actually HCFA's Office of the 
Actuary). The advantages to such a plan are that all sides seem to have defaulted to using the Trustees' intermediate assumption scenario as the best estimate of 
the Trust Fund's future, and that using HCF A's actuaries have traditionally played this role. Alternatively, the non-partisan American Academy of Actuaries 
could be engaged to do the estimation for the commiSSion's purposes. 

, 



. Alternatively, if no "short-tenn" Medicare savings are agreed to, the commission may have to deal with the HI Trust Fund's 
insolvency as amotivating crisis. 

Goals ofa Commission 
Another point which must be clarified refers to the commission's goals. Possible goals include producing legislation for expedited 
review that will address the problem as posed to the commission, or sImply drafting a set ofrecommendations to submit to Congress. 

In defining the goals of the commission, it will be important to establish beforehand any solutions Which will be unacceptable to the 
Administration. For example, if the Administration cannot support the imposition of a Part A premium, it would be preferable to 
include a prohibition ofsuch a policy in the commission's authorizing legislation (although such language may require concessions on 
policies found to be unacceptable to the Congress). An alternative to forbidding the inclusion of a particular option in the 
commission's recommendations, the legislation could require two sets ofrecommendations, with the stipulation that one not include 
the objectionable provision. While such a strategy would have the effect of limiting the commission's options, it could also keep the 
commission from producing a recommendation which is unacceptable a priori. 

Commission Membership 
In deciding how to appoint members to a Medicare refoml commission, one could follow the lead of the National Commission on 
Social Security Refonn and the Defense Base Closure and Realignment Commission by splitting the membership between Presidential 
and Congressional appointees, with Congressional appointees allocated to ensure bipartisan membership. In addition one might 
include the OMB Director among the President's appointees in order to be sure ofhigh-level Administration support of the resulting 
plan.7s Finally, the commission should be limited to a workablenumber.ofmembers (as in the National Commission on Social 
Security Refonn and the Defense Base Closure and Realignment Commission). The Kerrey-Danforth Commission isa clear example 
of the inability of a large commission to negotiate and agree on a plan to make painful cuts. 

Hearings 
In setting the commission's meetings, there·is a trade-off: public hearings would allow the commission to get more infonnation from 
interest groups, but also allow the interest groups a better look at the solutions being considered and a better chance to apply pressure. 
to stop the eventual plan. Private meetings can lead to accusations ofhidden dealings (as in the development of the Administration's 

78Although the OMB Director has was not an official member of the Social Security, base closure, or Kerrey-Danforth commissions, published accounts 
.show that the participation of David Stockman in the negotiations of the National Commission on Social Security Reform was essential, because the other 
participants (except Robert Ball) did not have sufficient command of the program details to negotiate effectively. Director Stockman's position in the 

. negotiations also ensured that the Administration's position was clearly represented in the Commission's negotiations. 



Health Security Act), but can provide the political cover to float compromises which would be Wlpopular in open hearings. A possible 
solution would be to hold public hearings to allow interested parties to have input into the commission's workings, but meet in private 
to negotiate. 

Enforcement/Legislative Short-cuts 
Another key component in the design of a commission to address the long-term financing problems ofMedicare is the inclusion in the 
commission's authorizing legislation provisions to expedite the implementation of the commission's recommendations. In the case of 
the military base closure commissions, the President was able only to accept or reject the Commissions' recommendations in their. 
entirety, and the Congress would have had to pass ajoint resolution disapproving all of the Commission's plans in order to block 
implementation. In the case of the NCSSR, on the other hand, the Commission's recommendations were passed quickly by Congress 
and signed by the President with few changes, but quick review was enforced in this case by the looming crisis of no Social Security 
checks beingsent.'9 Finally, the Kerrey-Danforthcommission's role was merely advisory, and its recommendations received no 
special treatinent on the Hill. Based op the outcomes of these commission efforts, if the recommendations of the commission are 
accorded expedited legislative procedures, then the commission's recommendations are more likely to be enacted. 

'. 

Staffing 
A final concern in the design of a Medicare reform commission is staffing. Because of the complexity of the issues involved in 
Medicare, a good professional staff will be needed to provide analysis to. the commissioners as they develop options and negotiate 
solutions. The commission's staff can simpiy be hired for the life of the commission, detailed from various places (HHS, OMB, 
ProPAC, PPRC,Budget Committee staff, CBO), or some combination of the two. It may be possible to design the commission's staff 
so that OMB staff are detailed to the commission -- this will help to provide information to OMB of the commission's proceedings. 
Such a commission staff including detailed Federal employees would be justified, given the concentration of knowledgeable Medicare 
analysts in the Federal government, although it may be necessary to include analysts from outside the federal government on the 
commission's staff to avoid the perception that the commission is "owned" by the agencies.80 

. ' 

79The Commission left it the Congress to choose between two options -- raise the retirement age to 67, or increase taxes -- to achieve the Commission's 
self-imposed savings target ($200 billion in short-teon savings/revenues and 1.8% of taxable payroll in the long-teon). The House considered the NCSSR's 
recommendations under a modifiedclosed rule and chose to raise the eligibility age. In addition, the Senate included an amendment to extend Social Security 
coverage to federal employees. 

80The effort to produce the Administration's Health Security Act suffered from such a perception that the plan was drafted behind closed doors and 
without non-governmental input. 
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Possible Commission Designs 
Because there are many possible designs for a Medicare reform commission, and many of the decisions involved in establishing such a 
commission hinge on political concerns, we are hesitant to present a finn recommendation. Instead, we present three commission 
configurations to Jay out the range of possible outcomes. 

Hard trigger/legislative short-cuts: Under this scenario, a h~Id trigger (a proportional reduction in payments/increase in copayments) 
would be included in the authorizing legislation to create pressure for a resolution. The commission would generate legislation 
which would be subject to an expedited process, with the President or Congress needing to act to stop implementation (i.e~, a joint 
resolution ofdisapproval or a veto). 

No trigger/legislative short-cuts: Under this scenario, there would be no trigger (although impending insolvency could serve that 
purpose). The COmmission'S legislation would still face an expedited process and no amendments, but Congress would have to vote 
to pass the commission's refonns. 

No trigger/no legislative short-cuts (advisory commission): Under this scenario, there would be no trigger to enforce a solution. In 
addition, the commission would be charged not with writing legislation, but rather with drafting a set of reform proposals for the 
President and Congress to consider. 
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Emergency Medicare Protection Act of1996 (Introduced in the Senate) 

TITLE III-NATIONAL COMMISSION ON MEDICARE REFORM 

SEC. 11301. ESTABLISHMENT OF COMMISSION. 

(a) ESTABLISHMENT- There is established a Commission tobe known as the National 
Commission on Medicare Reform (in this title referred to as the 'Commission'). 

(b) MEMBERSHIp.: 

(1) COMPOSITION- The Commission shall be composed of 15 members ofwhom--' 

(A) five shall be appointed by the President from amQng officers or employees of the 
executive branch, private Citizens ofthe United States, or both, of whom not more 
than 3 shall be of the same political party; 

(B) five shall be appointed by the majority le~der ofthe Senate from among Members 
of the Senate, private citizens of the United States, or both, ofwhom not more than 3 
shall be of the same political party; and 

(C) five shall be appointed by the Speaker of the House ofRepresentatives from 
among Members of the House ofRepresentatives, private citizens ofthe United 
States~ or both, ofwhom not more than ? shall be ofthe same political ?arty; 

(2) CHAIR- The President shall designate a Chair from among the members of the 
Commission. 

(3) DATE- The appointments of the members ofthe Conimission shall be made not later 
than 60 days after the date of the enactment ofthis title. 

(c) PERIOD OF APPOINTMENT; VACANCIES- Members shall be appointed forthe life of the 
Commission. Any vacancy in the Commission shall not affect its powers, but shall be filled in the 
same manner as the original appointment. . 

, . 

(d) INITIAL MEETING- Not later than 30 days after the date on which all members of the 
Commission have been appointed, the Commission shall hold its fust meeting .. 

(e) MEETINGS-.The Commission shall meet at the call ofthe Chair. , 

(f) QUORUM- A majority of the members of the Commission shall constitute a quorum, but a 
lesser number of members may hold hearings.' . , 

SEC. 11302. DUTIES OF THE COMMISSION. 

11105196 16:10:19 




(a) IN GENERAL- The Commission shall.;­

(1) review relevant analyses of the current and long-term financial condition of the Federal 
Hospital Insurance Trust Fund and the Federal Supplementary Medical Insurance Trust 
Fund established under title XVIII of the Social Security Act; 

. . . 

(2) identify problems that may threaten the long-term solvency ofsuch trust funds; 

(3) analyze potential solutions to such problems that will both assure the financial integritY 
of the Medicare program under such title and the provision ofappropriate benefits under 
such program; and . 

(4) provide appropriate recommendations to the Secretary ofHealth and Human Services, 
the President, and the Congress. . 

(b) LEGISLATIVE PROPOSAL· Not later than 1 year after all of the members of the . 
Commission have been appointed, the Commission shall develop a legislative proposal that carries 
out the recommendations provided under subsection (a)(4). Such legislative proposal shall be 
submitted to Congress in the form ofan implementing bill which contains the statutory provisions 
necessary or appropriate to implement the proposaL An implementing bill submitted in 
accord,ance with this subsection shall be considered by Congress under the procedures described in 
section 11306(b). . . 

SEC. 11303. POWERS OF THE COMMISSION .. 

(a) HEARINGS· The Commission may hold such hearings, sit and act at such times and places, 
take such testimony, and receive such evidence as the Commission considers advisable to carry 
out the purposes of this title. . 

(b) INFORMATION FROM FEDERAL AGENCIES~ The Commission may secure directly from 
any Federal department or agency such information as the Commission considers necessary to 
carry out the provisions of this title. Upon request of the Chair of the Commission. the head of 
such department or agency shall furnish such information to the Commission. 
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Emergency Medicare Protection Act of1996 (Introduced in the Senate) 

(c) POSTAL SERVICES- The Commission may use the Uniied States mails in the samemanner 
and under the same conditions as other departments and agencies of the Federal Government. 

(d) GIFTS- The Conunission may accept, use, and dispose ofgifts or donations of services or 
property. . 

SEC. 11304. COMMISSION PERSONNEL MATTERS. 

(a) COMPENSATION OF MEMBERS- All members of the Conunission shall serVe without any 
additional compensation for their work on the Conunission. 

(b) TRAVEL EXPENSES· The members of the Conunission appointed from among private 
citizens of the United States shall be allowed travel expenses, including per diem in lieu of 
subsistence, at rates authorized for employees ofagencies under subchapter I ofchapter 57 of title 
5, United States Code, while away from their homes or regular places of business in the . 
perfonnance ofservices for the Conunission. 

(c) STAFF­

(1) IN GENERAL- The Chair of the Commission-may, without regard to the civil service 
laws and regulations, appoint and tenninate an executive director and such other additional· 
personnel as may: 1.:: necessary to enable the Conunission to perform its duties. 

(2) COMPENSATION- The Chair of the Commission may fix the compensation of the 
executive director and other personnel without regard to the provisions of chapter 51 and 
subchapter III of chapter 53 of title 5, United States Code, relating to classification of 
positions and General Schedule pay rates, except that the· rate of pay for the executive 
director and other personnel may not exceed the rate payable for lev~l V ofthe Executive 
Schedule under section 5316 ofsuch title. . 

(d) DETAIL OF GOVERNMENT EMPLOYEES- Any Federal Government employee may be 
detailed to the Commission without reimbursement, and such detail shall be without interruption 
or loss ofcivil service status or privilege. .. 

(e) PROCUREMENT OF TEMPORARY AND INTERMITTENT SERVICES- The Chair of the 
Conunission may procure temporary and. intermittent services tinder section 3109(b) of title 5, 
United States Code, at rates for individuals which do not exceed the daily equivalent of the annual 
rate ofbasic pay prescribed for level V ofthe Executive Schedule under section 5316 ofsuch title. 

SEC. 11305. TERMINATION OF THE COMMISSION. 

The Commission shall terminate 30 days after the date on which the Conunission submits its 
legislative proposal to Congress under section 11302(b). .. 

lof2 11105196 16:11:55 



SEC. 11306. CONGRESSIONAL CONSIDERATION OF COMMISSION· 
PROPOSALS. 

(a) IN GENERAL- The implementing bill described in section 1 1302(b) shall be considered by 
Congress under the procedures for consideration described in subsection (b). . 

(b) INTRODUCTION AND REFERRAL­

(I) IN GENERAL- On the day on which the implementing bill described in subsection (a) is 
transmitted to the House of Representatives and the Senate, such bill shall be introduced (by . 
request) in the House of-Representatives by the majority leader ofthe House, for himself or 
herselfand the minority leader of the House, or by Members of the House designated by the 
majority leader and minority leader of the House and shall be introduced (by request) in the 
Senate by the majority leader of the Senate, for himself or herself and the minority leader of 
the Senate, or by Members ofthe Senate designated by the majority leader and minority 
leader dfthe Senate ..Ifeither House is not in session on the day on which the implementing 
bill is transmitted, the bill shall be introduced in the House, as provided in the preceding 
sentence, on the first day thereafter on which the House is in session. The implementing bill 
introduced in the House ofRepresentatives and the Senate shall be referred to the 
appropriate committees ofeach House. 

(2) AMENDMENTS PROHIBITED- No amendment to an implementing bill shall be in 
order in either the House ofRepresentatives or the Senate and no motion to suspend the 
application of this subsection shall be in order in either House, not shall it be in order in 
either House for the Presiding Officer to entertain a request to suspend the application of 
this subsection by una:ni.mous consent. 
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(c) DISCHARGE-If the committee to which an implementing bill described in subsection (a) is 
referred has not reported such implementing bill (or an identical implementing bill) by the close of 
the 30th day after its introduction, such committee shall be, at the end of such period, discharged 
from further consideration ofsuch implementing bill, and such implementing bill shall be placed 
on the appropriate calendar ofthe House involved. 

(d) CONSIDERA TION­

(l) IN GENERAL- On or after the third day after the date on which the committee to which 
such an implementing bill is referred has reported,or has been discharged (under subsection 
(c» from further consideration of, such an implementing bill, it is in order (even though a 
previous motion to the same effect has been disagreed to) for any Member of the respective 
House to move to p~oceed to the consideration of the implementing bill. A Member may 
make the motion only on the day after the calendar day on which the Member announces to 
the House concerned the Member's int~ntion to make the motion, except that, in the case of 
the House ofRepresentatives, the motion may be made without stich prior announcement if 
the motion is made by direction of the committee to which the implementing bill was 

. referred. All points oforder against the implementing bill (and against consideration of the 
implementing bill) are waived. The motion is highly privileged in the House of ' 
Representatives and is privileged in the Semite and is not debatable. The motion is not 
subjectto amendment, or to a motion to postpone, or to a motion to proceed to the 
consideration ofother business. A motion tl) reconsider the vote by which. the motion is 
agreed to or disagreed to shall not be in order. If a motion to proceed to the consideration of 
the implementing bill is agreed to, the respective House shall immediately proceed to 
consideration of the implementing bill without intervening motion, order, or other business, 
. and the implementing bill shall remain the ·unfmished business of the respective,House until 
disposed of. . . 

(2) DEBATE- Debate on the implementing bill, and on all debatable motions and appeals in 
connection therewith, shall be limited to not more than 30 hours, which shall be divided 
equally between those favoring and those opposing the implementing bill. An amendment to 
the implementing bill is not in order. A motion to further limit debate is in order and not 
debatable. A motion to postpone, or a motion to proceed to the consideration ofother 
business, or a motion to recommit the implementing bill is not in order. A motion to 
reconsider the vote by which the implementing bill is agreed to or disagreed to is not in 
order. 

(3) VOTE ON FINAL PASSAGE- Immediately following the conclusion of the debate on 
an implementing bill described in subsection (a), and a single quorum call at the conclusion 
of the debate if requested in accordance with the rules of the appropriate House, the vote on 
final passage ofthe ~mplementing bill shall occur. . 

(4) APPEALS- Appeals from the decisions of the Chair relating to the application of the 
rules of the Senate or the House ofRepresentatives, as the case may be, to the procedure . 
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relating to an implementing bill described in subsection (a) shall be decided without debate. 
\ 

(e) CONSIDERATION BY OTHER HOUSE· 
" 

(1) IN GENERAL- If, before the passage by one House of an implementing bill of that 
House described'in subsection (a), that House receives from the other House an 
implementing bill described in subsection (a), then the following procedures shall apply; 

(A) The implementing bill ofthe other'House shall not be referred to a committee and 
may not be considered in the House receiving it except in the case of final passage as 
provided in subparagraph (B)(ii). ' 

(B) With respect to an.implementing bill described in subsection (a) of the House 
receiving the implementing bill-- '. " ' 
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Emergency Medicare Protection Act of1996 (Introduced in the Senate) 

(i) the procedure in that House shall be the same as if no implementing bill had 
been received from the other House; but 

(ii) the vote on final passage shall be on the implementing bill of the other 
House. . 

(2) IMPLEMENTING BILL IN RECEIVING HOUSE- Upon disposition of the . . 
implementing bill received from the other House, it shall no longer be in order to consider . 
the implementing bill that originated in the receiving House. 

, . 

(f) RULES OF THE SENATE AND HOUSE OF REPRESENTATIVES- This section is enacted 
by Congress-­

(1) as an exercise of the rulemaking power of the Senate and:House of Representatives, 
respectively, and as such it is deemed a part of the rules ofeach House, respectively. but 
applicable only with respect to the procedure to be followed in that House in the case ofan 
implementing bill described in subsection (a), and it supersedes other rules only to the 
extent that it is inconsistent with such rules; and 

(2) with full recognition of the constitutional right ofeither House to change the rules (so far 
as relating to the procedure of that House) at any time, in the same manner, and to the same 
extent as in th~ case ofany other rule of that House. 

SEC. 11307. AUTHORIZATION OF APPROPRIATIONS. 

There are 'authorized to be appropriated such sums as are necessary to carry out the purposes of the 
Commission. 
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.. ' 

Common Sense BalancelBudget Act of1995 (Introduced in the House) 

SEC. 8032. COMMISSION ON THE EFFECT OF THE BABY BOOM 

GENERATION ON THE MEDICARE PROGRAM. .
. 

(~) ESTABLISHMENT- There is established a commission to be known as the Commission on 
the Effect of the Baby Boom Generation on the Medicare Program (in this section referred to as 
the 'Commission'). 

(b) DUTIES­

(1) IN GENERAL- The Commission shall-­

(A) examine the financial impact on the medicare program of the significant increase 
in the number ofmedicare eligibl~ individuals which will occur beginning 

approximately during 2010 and lasting for approximately 25 years, and 

(B) make specific recommendations to the Congress respecting a comprehensive 
approach to preserve the medicare program for the period during which such 
individuals are eligible for medicare. ­

(2) CONSIDERATIONS IN MAKING RECOMMENDATIONS- In making its 
recommendations, the Commission shall consider the folloWing: 

(A) The amount and sourceS ofFederal funds to finance the medicare program, 
including the potential use of innovative financing methods. . 

(B) The mo~t efficient and effective manner ofadministering the program, including 
the appropriateness ofcontinuing the enforcement ofmedicare budget targets under 
section 8701 for fiscal years after fiscal year 2002 and the appropriate long-term 
growth rates for contributions electing coverage under Medicare Choice under part C 
of title XVIII of such Act. . 

(C) Methods used by other nations to respond to comparable-demographic patterns in 
eligibility for health care benefits for elderly and disabled individuals. . . . 

(D) Modifying age-based eligibility to correspond to changes in age-based eligibility 
under the OASDI program. . .... '. . 

(E) Trends in employment-related health care for retirees, including the Use of 
. medical savings accounts and similar financing devices.' . 

(c) MEMBERSHIP­
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(1) APPOINTMENT- The Commission shall be composed of 15 members appointed as 
follows: . .... . . 

. . (A) The President shall appoint) members. 

(B) The Majority Leader of the Senate shall appoint, after consultation with the 
minority leader of the Senate, 6 members, ofwhom not more than 4. may be of the 
same political party. . 

(C) The Speaker ofthe House ofRepresentatives shall appoint, after consult~tion with 
the minority leader of the House ofRepresentatives, 6 members, ofwhom not more 
than 4 may be of the $ame political party. 

(2) CHAIRMAN AND VICE CHAIRMAN- The Commission shall elect a Chainnan and 
Vice Chainnan from among its members. '. . . 

(3) VACANCIES-Any vacancy in the membership ofthe Commission shall be filled in the 
manner in which the original appointment was made and shall.not affect the power of the 
remaining members to execute the duties ofthe Commission. 

(4) QUORUM- A quorum shall consist of8 members of the Commission,'except that 4· 
members may conduct a hearing under subsection (e). 

(5) MEETINGS- The Commission shall meet at the call of its Chainnan or a majority of its 
members. . , . 

(6) COMPENSATION AND REIMBURSEMENT OF EXPENSES- Members of the 
Commission are not entitled to .receive compensation for service on the Commission. 
Members may be reimbursed for travel, subsistence, and other necessary expenses incurred 
in carrying out the duties of the Commission. 

(d) STAFF AND CONSULTANTS­

(1) STAFF- The Commission may appoint and determine the compensation ofsuch staff as 
may be n~cessary to carry out the duties of the Commission. Such appointments and 
compenSation may be made without. re1ard to the provisions of title 5. United States Code, 
that govern appointments in the competitive services, and the provisions ofchapter 51 and 
subchapter III ofchapter 53 of such title that relate to classifications and the General 
Schedule pay rates. . 
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H.R.2425 

To amendtitle XVIlIofthe Social Security Act to preserve and reform the medicare program. (Passed 
by the House) 

SEC. 15032. COl\1l\1ISSION ON THE EFFECT OF THE BABY BOOM. 

GENERATION ON THE MEDICARE :J;lROGRAM. 


(a) EST ABLISHMENT- There is established a commission to be known as the Commission on 
the Effect of the Baby Boom Generation on the Medicare Program (in this section referred to as 
the 'Commission'). '" 

(b) DUTIES­

(1) IN GENERAL~ The Commission shall-­

(A) examine the financial impact on the medicare program of the significant increase 
in the number ofmedicare eligible individuals which will occur beginning 
approximatelyduiing 2010 and lasting for approximately 25 years, and 

(B) make specific recommendations to the Congress respecting a comprehensive' 
approach to preserve the medicare program for the period during which such 
individuals are eligible for medicare. . 

(2) CONSIDERATIONS IN MAKING RECOMMENDATIONS- In making its 
. recomme.,.1dations, the Commission shdl consider the following: 

(A) The amount and sources ofFederal funds to finance the medicare program, 
including the potential use of innovative financing methods. 

(B) The most efficient and effective manner of administering the program, including 
the appropriateness ofcontinuing the application of the failsafe budget mechanism 
under section 1895 of the Social Security Act for fiscal years after fiscal year 2002 
and the appropriate long-tenn growth rates for contributions electing coverage under 
MedicarePlus under part C oftitle XVIII ofsuch Act. 

(C) Methods used by other nations to respond to comparable demographic patterns in 
eligibility for health care benefits for elderly and disabled individuals. . 

(D) Modifying age-based eligibility to correspond to changes in age-based eligibility 
under the OASDlprogram. . 

(E) Trends in employment-related health care for retirees, including the use of . 
medical savings accounts and similar financing devices. . . . . 

(c) MEMBERSHIP­
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(1) APPOINTMENT- The COIl1;II1ission shall be composed of 15 members appointed as' 
follows: \ 

(A) The President shall appoint 3 D,1embers. 
, ., , 

(B) The Majority Leader of the Senate shall appoint, after consultation with the 
minority leader of the Senate, 6 members, of whom not more than 4 may be of the 
same political party. 

• 0 

(C) The Speaker of the House ofRepresentatives shall appoint, aft~r consul~tion with 
the minority leader of the House of Representatives, 6 members, of whom not more 
than 4 may be of the same political party. . 

(2) CHAIRMAN AND VICE CHAIRMAN- The Commission shall elect a Chairman and 
Vice Chairman from among its members. . . 

(3) VACANCIES- Any vacancy in the membership ofthe Commission shall be filled in the 
manner in which the original appointment was made and shall not affect the power ofthe 
remaining members to execute the duties of the Commission. 

(4) QUORUM-A quorum shall consist of8 members of the Commission, except that 4 
.members may conduct a hearing under subsection (e). 

(5) MEETINGS- The Commission shall meet at the call ofits Chairman or a majority of its 
members. . 

(6) COMPENSATION AND REIMBURSEMENT OF EXPENSES- Members of the 
Commission are not entitled to receive compensation for service on the Commission. 
Members may be reimbursed for travel~ subsistence, and other necessary expenses incurred . 
in canying out the duties of the Commission. . 

(d) STAFF AND CONSULTANTS­

(1) STAFF-The Cotnmission may appoint and determine the compensation of such staff as 
may be necessary to cany out the duties of the Commission. Such appointments and . 
compensation may be made without regard to the provisions of title 5, United States Code, 
that govern appointments in the competitive services, and the provisions of chapter 51 and 
subchapter III ofchapter 53 ofsuch title that relate to classifications and the General 
Schedule pay rates. . . 
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. . . 

DECISIONS TO FOR'OUR BOTTOM LINE ON THE BUDGET' 

1. MEDICARE: 

• What is the highest number we can go t6? ,$11O-117? What 'are the six and seven 
year implications? (over $114 puts you are $168 over six years, and over $200 billion 
over seven years?) . 

• Which of the steps do we take to get there and in what order? 
• Drop OPD 
• Drop OPD partially? . 
.. Drop Alzheimer' 
• Add Blue Dog Home Health shift Premiwn for families over 
$30,000' . . 
• High income premium (75 % of subsidy) and at what income 

.·levels?'·· 
,'. 

• Are there policies outside of budget window we would accept? 
• Indexmg deductible'or going up to $150 and indexing? 
• AnY'co-:payments? . . 

• New policy'on Managed care? (willing to look at different methods of diffe~ent 
base payment rates, but not going to have differential growth rates that is not linked 
to the overall program gr~wth rate or hurt Medicare Trust Fund) . 

• No way on MSAs,balaneed billiD.g, caps~ association plans for heaithy? 

• Not go below private sector per capita growth rate 

Context: J'his is not just about numbers. Republicans will care Implications It will 
be ,very hard difficult to get the home health shift without some of it included in the 
premiums. Domenici may b,e willing to accept less that he would prefer if May want 

, to structl,lre some of our $100 billion downward when we·come up with additional 
savmgs. 
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2. MEDICAID: 

• Are 	we willing to drop per capita cap? . 
• If we can keep it, can we squeeze it tighter? 
• Are we willing to go above $22 billion in gross savings? 


.• Are we willing to give any more on flexibility? 

• Are 	we willing to increase DSH savings if we lose per capita cap? 
• Are we willing to get larger DSH savings without larger targeting? 
.• Are we willing to drop any of our Medicaid investments if per capita cap is 
dropped? 
• Can we devise children's program in a way more acceptable to Republicans 
• Would we drop worker's between jobs and use funds for alternative children's 
health coverage? 
• Are 	we willing to drop any of our $18 billion in children's health coverage? 

Context: There may be no support for per capita cap among Governors? Do we seek 
to lock in per capita cap in room without Governor's support. Key issue is whether 
our Democrats in the room will support our per capita cap. 

3. WELFARE: 

• 	 Are we willing to give in on prospective change on immigrants? 

Do we have compromise provisions on prospective changes 


• Bottom line on food stamps? Can we live without 18-50.change? 
• Alternative proposals on 18-50 possible? 
• Sh,elter cap deductions? 
• Bottom line on $3 billion welfare-to-work. Can we devise an add-on to TANIF that 
meets our need of additional work? 

Context: Republicans are strongly opposed to new $3 billion welfare to work 
initiative, but there is clearly a better chance if it was devised. as add-on to existing 
program instead of a new program. Domenici is himself open on food stamp changes 
18-50, but Kasich is rock-solid opposed and it may be a non-starter, though we should 
have alterative proposals. We seem to have agreement on retroactive application on 
immigrants, but prospective is very shaky. A revised proposal couldhelp. 
There. are other issues like shelter deduction we need to consider how hard we will 
fight on. 
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4. PRESIDENTIAL NON-DISCRETIONARY PRIORITIES? 

• Which must we get? 
• Above welfare choices? 
• children's health initiative 
• America. Reads and School Construction? 
• Can we fit either American Reads of School Construction in discretionary? 

Context: 

5. NON-DEFENSE DISCRETIONARY: 

• Do we to lower? 
• If so, how much in 1998 and 2oo2? 
• How much 1998-2002 
• Are there ways of making the NDD look lower? 
• Which priorities are most important to lock in and how? 
• Are there any major programs or even departments we could recommend . 
eliminating? 
• Do we accept a firewall for NDD if we get a number we can like? . 

Context: We feel we are close to our limit on NDD. and that going lower will 
eventually come out of priorities. Kasich contends that he can accept going 
significantly above a freeze. but that we have to come down significant as well for 
him to have any chance of selling it to House Republicans. There is some thought that 
if we came up with program or department eliminations that might make it easier for 
House Republicans to accept a much higher nwnber than they. can stomach. They 
have expressed a willingness to fence in some of our priorities, though they have been 
vague about what an9. how.. 

6. DEFENSE: 

Context: Republicans have lower out year defense nwnbers? If they propose them to 
us, could we accept a nwnberbelow our projections. Further problem is that they 
have more pork than we· do. and if they insist on it would drive our policy changes 
further down. They will not accept lower defense number from us if QDR . 
immediately contradicts it. Further issue is how much the two budget chairman speak 
for their mem1;>ers on this issue. 

r 
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7. CPI: 

• Can we take substitution bias correction sooner than BLS would bless it? 
• If we go to .5, do we have to h,ave a poor Social Security recipient equity 
adjustment? . ' , . .' . 

• How would such a lower-income Social Secunty equity adjustment be designed? 
• Do we seek to get something like .15 thought of as being in the baseline, because it 
lowers the additional number we would be adding to .35 or .15? . 

Conte~t:BLS's experimental index would not be incorPorated unti11999 --'lowering 
the potential savings. If we legislate the savings before that, we contradict the "BLS­
blessing strategy. On the other hand, if we legislate additional downward adjustment 
for quality, one could argue that once we ask members to vote for a legislative change 
on .2, speeding up parLofthe .3 will be a minor lift. 

8. BUDGET ENFORCEMENT: 

Would we accept additional budget enforcement mechanism beyond the paygo rules 
and discretionary caps? ' 

Context: Even though there has been virtual silence on this issue so far in 
negotiations, the fact is that additional budget enforcement could still be a potential 
trade for getting additional adjustments to our economic numbers. ' 

9. Economic ,Assumptions: 

Can we settle without getting the full income shares? 

Would we trade additional budget enforcement for more OMB assumptions? 


, '10. TAXES: 

What do we have to have to win on our tax cuts? 

What is our bottom line on educaiion tax cuts? 

Are willing to go up' or down on child tax cut? 

Would we drop the IRA? '. . 

Could we expand it for education without backloading? 

What adjustments are we willing to make for 'education tax cuts? 

Hoe much could we give on capital gain? 


. 'How much could we give· on estate taxes? 
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