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February 13, 1995 

MEMORANDUM FOR THE PRESIDENT 

FROM: CAROL RASCO 

SUBJECf: Kassebaum Medicaid for Welfare Swap 

PURPOSE 

To provide you with background information on the Kassebaum· Medicaid/Welfare swap as a 
. . 

follow-up to the discussion you had with the Governors at Blair Hou$c. Iri addition, to 
provide you with a status repor:t on the level of Congressional interest in and receptivity to 
this proposal. 

BACKGROUND 

As you know, Senator Nancy Kassebaum has proposed a' major restructuring of the social 
welfare system in which the Federal government would take over full responsibility for 
Medicaid acute-care and the states would take over the food st~mp, AFDC, and WIC 
programs. During a five-year transition period, a maintenance-of-effort requirement would 
bar states from reducing overall expenditures on cash and food assistance to the poor and 
states would continue to bear some share of Medicaid costs. 

At least initially, States are attracted tothis proposal because it ~o~ld allow them to relieve 
themselvesof their future Medicaid spending which continues to outpace inflation -- and 
have the Federal government take over. The downside from the Federal Government's 
perspective is that implementing this proposal woul9 increase the deficit in both the short­
term :and the long-term. The swap. could be modified to be more balanced by giving more 
programs to the states or by swapping only parts of the Medicaid program. However, any. 
tradeoffs that would make the swap budget-neutral or deficit-reducing would increase costs 
to many. or most states (certainly over the long-run) and are unlikely to be received favorably 
by the Governors. Since the Rebublican Congress is desperately looking to save money, it 
sems unlikely that this conflict will be resolved this year. 

There are other significant policy implications of the Kassebpum proposal other than the 
deficit issue.' The DPC/NEC health policy development working group raised four additional 
major policy concerns about the swap proposal, which are outlined in the following pages. 



POLICY IMPLICATIONS OF THE KASSEBAUM SWAP 

I. Likely Reductions in Welfare Programs. Experience with states over the past 25 years 
suggests that states will not maintain existing, eligibility requirements and benefits for the 
welfare programs. in fact, state spending on welfare programs has declined dramatically in 
real tenns: ' 

AFDC benefits in the median state have fallen 47 percent in real terms since 1970, 
even though the Federal government paid 50 to 80 percent of the benefit costs during 
this period. Combined AFDC and food stamp benefits for a family with no other 
income is now at the level of AFDC benefits alone in 1960, before the food stamp 
program was created, • 

Even though state appropriations for WIC generally qualify a state for a larger Federal 
WIC allocation, states hav~ been cutting state funds for WiC in recent years. In the 
past two years, state funding for WIC fell 33 percent in real terms. 

Furthermore, if a balanced budget' amendment is passed, prospects that states would maintain 
cash and food assistance for the poor (after the transition period requiring some maintenance, 
of effort ends) become even less likely. ' 

in contrast, in the two programs where benefits are 100 percent Federally-funded and 
national benefit standards exist -- the food stamp program and the Federai SSI program 
there has been no benefit erosion over the past 20 or 25 years. 

II. Varying Impacts Among States. Any swap is likely to have different distributional 
impacts among states. Stares that spend more on welfare than Medicaid (according to 
Kassebaum there are 14 such states) will be losers. At least initially, the 'other 36 states will 
be winners -- meaning that Federal government will be picking up some portion of their 
current spending. rhe size of the losses and gains could vary dramatically among states. 

As some states cut back on their welfare programs ::-- as is likely under a swap proposal -­
variations in welfare benefits among states will increase even more. A key feature of the 
Federal food stamp program is its role in helping moderate what otherWise would be huge 
differences between states in the benefits they provide to poor children. Today, food stamp 
benefits are large in states that pay low AFDC benefits, because a family's' food stamp 
allotment depends on its incori1e leveL This moderating effect would disappear once the food 
stamp program devolved to the states. ' 

The State of ,Connecticut provides a family of three that has no other income with an 
AFDC benefit of $680 per month, about two-thirds of the poverty line. Mississippi, 
by contrast, pays a family of three only about one-sixth as much $120 a month, 
which is less than 12 percent of the poverty line. When 'food stamps are added in, the 
benefit package in Mississ,ippi climbs from about one-sixth to one-half of the size of 
the Connecticut package. 



'. 

III. Weakening Automatic Stabilizers. The amount of Federal food stamp benefits 

provided in a state automatically rises when the state economy turns down and unemplo);ment 

and poverty mount -- making the program the Federal government's most. important 

automatic stabilizer after unemployment insurance. If AFDC and food stamps arc devolved, 

states will be forced to choose among absorbing the additional benefit cOSts during recessions, 

reducing food and welfare benefits, or putting new applicants on waiting lists. 


IV. Complications in Creating a Federal Medicaid Program. If the Medicaid program 

became entirely Federal, it would be difficult to justify maintaining the wide variations that 

now exist among states in the categories of households eligible for the program, the health 

services that are covered, and the reimbursement rates that are paid to providers. If the 

Federal government chose to provide uniform coverage similar to that now offered in some of 

the least generous states, the number of the uninsured would likely rise and beneficiaries in a' 

number of states would lose coverage for some services. If the Federal government instead 


. chose to provide coverage similar to that offered in the most generous states, the cost to the 
Federal treasury would be great. 

NGA AND CONGRESSIONAL RESPONSE TO SWAP 

At least at first glance, the Governors and the NGA were very interested in the Kassebaum 
proposal. Trading virtually anything to rid the states of their expensive, time consuming and 
frequently politically unpopular Medicaid obligations has real appeal. As a result, the 
Governors directed NGA staff to study the implications and potential of the p(oposai. 
However,. in recent weeks, the Governors, the NGA staff, and the Republicans in the 
Congress seem to have cooled to the Kassebaum concept. . 

The Governors now appear to be less interested in the proposal primarily because, in an 
environment in which the Congressional Republicans' number one priority is obtaining large 
Federalsavings,a Medicaid/welfare swap to achieve this seems either unlikely or will almost 
invariably and unevenly hurt the states. Second, proposals to block grant welfare -- that 
particularly the Republican Governors are advocating -- run contrary to the idea of swapping 
entire programs. . 

,The Republicans in Congress are concluding the Kassebaum proposal has diminished appeal 
because they are increasingly believing that this proposal would necessitate complicated and 
controversial negotiations. Its attractiveness further diminishes when they contrast it with 
block granting proposals that are less complicated and more likely to produce larger Federal 
savings'. Senator Dole's office reports that there is little or no interest in this proposal on the 
Finance Committee. This is significant because the Finance Committee (not Kassebaum'S 
Labor Committee) has legislative jurisdiction over the Medicaid and AFDC programs. 

CONCLUSION 

Despite the states'desire to trade away the Medicaid program, the Congressional interest in 
producing significant Medicaid savings as well as the major policy implications of the 
proposal indicate that this type of swap is unlikely to go vcry far in the l04th Congress. 



AMA Agreement with Speaker Gingrich 

Last night, in aclosed door meeting, the American Medical Association (AMA) • 
reached an agreement with Speaker Gingrich on the House Republican Medicare 
restructuring proposaL Although the details have not been shared with the public, it 

,I is clear that they have succeeded in placing their interest above that of their patients. 

• 	 The deal they cut shows their true vision for Medicare. They want to push Medicare 
beneficiaries into their so-called "Medicare-Plus" plans. It is actually going to be 
Medicare "Minus." ... 

• . So what did the AMA get to sign on to such unpreCedented Medicare cuts? 

Number One. They secured a provision to,permit doctors and health 
insurance plans to overcharge beneficiaries as much as they want in the new 

. Republican managed care plans. 

Number TWo. They reduced the physician cut by about $3-5 billion dollars 
which will simply shift a greater proportion of the cuts to beneficiaries and 
other health care providers who are already being unfairly burdened. 

Number Three. They got a cap on medical malpractice damages, so that 
victims of !bad apple' doctors cannot be adequately compensated. 

• 	 . So who are the losers? 

The losers are the patients of the AMA physicians. 

The losers. are health Care prOVIders who are going to bear a greater share of 
the cuts. . 

.! The losers are the entire health Care system and .thepatients it serves. 

• 	 It is ironic that this deal was struck when, according to the AMA, the average 
physicianIS income is $189,000 a year, while the average Medicare benefiCiary!s 
income is $13,000., . 

• 	 It is alsoclear that the AMA does not represent all doctors, many ofwhom continue 
to fight against the dramatic and excessive Republican cuts in Medicare and Medicaid. 
This is exemplified by the fact that the percentage of doctors and medical students in 
the AMA has dropped from 70% to 40%. 
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THE WHITE HOUSE 

WASH'INGTON 

November 24, 1995 

". The Honorable Newt Gingfich 
Speaker .. 
U.S. House of Representatives 

Washington, D.C. 20515 


pear Mr. Speaker: 

In the coming days, we have a vital opportunity to' work together to balance the 
budget in a way that. reflects the values and priorities of the American people. Our first 
responsibility should be to implement policies that' are good for America. We believe that 
the right policy for the American people is one that balances the budget while protecting 
Medicare, Medicaid, education, and the environment, and targeting tax relief to the middle 
class -- without any new tax increase on working families. The Presiderit's balanced budget 
plan shows how we can eliminate the deficit and protect these values. 

As you know, the President believes that your seven~year balanced budget plan fails 
to protect Medicare, Medicaid, education, the environment and tax. fairness, and therefore,' 
he will veto it. However; he is committed to working with you in gqod faith to reach 
common ground. We are willing to work hard to see if we can reach balance in seven 
years, but as our agreemerit makes clear, we cannot agree to any plan unless it protects our 
commitment to health care, education, the environment and tax fairness. It is disappointing 
that your letter of November 22 does not contmn a single word about these priorities, which 
are enshrined in the continuing resolution agreement. . 

The agreement calls for doing two things together: balancing the budget in seven 
years and pro~ecting the key priorities the President has laid out. Right now, neither of our 

. balanced budget plans satisfies both objectives. Now we must work together in a good 
faith effort to see if it is possible to meet all of the commitments contained in the 
continuing resolution. 

Since neither of our budgets satisfies both conditions, eacl.t of us could take the 
position that we cannot begin talks until the other side shows in detail how it can meet all . 
of the demands of the other. But such a position is wrreasonable and unproductive. 
Likewise, we can spend the next several days exchanging letters and posturing in public, or 
we can engage in the serious work of negotiating' a balanced budget that is fmr to all . 
Americans. Now is the time for all of us to work through the budget, issue by issue, in the 
careful and thorough way demanded by matters of great national importance. 

; 

Listed below are some of the principles that \\'ill have to be addressed to the • 
President's satisfaction before he can sign a balanced budget plan. We could request that 
you show us your legislative plan for meeting each one of these principles before we even 
sit down to talk. We both know, however, that this would only lead to gridlock. 
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Instead, we list these principles so that there is clarity as to what some of our primary 
concerns are. We hope that we will be able to have serious working sessions to see if we 
can meet these principles and reach balance in seven years. 

1. 	 Continue Medicare's guarantee of high quality medical care for senior citizens 
and people with disabilities by ensuring trust fund solvency and protecting 
beneficiaries.· .,. 

Ensure the viability of the Medicare Trust Fund for at least 10 years. 
• 	 Protect Medicare beneficiaries frorn premium increases beyond current law 

and from programmatic changes that would drive up their overall health 
costs. 

• 	 Keep Medicare first-class medicalcaie by ensuring that resources available 
for each Medicare beneficiary keep pace with growth in private health care 
costs. 

. . 

• 	 Ensure the viability of hospitals and other critical health care providers in 
under served rural and urban areas. 

2. 	 Ensure adequate funding for Medicaid by: 

• 	 Maintaining Medicaid as a national guarantee of specified and adequate 
benefits for low-income families with children, Americans with disabilities 
and elderly Americans. 

• 	 Maintaining the quali~y ·of health care received by· nursing home residents. 

3. 	 Maintain tax fairness. 

No tax increases on families or individuals with an income less than $30,000 
a year. , 

. Concentrate . any tax relief on the middle class. 
• 	 No special tax breaks for special interests. 
• 	 No changes in tax. policy that undermine protection of employee pension 

funds.. 

4. 	 Maintain real funding levels over the life of the budget plan in education and 
other investments critical to protecting future generations. 

• 	 Ensure that both children and workers have the resources for training and 
technology they need to succeed in the 21st century workforce. 
Allow all colleges to choose the student loan program that best fits their 
students' needs and maintain real resources for student loans and 
scholarships. 



'11/24/95 16:18 	 tgjUUJ 

The Honorable Newt Gingrich' 

November 24, 1995 


. Page 3 

5. 	 Ensure funding levels required to sustain progress achieved in· environmental 
protection, enforcement, and pUblic health. 

• 	 Eliminate all extraneous provisions in the budget that reduce environmental 
protection. 

, 6. Reform· welfare to provide adequate incentives and resources to move people 
froQ.'l welfare to work. 

• 	 Maintain basic national comnritment to protect child nutrition by continuing 
adequate funding for school lunches. 

• 	 Preserve a national nutritional safety net of specified and ,adequate benefits 
for food stamps, ' 

7. 	 Preserve an Agriculture program that continues to ensure the strength of 
America's farm sector and family farms. 

8. 	 Continue Defense funding levels that support the armed forces and defense 
programs necessary in the post-Cold War environment. 

9. 	 Maintain our commitment to providing our veterans with benefits to which they. 
are entitled. . 

We look forward to serious negotiations to reach a balanced budget that reflects the values 
and priorities of the American pe~ple. . . . 

~"".~.incer~-0 ,­

L E. tta· . 
. Chief of Staff ,. 

Identical letter sent to: 

Senate Majority Leader Bob Dole 
House Budget Committee Chairman John Kasich 
Senate Budget Committee Chairman Pete Domenici 
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XXX next several weeks. 
SESNO: When's your blueprint coming out? You're talking about Democrats 

saying, "You Republicans have nothing more than 
a stealth plan here." 

GINGRICH: Well, I commented Friday, I vote a stealth plan beat no p1an at 
all. And they don't seem to have any plan. As you know on April 3rd, the 
trustees reported that the Medicare trust fund next year for the first time in 
history, would be bankrupt in seven years. We've taken that seriously, and 
we'll be unveiling I think, the rst. or se60nd week in September a plan. 

We are frankly going to slow down the reconciliation.process to take an 
extra week so we can have public hearings. Chairman Bill Thomas and Chairman 
Mike Bilirakis have both indicated they plan,to have public hearings on the 
plan, and we intend to give our members time to go back home and talk to folks 
on the weekends -- and have town hall meetings those Saturdays. And share the 
ideas before they eve~ come to a vote. 

So, I think it'll be all out in the open ..But ~hat 0e've done is reach 
out to every major health care providing group in Ame~ica, and ask them for 
their best ideas. So the people who actually deliver the health care, are 
helped right in the plan, so it's focused not on bureaucracy, not on theory, 
not on some Harvard intellectual. It's· focused on getting real health care to 
protect our senior citizens. So that we can pr~serve and protectM~dicare as a 
program. 

SESNO: Isn't the bottom line though, on Medicare this, regardless of 
who's plan it is, if. you're going to squeeze thismoneyou~ of it, that 
there's going to have to be some effect to the senior citizens of the United' 
States of America .. Either higher co-pays, or they.' re going t·o get .these 
vouchers. And. they're going to be able tQ cover maybe only HMO's, but they'll 
have tb put extra money ... 

GINGRICH: ~b, no, that is absolutely wrong. No, that's absolutely wrong. 

SESNO: Oh, put your microphone back 6n, or we won't be abl~ to heat you. 

GINGRICH: As I say, I got so excited that I .lost . my miKe. It's 
absolutely wrong. We currently pay $4800 per senior citizen for Medicare, 
We will pay the end of the ~even ~ears, $6700 per senior citizen. That's 
a S1900 r person increase. That's per person" now. 

Now, what we've done has gone out to the American Medical Association, th '2 

American Hospital Asso~iation, the health maintenance organizations, Blue 
C~oss-Blue Sh~eld, a wide range of companies. And we've said to all so s of 
different groups: Do you believe we ~an design a program ~hich for $6700 per 
person per year provides them terrific coverage?' 

And they've consistently said, "If we'll gettha red tape, and the 
regulations, and the Health Care Financing Administration'S centralized 
bureaucracy out of the way, let them deal directly with senior citlzens as 
customers, and let them offer health care, and not government bureaucracy, 

SESNO: Are you saying, let me jump in here though. Are you saying 'that 
there will be a voucher of $6700 per senior citizen in this country? 

GINGRICH: We're saying that those senior citizens who want to can stay in 
the current program. And we think the current program is likely to increase 
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,. SES,NO"::,/ If, youg. . .·.'t0ucher' .to ~. sefli:or: c:i:t':t.'z~n arid' ,sa,Y ,,:, ~ I GQ .·buy hea 1 th 
ins'urance:'.· 'For,them; td pay seven" or:' ·eight. thou'sa,hcj. dolJ:ars at their age for a 
:fe~ . fo.t $.e'r'\iicernayrieave'·them';out, Of':'! f.";' ',' 'f., ,:'.: ' , 
I ':-- . .",". ". < ',,' • ' " , • ' , • ';, 

r ,,:GING~fcI{: ". Wait a second, you, in the first place I just said, if you want 
:i:.:c:/ st'ay,'Jn"th~ current program -- we're going to keep the current pLogram. 
:50; y:qu: 3\ist stay in the current program. We don't think most seniors wi 11 
w~a'nt>t6.: c{fter they look at the options. But, that's their right. Nobody is 
:g:o··~ng,.to:;:be forced to leave the current programs. 

" 7_ I' :,., 

,',·:-Ce:ii:in~'.;start, Frank, if you want to stay in the current program, just stay 
fi'n' :Ct,> dOD' t worry about it. However, if you I d rather look ~t othe r opt ions I 
:~e~ll;trilrik you'll have what we're calling -- for the moment -- we'Le looking 
:~i~a;:{'medi-choice" we think you~ll have a medical savings account option. 
:we:i,t}ifnk;, you' 11 have a coordinated care option, we'll think you';U have a 
?s~i::U:is: o~f"other options.
,"" ". \, '" 

;~I' '" ,}:~, 'ii)' : ",: \~'" 

,... We"re':'looking at the possibility you could say in your current group 
n~u?aAc~"~hen you turn 65. And just stay with the company you've been with 

'YC)l~ '.;:re e:n:t ire working career. We want senior citi zens to have the right to 
iclioO:se. ·\.We also recognize -- there's a big article in'the Atlanta paper this 
; mqi::n::lng'::(7:- pbout one doctor who was charging -- one doctor -- who was charg i ng 
:W~~dicaid<$ 6.' mi llion a year. And that's called fraud.
"'>, ~:" ," . "\: . 

;}.:' .. 
;::. 

.... " : 
**** filed by:R.B--(':"-) on 08/06/95 at 18:23EDT **** 
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April 28, 1995 

The Honorable Bm Clinton 

The 'Nrute House 

Washington, D,C. 


Dear Mr. President: 

1 'write to you out ofdeep concem for the future ofM.edicare. The most recent reports of 
the 11.1cdicare Hospitai Insuratlc~ a..'ld Supplementary McdiccJ Insurance Trustees paint a. grim 
picture of the fumre cfIvfedicare and make r,lear that immt"..diate acton is need,ed t'.) ensure. 
Me.dicare's survivaL 

The Tll.l.ste~s' ::epo!"tS predict dire results from a failure t:) 2ddress the gro\V"th rotc jf) both 
parts (If the 1·1edicr..re plogram. .Fou:( of L~e Trustees are your o\"n Secretaries of the TreasuIY. 
Labor; and Health m:J.d HlL~n Servii;e~ Department~ and the CO!I'JIlis~.ioner of Social Securily. 
'f'h.e Tp.lSte:es bdicate~ in both Lheir 1994 and 1995 reports that urgent action is nece-zsary'_ 

"__ the HI prognuTI. is severely cut of balance 2.!ld the Trustees believe that Congn::ss must 
take timely action tc fundrmenbay r\!fo.IT:1 fhe HI prcgram rl1d control related program 
expenditures... 

Last year, yet! a,gl'eed!hal program expenditures should be sio'....ed. <l...'1d you proposed to 

reduce tile Late of grov.tth by S118 biljjoC"l. C)llgres3 did uot er::act these: reforms due to their 


I., entanglement in your heaith 'f-:!fonn ~·roposaL ...._..... -... 

-~..- ,_.-- .. 

This year~ the Trustees \ ....a.l1ing is even more dire: 

. "I:) bring the B.l program into actuarial ba1t::nce everl fc,r h'1e first 25 years ... tithf;[ outlays. 
'.'.auld have to be reduced by 30 pe:rcent or income) increased by 44 percent (or some 
cumb!nation rhere\.)t). .. the HI progr.am is severely aut of finar:cial b~tia~:.::e and thE:. 
Tpl:-:tees believe that the Coagress must take timely ac.tion to establish long-tern: 
llnancial stability [c.r the program. ,. 

1995 S,Jpplemet:.tal Medical Insurance Rep-oil from Sec::etades f(eich, Rubin 
1l1~.j S::li::.h~hi., COn1Iui:3sio['.e::- Ch<.it:::r, Public T:-~t~:';lee$ Sumford G. R;)$s, ~H\d D,:?-<,dd 

http:progr.am
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M. Walker, and Bruce C. Vladek, Administrator ofHCFA and Secretary to the 
Beard of Trustees. 

'I , ..grov.'th rates have been so rapid that outlays of the program have increased 53%in 
aggregate and 40% per en.rollee in the last tive ycars ... The Trustees bdieve that prompt, 
effective, a.."1d decisive action is necessary." 

J995 Hospital Insurance Trust Fund Aruma! Report from Secretmies Reich, Rubin 
aild Shalal<\ COl1'..missioner ehaler, Public Trustees Stanford G. Ross, and David 
M. Walker, and B:uce C. Vladek, Administrator of HCFA and Secretary to the 
Board cfTrustees. 

Pm B costs per benefIciary were S2,O.::!.6.00 if: 1994. r;) the year 2002, the year in which 
the Tms!ees predi.~1. ba.'1~.ruptcy for r.he Pa.rt A program, costs per beneficiary are estimated to be 
~4A:;C.47. This is Ol::viO:1Siy an !.LT'J.Sus:ainatle rate of gn'vth. yet your m:Jst recent budget, 
ho;".!ev12:r, ccntained no new pmposi.zls orner tha.Tl minor e;)clensicJDS of c.urrent laV.f to lLrnit the 
grO''Ith of the. Part B program. 

in the $uhr:1.ission of your Healtil S.:;c.urity Act last year, YI)U !lot~d th.'1t Medica-e refonn 
:1h,)uld only be s.ccomplished in the context of cor:lprehensive he.alth ca::e reform legislation .. The 
:;:JUbiic Trustees dearly believe such e.cti,)n lli."lv,i5c, indka.tiI1$ in t.'ftc 1995 report that Medicare 
s"rdng;:: should not be considered for. fh'1y Q:h:;r purpose: 

"...it is now clear that Medicare reform ueeds to be addressed as t~ distinct legislative. 
initiative ... lbe idea that redtlctious in. Medicare expenditures should be avai!:able for other 
pfu--po;;es, im~!uding eveu other heal.th care purposes, is mist2.k~n." 

Public Trustee:: David Walker and Sta..'l Ross, 1995 Hospital fnSi.lrance Trustees 
Report 

Given. the urgency v,.'i.L~ which the Trustees have spoken, the Congress intendS to addces:; 
the Medica.~ crisis this yea.",:. 1).fe believe the American people ei,:.pect us to work togeilier on 
i$~i.ie~ as i.rnpmtant as L~e ]\'·ledir.-.;1.re progr<:m. We ;13k thac :/QU direct Secreta.ties Reich, Rubin 
end Shalata, Commissioner Chat~r,. li!!d Administrator Vladek to make re;)omnl~ndations to the 
Congre3s' no la-cer than ~.:1ay 15, 1995. Specific3.Uy. we believe tJ-.ese reC{JnuncncIinioru; should 
address u!;.ese concc;:rr...'S and. questions: 

l'·,fedicare b~~,nl,,-,--uptcy has ·::;ften b,~,;:;n postponed by u:..x inc!'t'.ase The most recent tax 
tnctea$e !nerdy postponed b2.1.k,,--upt<:,y by one or two ye.a..'"S; th(;.' underiyil1g gro\vtn ra.te 
,':=mC.lnS unaddressed and the program is no cbser to klng tenr. solvency. The Truste~s 
r~Ctj::"rr.end two 25 yea\' sol\,cm;y tests for the HI TrJ.St Fur.d. Flease p!'~sE:nt proposals 
that '.'.'('uld m.ake J\:fedicare ;"neet bNh tests. It i.s obviously inapF,ropri~te thal ~he 
r:::s:.lI1l":ner:dations cor:cemiag Part"; A merely shift i~s costs tc Part f3~ p&t1cularly gi,'ea 

2 
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the Trustees concems about (".o~;t increase..:; in th.e Supplemental Medical Insurance 
program. Does the Administration reconunend tax increases?!y of /_/ 

The Public Trustees of the Medicare HospitalInsur"-'1';~ Trust Fund have stated 
unambiguously t.1--jat Congress should undertake Medicare refonn itldepeltdent of any 
other health care re6:mn activities. On you believe that the Public Trustees are \'vTong in 
this assessment? 'i, -c,... J"'-'" . 

The Trustees recomml!~d conrrolEng the rate of growth fbr the Supplemental Medical 
Insll.raj'K~e program. P!ea:!e rec>J!1.1,1lCrd propOS-lb' to redu~e the program'~; costs. 

The Adr..'linstration's laTest guiaar.ce on Medicare reronn remains their 1994 proposal::;, 
\vr.J.ch would l:esult Meaicare savings of about $118 biBion_ The Adri::tinistration has 
indicated its snpport for incrementa! refonn. Do you continue to support these proposals? 

tV·, \ ,) "J f ' J..{ : il, , ''''. 

'f.!e \\111 provide a mOre dev'!iiea set ofquestior.s in a later CQml1lUnkat~or.. 


\Ve beJ.ievo:: there is no ex.cuse to ignore the l''t'obl.em ()f Medicar'::,a prograrn L.~at '\:viU 

spend ;]'l')re than it take:::: In l1ext ye'ar, 2.nd 'Will be complete1y unable to pay benefits in seven 

years, 


Next week, you are co:werjng l~e Fourth \\Ibite Hou::;e Comertmc.e on Aging, a 
, nonpartis.."U1 event that OCC\l1':S onJy on.;e eve:y decade. Tne fiaal agend41 for th~ Conferenr.e 


in,:liC'-ute8 that heaith i.3 the primary ·~oncem of the delegates. Surely, this is the tim?: iO begin 

building a natl::nU1 consensus On how to ma.1ce l,,{e&care solvent. 


Sincerely, 

«!~ 

http:l''t'obl.em
http:guiaar.ce


Quotes from Republicans praising President Clinton for joining them on saving the Medicare 
Trust Fund and Medicare savings. 

Mr. Gingrich said that Mr. Clinton!s proposal had been "very helpful" to the GOP cause. "He 
validated getting a balanced budget; he validated that you have to do something significant to 
save Medicare because the trust fund is going broke ... " [The Baltimore Sun, .6/23/95] 

"Just to get the president to admit that the Medicare trust fund is going broke -- so we have 
to do something to fix it, that there have to be major changes -- I thought that was a 
fabulous increase in. improving Medicare," Newt Gingrich said. [6/11 NH town meeting] 

"I think it was very helpful and the reason I think it was very helpful was he validated getting 
. to a balanced budget as a goal. He validated- you have to do something significant to save 

Medicare because the trust fund is going broke. He validated that it is acceptable to cut taxes 
while getting to a bal~mced budget because he also proposed it. He validated putting pretty 
tight reins on domestic spending. He validated not cutting defense," Newt Gingrich said. 
[CNN, 6/22/95] 

Gingrich said "...just by getting the President to admit th~lt the ,Medicare trust fund is going 

broke and that we do have to do something to fix it and that we do have to make major 

changes."· [Los Angeles Times, 6/13/95] , 


"The president frankly created an environment in which it became easier to balance the 

budget," Gingrich said. [Chicago Tribune, 6/23/95] 




THE WHITE HOUSE 

WASHINGT.ON 

December 27,1994 

Dear Newt: 

While we. could not achieve broad-based agreement. on a health 
reform initiative last year, there can be little disagreement 
that we still face the enormous problems of increasing health 
care costs and decreasing coverage. We need to confront these 
problems ona bipartisan basis and address the insecurities that'. too many Americans have about their health care .. I am writing 
to reiterate my strong desire to work with you in this regard. 

I remain firmly committed to providing insurance coverage for 
.every American and containing health care costs for families, 
businesses, and Federal, State, and local governments. In the 
upcoming session of Congress, we can and should work together to 
take the first steps toward achieving these goals. We can pass 
legislation that includes measures to address the unfairness in 
the insurance market, make coverage more affordable for working 
families and children, assure quality and efficiency in the 
Medicare and Medicaid programs, and reduce the long-term Federal 
deficit. . 

We look forward to talking with you in the upcoming weeks 
about a bipartisan effort to deliver health care reform to the 
American public. Hillary and I send our best wishes for a safe 
and happy holiday season. 

Sincerely, 

The Honorable Newt Gingrich 
House of Representatives 
Washington, D.C. 20515 

http:WASHINGT.ON
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October II, 1995 

TO: Interested Parties / 1{UJ 
FROM: Chris Jennings 

~ 	 ­

SUBJECT: Likely Details O~'~Deal with Speaker Gingrich 

The AMA's deal has not been released. However, preliminary 

reports indicate that the AMA obtained several significant 


-provisions in exchange.for- their support of the House Medicare 
plan, including the following: 

(1) 	 Balance Billing. Medicare beneficiaries who enroll in the 
new private fee-for-service or high deductible MSA plan 
would lose-their current law "balance billing" protectiori 
(i.e., limits on how much physicians can charge 
beneficiaries). This is particularly -a problem beC;;l.use . 
there is not requirement that physicians stay in fee-for­
service (i.e., physicians could abandon regular Medicare and 
only see beneficiaries in plans where they can balance 
bill) . 

(2) 	 Medicare Payments. Press Reports are unclear about the 
'concessions 	that ,the AMA obtained last night, but reports 
are that AMA received $3 to $5 billion less in savings and 
was protected against decreases. Since the Medicare 
physi'cian payment savings in the House bill was scored by 
CBO at $26 billion, the savings ~ould now be scored at $21 
to $23 billion. 

(3)' 	 Malpractice Reform. Establishes numerous medical 

malpractice liability reforms including placing stringent

limits ($250~OOO) on non-economic damages. . . - . 


(4) 	 Anti-Trust Exemption. Creates a broad anti-trust exemption 
for medical self-regulatory entities and substantially­
relaxes the anti-trust exemption for provider service 
networks. (The FTC and the Justice Department strongly 
object to these provisions and believe that they would 
encourage anti-competitive conduct and raise health care 
costs to consumers). . 

(5) 	 Physician Service Organi~ations. .Allows physicians and 

other providers to form managed care-arrangements under 

Medicare, but does not subject them to same rules as HMOs­

(also supported by the Administration) . 

(6) 	 CLIA Exemption. Exempts physician office labs from quality 
requirements despite the fact that to date more quality 
problems have been-identified with physician office labs 
than other settings~ - ­



" 

(7) Referrals .. Virtually eliminates the prohibitions on 
, 	 referring.tq facilities'in,which the physician has ownership

interest or other financial relationship. . . 
. 	 " ' 

'(8) 	 Anti':'Kickback. 'Makes it more difficult to prosecute abusive. 
kick-back arrangements (wh;ich ,creates double whammy wi th,th,e' 
changes in ref.errals). ' ' 

One possibility to obtain "scored savings" while being 
spared the "real" cuts wbuldbe'some type of fall-back 
mechanism. The fallba:ck mechanism would be' "scored" off the 
higher (CBO) baseline ,but would be "spared" the cuts because 
they would never materialize off the Administratj.on 
baseline. , . AlL the provider. groups seem to be tryirig to cut 
deals for fall-back.mechanisms scored from the,higher CBO 
baseline insteadoi traditional real cuts. 

The AMA deal with the House is incredibly sweet. 

o 	 AMA has obtained ex-tensive It,real" concessions that they have,. 
long wanted and· which would funda~entally change Medica:re's 
relationship with physicians and create plenty of ' 

,opportunity 	for physicianstc) improve their financial status 
at the expense of beneficiaries~ 

This analysis is obviously prE~liminary. As we get'mo:r:e..speciffcs': 

we will give you updates • Hope you find this helpful" ' 


.. ' 	 -'" 

http:Administratj.on
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Al\1AA.greement with Speak~r Gingrich 
•. 'f· ". 	 . , , 

. I 

• 	 Last night, in a closed door meeting, the American Medical Association (AMA) 
reached an agreement with Speaker Gingrich on the House Republican Medicare 
restructuring proposal.. Although the details have not been shared with the public, it 
is clear that they have 'succeeded in placing their interest above that of their patients. 

. 	 . 

• 	 The deal they cut shows their true vision for Medicare. They want to push Medicare 
beneficiaries into their so...,called "Medicare-Plus" plans. I1'is actually going to be 
Medicare "Minus." . 

.' ­

• 	 So what did the AMAget, to sign on to such unprecedented Medicare cuts? 

Number One. They secured a provision to permit doctors and health 
insurance plans to overcharge beneficiaries as much as they want in the new 

_Republican 'managed care plans. 

Number Two. They reduced the physician cut by about $3-5 billion dollars 
which will simply shift a greater proportion of the cuts to beneficiaries and j 

other health care providers who are already being unfairly burdened. 

Number Three. They got a cap on medical malpractice damages, so that 
victims of 'bad apple' doctors cannot be adequately compensated. 

• 	 So who are the losers? _ 

The losers are the patients of the AMA physicians. 

The losers are health care providers who are going to bear a greater share of 
the cuts. ' ." . 

The losers are the entire health care system and the patients it serves. 

• 	 It is ironic that this deal was struck when, according to the AMA, the average 
physician's income is $189,000 a year, while the average Medicare beneficiary'S 
income is $13,000. ­

• , 	 It is also clear that the. AMA does not represent all doctors, many of \",hom continue 
to fight against the dramatic and excessive Republican cuts in Mediqrc and Medicaid. 
This is exemplified by the fact that the percentage of doctors and m6dical students in 
the AMA has dropped from 70% to 40%. 
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HEALTH CARE FINANCING ADMINISTRATION 

OFFICE OF LEGISLATIVi: AND INTER-GOVERNMENTAL AFFAIRS 


MEMORANDUM 

TO: 	 Jerry Klepner, John Callahan, Jack Ebler 

FROM: 	 Debbie Chang 

DATE: 	 October 26, 1995 

0: 	 Clearance - Estimate of Supplemental Allotment to States 
for Emergency Health Care Services to Undocumented 
Individuals 

Andy Schneider of the House Democratic Policy Committee is eager to 
have an estimate of how much additional Federal Medicaid funding' 
States would receive under the supplemental allotment process for 
emergency health care services provided to undocumented 
individua.ls. 

Jeanne Lambrew of HHS/ASPE, working with John Klemm of HCFA/OACT, 
produced the attached estimate. We .are seeking to clear it 
quickly, for Andy and other key staff. 

The estimate is based on the text of a Republica.n leadership 
amendment adding a new subsection (f) to section 2121 f the House 
Republican budget reconciliation bill. It would im leme t the 
promise made by the Speaker to provide additional f nds to the 
States. 

Please indicate your decision below: 

c~ar or Not Clear 

\ I 

'\ 
Clear or Not Clear 

)L
Clear or Not Clear Date 

Clear or Not Clear Date Nancy Ahn M1n 

ec: 

http:individua.ls
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. Estfmates of the Distributfon of the Supplementat Alrotment for Emergency Health CaN Services to New Aliens o 
(.D 

<:.oJ 

1996 1997 1998 1999 2000 2001 2002 I 7-Y.ar 
.... 

Tota' 

US Total (1' 

State (2) Unauthorized Immigrants ,.,92 <JE, cr( Tat&! 'I(, 0( ElIgfbIe 

(t,OOo.) .Stet_ 

C8Rfomta 1440.7 "2.7% 46.7% 
NewYOltc .... 9.4 13.3% 14.6% 
T(lms 357.0 10.6% n.6% 
Flortda 321.9 9.5% 10.4% 
illinois 176.4 5.2% 5.7% 
NewJarsoy 115.7 3.4% 3.8% 
Amona 57.0 1.7% 1.8% 
Massachusetts 44,9 1.3% 1.5% 
VirginIa 35.~ '1.1% 1..2% 
Washington 30.4 0.9% 1.0% 

Georgls. 28.1 0.8% 0.9% 
Maryland 21.4 0.8% 0.9% 

Eligible SIataa 3084.4 

NOTES: 

0.361 0.394 

Dollars from the Pool 

0.171 0.184 
0.053 0.057 
0.042 0.040 

0.036 0.041 
0.021 0.023 
0.014 0.015 
0.007 0.007 
0.005 0.006 
0.004 0.005 
0.004 0.004 
0.003 0.004 
0.003 ·0.004 

0."'2 0:429 0.447 0.486 

0.192 0.200 0209 0218 
0.060 0.003 0.065 0.068 
0.046 0.050 0.052 0.054 
0.043 ·0.045 0.047 0.049 
0.024 0.025 0.026 0.027 
0.015 0.016 0.017 0.017 
0.008 0.008 0.009 0.009 
0.006 0.006 0.007 0.007 
0.005 O.OOS 0.005 0.005 
0.004 0.004 0.004 0.005 
0.004 0.004 . 0.004 0.004 
0.004 0.004 0.004 0.004 

. (1) from PrelimInary ceostaff esflmates of the Commerce Commlltee Medicaid Transformation Act. October 25 
(2) From INS StatIstics dMsJon 
26-0ct-95 

0.4851 


0.227 
0.071 
0.056 

·0.051 
0.028 
0.018 
0.009 
0.007 
0.006 

.. 0.005 
0.004 . 
0.004 0.027 

l§l. 

o 
o 
N 
"­o 
o 

"" 

3.000 

1.401 
0.437 
0.347 
0.313 
0.172 

·0.113 
0.055 
0.044 
0.035 
0.030 
0.027 
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TH E: WH ITE: HOUS E: 

WASHINGTON 

November 24, 1995 

.. 	The Honorable Newt Gingrich 
Speaker 
U.S. House of Representatives 

Washington~ D.C. 20515 


pear Mr. Speaker: 

In the coming days, we have a vital opportunity to work together to balance the 
budget in a way that reflects the values and priorities of the American people. Our first 
responsibility should be to implement policies that are good for America. We believe that 
the right policy for the American people is one .that balances the budget while protecting 
Medicare, Medicaid, education, and the environment, and targeting tax relief to the middle 
class -- without any new tax increase on working families. The President's balanced budget 
plan shows how we can . eliminate the deficit and protect ,these values .. 

As you know, the President believes that your seven-year balanced budget plan fails 
to protect Medicare, Medicaid, education, the environment and tax fairness, and therefore, 
he will veto it. However; he is committed to working with you in good faith to reach 
coIl1Il:ton groUnd. We are willing to work hard to see if we can reach balance in seven 
years; but as our agreement makes clear, we cannot agree to any plan unless it protects our 
commitment to health care, education, the environment and tax fairness. It is disappointing 
that your letter of November 22 does not contain a single word about these priorities, which· 
are enshrined in the continuing resolution agreement. . 

The agreement calls for doing two things together;, balancing the budget in seven 
years and protecting the key priorities the President has laid out. Right now, neither of our 
balanced budget plans satisfies both objectives. Now we must work together in a good 
faith effort to see if it is possible to meet all of the commitments contained in the 
continu.ing resolution. 

Since neither of our budgets satisfies both conditions, each of us could take the 
position that we cannot begin talks until the other side shows in detail how it can meet all 
of the demands of the other. But such a position is unreasonable and unproductive. 
Likewise, we can spend the next several days exchanging letters and posturing in public, or 
we can engage in the serious work of negotiating a balanced budget that is fair to all 
Americans. Now is the time for all of us to work through the budget, issue by issue, in the 
careful and thorough way demanded by matters of great national importance. 

Listed below are some of the principles that will have to be addressed to the 

President's satisfaction before he can sign a balanced budget plan. We could request that 

you show us your legislative plan for meeting each one of these principles before we even 

sit down to talk. We both know, however, that this would only lead to gridlock. 
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The, Honorable Newt Gingrich 
November 24, 1995 
Page 2 

Instead, we list these principles so that there is clarity as to what some of our primary 
concerns are. We hope that we will be able to have serious working sessi.ons to see if we 
can meet these principles and reach balance in seven years. 

1. 	 Continue Medicare's guarantee of high quality medical care for senior citizens 
and people with disabilities by ensuring trust fund solvency and protecting 
beneficiaries. 

• 	 Ensure the viability of the Medicare Trust Fund for at least 10 years. 
• 	 Pr.otect Medicare benefiCiaries from premium increases beyond current law 

and from programmatic changes that would drive up their .overall health 
costs. 

• 	 Keep' Medicare first-class medical care by ensuring that resources, available 
for each Medicare beneficiary keep pace with growth in private. health care 
costs. 

• 	 Ensure the viability of hospitals and .other critical health care providers in 
underserved rural and urban areas. 

2. 	 . Ensure adequate funding for Medicaid by: 

• 	 Maintaining Medicaid as a national guarantee of specified and adequate 
benefits farlow-income families with children, Americans with disabilities 
and elderly Americans. 

•. 	 Maintaining the' quality of health care received by- nursing home, residents. 

3. 	 Maintain tax fairness. 

• 	 No tax increases on families or individuals with an income less than $30,000 
. a year. 

• 	 Concentrate any tax relief on the middle class. 
• 	 No special tax breaks for special interests. . 
• 	 No changes in tax policy that undermine protection of employee pension 

funds .. 

4. 	 Maintain real funding levels over the life of the budget plan in education and 
other investments critical to protecting future generations. 

• 	 Ensure that b.oth children and workers have the resources for training and 
technology they need to succeed in the 21st century workforce. 
Allow all colleges to choose the student loan program that best fits their 
students) needs and maintain real resources for student loans .and 
scholarships. 
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The Honorable Newt Gingrich 
November 24, 1995 
Page 3 

5. 	 Ensure funding levels required to sustain progress achieved in' environmental 
protection, enforcement, and public health. 

• 	 Eliminate all extraneous provisions in the budget that reduce environmental 
protection. 

, 6. 	 Reform welfare to provide adequate incentives and resources to move people 
from welfare to work. 

• 	 Maintain basic national commitment to protect child nutrition by continuing 
adequa~e funding for school lunches.' 

. 	 , 

• 	 Preserve a national nutritional safety net of specified. and adequate benefits 
for food stamps. 

7. 	 Preserve an Agriculture program that continues to ensure the strength of 
America's farm sector and family farms. 

8. 	 Continue Defense funding levels that support the armed forces and defense. 
programs necessary in the post-Cold War environment. 

. ',.;. 

. 9. 	 Maintain our commitment to providing our veterans withbeoefits to which they. 
are entitled. . 

We look forward to serious negotiations to reach a balanced budget that reflects the values 
and priorities of the American people. 

Identical letter sent to: 

Senate Majority. Leader Bob Dole 
House Budget Committee Chairman John Kasich 
Senate Budget Committee Chairman Pete Domenici 
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Interested Parties 

Cpris Jennings 

Likely Details of AHA's Deal with Speaker Gingrich 
!: ": '.: 

j" , , 

r.;'';" The AMA' s deal has not been released. However, preliminary 
i:',::; 'repo~ts indicate that the AHA obtained several significant 

provisions in exchange for their support of the House Medicare 
pl~~, including the following: 

",' 

Bq.lance Billing. Medicare beneficiaries who enroll in the 
new private fee-for-service or high ded~ctible MSA plan 
would lose their current law "balance billing" protection 
(i.e., limits on how much physicians can charge 
beneficiaries). This is particularly a problem because 
tpere is not requirement th.;it phy~icians stay in fee-for­

,.' ' service (i.e., phys;icians could Cibandon regular Medicare and 
Otll.y see beneficiaii~s in plans wnere they can balance 
bi;ll). 

(2) . Mecl:j.car'~:·Fayments:.,;, pr~ss'Repo:rt~:::,k'r~'i:;llnc~ear about. f:p~; 
conces::;':j.otfsthat. ..tl1.e" AMl\;;'qp,tain,E;;d";;':L:;:~:$1t ·.r.L~~J.ht, but report$ 
arethat,AM.A.. r~pe.ived $3 t.o$5 ~i:{l'~,o.fi;"le~$' in savings and. 
was protected agal.hst: decreases·.··:'slnce. the Medicare 
phys{c'ia,I1·· 'payment: ~:avings .itrtli~'i.iIouse bLtt· was scored by 
CBO,· at: $26. pilliqni, the sc:nring~; ..t·fO.uld,;~nbw .., p,e scored at $21to. $23 billion. "~" " ..' .... ';;,;,.'.,. ':.; '.',,' 

, ;~ ~ ,'. " .' ": :\'1' <. '.'. . 

{3} .M~lpractfge Reform:.;,,' Est?Ol.~sh~~!:,:r,l4in~r<?u~ medical 
malpr.acttce liabili'ty refqrms~·~h·c,lj.;tij;iitg·-placing stringent 
limifS";;($250, OOd)'oI\ nonT~~¢w1Pirl,fc'q~<age~;.

!:" ' . 1 '., "". .;' "', -.' ,.' 

, , . .," /::,': ;J; ':.: _' " , ..' ;, ,,:y r~'\,:J' ./'_:1:' ',,:,"~;;,::"t):',\' '.' ,:', .':5::' :'. . '", ,"::: ::,1 
( 4)' 	Artt:hf'I';Ii'4st"Exempt·idn.. C~e..~.t.~(§;fL l::lr:9f:1qi:,;C?-1}Ji~t:rust exe~ption. 

fq:r ltle.1iS'c;tY s~l t"-'"f,'e.gulatp~)r~!~~ry1:, ~,tj ~;~;IClJ?:q.;~ ~,u1:>st.;inti<;t11y.
relaxe§,; the;. antl-'trust exempt?-:9n to 17-; pro,vldeJ::' servlc~ 
netwo.rks. (TheFTC'and theJ.usttce 'Dep'art~ent strongly 
obj ec,t7' to these provisions and. believe that they would 
encouri3.'ge anti-competitive conduct' and raise health care 
costs ·'to consumers). ' 

(5) 	 PhysicianSe;rvice Organizations ~,'Allows pl1y~icians and 
othe(providersto formmariaged'care arrangements under 
.Medi.~a,r~,; .bwtcioesnoti'Sl,l}:)J'eq{th~Ihto "same",rules a$ HMOs 

'. -" 
(~ls6st.ipported:' by.'. the Adm:j..n;istra:t;:ion) .~ . 

, .": '"~,I 	 ' • :' '."" ,'" ,:' '- ' , " • 

(6)' 	 CLIA<Exerri.ption .. E*ent~ts ppyslcf'an 'offlc~ . labs from; quality 
requir_emen.ts despi te'the fa~t,that to' date more quality 
probi~ms: havebe~h id~ntifi~dwith Ehysician office labs 
than other settings ~ . 

http:requir_emen.ts
http:r.L~~J.ht


(7) 	 Referrals. Virtually eliminates the prohibitions on 
referring to facilities in which the physician has ownership 
interest or other financial relationship. 

(8) 	 Anti-Kickback. Makes it more difficult to prosecute abusive 
kick-back arrangements (which creates double whammy with the 
changes in referrals). 

One possibility to obtain "scored savings" while being 
spared the "real" cuts would be some type of fall-back 
mechanism. The fallback mechanism would be "scored" off the 
higher (CBO) baseline but would be "spared" the cuts because 
they would never materialize off the Administration 
baseline. All the provider groups seem to be trying to Gut 
deals for fall-back mechanisms scored 'from the. higher CBO 
baseline instead of traditional real cuts. 

The AMA deal with the House is incredibly sweet. 

o 	 AMA has obtained extensive "real f1 concessions that they have 
long wanted and which would fundamentally change Medicare's 
relationship with physicians and create plenty of 
opportunity for physicians to improve·theii financial status 
at the expense of beneficiaries. 

This analysis 'is obviously preliminary. As we get more-specifics, 
we will give you updates. Hope you find this helpful. 



((ongress .of tbe \Mniteb ~tates 
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" 

Dear Mr. President; 

AS chs nation marks the 30th anniversary of Medicare this 
week, Americals seniors are certain to be treated to a large dose 
of political rhetoric. and regrettably, s6me distortions about ! 
this program's 'future. I, 

In the interest of providing the American people with the ; 
fac~s . they need to make ~nformed judgments about 'th~s important: 
polley debatt::! I w,e are wrlt~ng to request that you d~rect. r 
Secretary Shalala to send to all Medicare reci~ients the offici_l 
summary of the 1995 annual report of the Medicare Board of . ,~ 
Trustees. As you know, t.he Trustees, who include three member~ 
of your 0 ....'11. cabinet, concluded that Medical."e will go bankrupt j!n 
just seven years. If Medicare goes bankrupt, no payments. by , 
law, can be,made by Medicare to,pay for hospital care or for any 
other services paid for by the Trust Fund, The 33 million 
ssniors and four million Americans with disabilities who depen;d 
on Medicare every year have a righ~ to know these important I 
facts,· , /. f 

It is because of !:his impending bankruptcy that Republic~ns. 
in Congress are committed to bold and decisive action to I 

.preserve, . strengt.hen and protect: Medicare - J action that will! 
still allow Medicare spending to ,increase from $178 billion ~his 
year to $274 billion in 2002./ 

f.We appreciate your consideration of this request, and we 
I

hope you share our determina tion to see 1>ledicare live past 2002, 
its 37th birthday. f ' 

f 
Since:cely, t 

! 
I' 

{}{£::;J~ 
Bob Dole 


Speaker of the House ". Senat e r'la j or j. t y Lea1de:r 
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THE: WHITE HOUSE 

WASHINGTON 

, ' \JY November 24, 1995 

" ~ 
, "-The Honorable Newt(Gingr~ 

Speaker ' C 

U.S. House of Representatives 

Washington, D.C. 20515, 


pear Mr. Speaker: 

In the coming days, we have a vital opportunity to work together to balance the 
budget in a way that reflects the values and priorities of the American people. Our first 
responsibility should be to implement policies that are good for America. We believe that 
the right policy for the American people is one that balances the budget while protecting 
Medicare, Medicaid, education, and the environment, and targeting tax relief to the middle 
class -. without any new tax increase on working families. The President's balanced budget 
plan shows how we can eliminate the deficit and protect these values. 

As you know, the President believes that your seven-year balanced budget plan fails 
to protect Medicare, Medicaid, education, the environment and tax fairness, and therefore, 
he will veto it. However. he is committed to working with you in good faith to reach 
common ground. We are willing to work hard to see if we can reach balance in seven 
years, but as our agreement makes clear, we cannot agree to any plan unless it protects our 
commitment to health care, education, the environment and tax fairness. It is disappointing 
that, your letter of November 22 does not contain a single word about these priorities, which 
are enshrined' in the continuing resolution ~greement. 

The agreement calls for doing two things together: balancing the budget in seven 
years and protecting the key priorities the President has laid out. Right now, neither of our 
balanced budget plans satisfies both objectives. Now we must work together in a good 
faith effort to see if it is possible to meet all of the comtnitments contained in the 
continuing resolution., 

Since neither of our budgets satisfies both conditions, each of us could take the 
position that we cannot begin talks until the other side shows in detail how it can meet all ' 
of the demands of the other. But such a position is unreasonable and unproductive. 
Likewise, we can spend the next several days exchanging letters and posturing in public, or 
we can engage in the serious work of negotiating a balanced budget that is fair to all 
Americans. Now is the time for aU of us to work through the budget, issue by issue, in the 
careful and thorough way demanded by matters of great national importance. 

Listed below are some of the principles that will have to be addressed to the 
President's satisfaction before he can sign a balanced budget plan. We could request that 
you show us your legislative plan for meeting each one ,of these principles before we even 
sit down to talk. We both know, however, that this would only lead to gridlock. 
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Instead, we list thes~ prinCiples so that there is clarity as to what some of our primary 
concerns are. We hope that we will be able to have serious working sessions to see if we 
can meet these principles and reach balance in' seven years. 

1. 	 Continue Medicare's guarantee of high quality medical care for senior citizens 
and people with disabilities by ensuring trust fuud solvency and protecting 
beneficiaries. 

• 	 Ensure the viability of the Medicare Trust Fund for at least 10 years: 
• 	 Protect Medicare beneficiaries from premium increases beyond current law 

and from programmatic changes that would drive up their overaH health 
. costs. 

• 	 Keep Medicare first-class medical care by ensuring that resources available 
for each Medicare beneficiary keep pace with growth in private health care 
costs. 

• 	 Ensure the viability of hospitals and other critical 'health care providers in 
underserved rural and urban areas. 

2. 	 Ensure adequate funding for Medicaid by: 

• 	 Maintaining Medicaid as a national guarantee of specified and adequate 
benefits for low-income families with children, Americans with disabilities . 
and elderly Americans. 

• 	 Maintaining the quality of heahh 'care received by nursing 'home residents. 

3. 	 Maintain tax fairness. 

.. 	 No tax increases on families or individuals with an income less than $30,000 
a year. 

• 	 Concentrate any tax relief on the middle class. 
• 	 No special tax breaks for special interests. 
• 	 No changes in tax policy that undermine protection of employee pension 

funds.. 

4. 	 Maintain real funding levels over the life of the budget plan in education and 
other investments critical to protecting future generations. 

.. 	 Ensure that both children and workers have the resources for training and 
technology they need to succeed ip the 21st centwy workforce. 
Allow all colleges to choose the student loan program that best fits their 
students' needs and maintain real resources for student loans and 
scholarships. 
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5. 	 Ensure funding levels required to sustain progress achieved in' environmental 
protection, enforcement, and public health. 

• 	 Eliminate all extraneous provisions in the budget that reduce environmental 
protection. 

, 6. 	 Reform welfare to provide adequate mcentives and resource's to move people 
from welfare to work.. 

II Maintain basic national commitment to protect child nutrition by continuing 
adequate funding for school lunches. 

.. 	 Preserve a national nutritional safety net of specified and adequate benefits 
for food stamps. 

7. 	 Preserve an Agriculture program that continues to ensure the strength of 

America's farm sector and family farms. . 


8. 	 Continue Defense funding levels that support the armed forces and defense 
programs necessary in the post-Cold War environment . 

9. 	 . Maintain our commitment to providing our· veterans with benefits to which they, 
are entitled. . '.: 

We look forward to serious negotiations to reach a balanced budget that reflects the values 
and priorities of the American people. 

"- :, 

~J 
L E. tta 
Chief of Staff 

Identical letter sent to: 

..:Senate Majority Leader Bob Dole ' 

House Budget Committee Chairman John Kasich 
Senate Budget Committee Chairman 'Pete Domenici 
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MEMORANDUM 

December 8, 1995 

TO: Distribution 

FR: Chris Jennings 

RE: Updated MedicareIMedicaid Information 

Attached are the latest materials we have produced on the President's health care 
initiative. Included you will find: 

An Executive Summary of the President's health care initiative; 


A Side-by-Side summary Table Comparison of key MedicareIMedicaidissues; 


A one..,.page talking point document on Medicare with accompanying charts; and 

~, ' 

An analysis of the effect of the President's Medicaid plan on cities. 

, We hope this information is useful. Please feel free to call 456-5660 with any 
questions. 



President Clinton's 

Health Care Initiative 


The President's health care initiative will strengthen and protect Medicare and Medicaid. and will 
. increase access to and the affordability of health care. It will: 

Preserve our commitment to the elderly, individuals with disabilities. women, children and 
families as we make Medicare and Medicaid more efficient. 

• 	 Improve Medicare by offering new choices ofhigh-quality health plans and 
delivery systems, and by providing new preventive benefits and·a new respite care 
benefit for families coping with Alzheimer's Disease. 

• 	 Assure the financial integrity ofthe Medicare Hospital Insurance Trust Fund 
through 2011 without imposing substantial new costs on Medicare beneficiaries. 

• 	 Protect the federal guarantee of coverage under Medicaid, while providing new 
flexibility for states to administer their programs within a targeted growth rate for 
spending per beneficiary. 

• 	 Establish strong new protections against fraud and abuse in the health care system. 

• 	 Provide additional resources to states to provide home and community-based care 
for people with disabilities of all ages. . 

Increase the availability and affordability ofprivate health care coverage for working 
AJnericans. . 

• 	 Reform the insurance system to ensure that workers don't lose their insurance if 
they lose a job or change jobs, limit the usc ofpre-existing condition exclusions, 
and establish voluntary. purchasing cooperatives so that small businesses can obtain 
more affordable health insurance coverage. 

• 	 Provide assistance for workers who are temporarily unemployed and need short­
term financial support to help them keep h~th insurance coverage. 

• 	 Make health benefits more affordable for individuals who are self-employed by 
increasing the tax deductibility of health benefits. 

• 	 SimplifY the administration of the health system so that fewer dollars are spent on 
overhead, and health professionals are freed from UMeceSsary paperwork. 



Prese'eying,and Strengthening Medicare 

Medicare provides health care benefits to 37 million elderly Americans and individuaJs with 
disabilities. The President'S plan maintains the 30-year nationaJ commitment to this program and 
makes it more efficient. 

The President'S balanced budget proposal' builds on the 1993 deficit reduction package, which 
strengthened the Medicare HospitaJ Insurance (part A) Trust Fund. with additional Medicare 
refonns. It includes $124 billion in savings over the next seven years and would assure the fiscal 
integrity of the Trust Fund through 2011, while imposing no new cost increases on Medicare 
beneficiaries.' 

Key elements of the President'S Medicare proposal are: 

• 	 Continuccl Expanded Choice of PI'n' Under Mcclican: The President's plan would 
retain a strong, traditional Medicare fee-for-service program while increasing choices of 
alternative health plans or delivery systems. It would: 

Expand beneficiary choice am~:)Qg health plans and delivery system options that 
guarantee high quality care for reasonable costs, including preferred provider 
organizations (PPOs), provider networks. and point-of-service HMOs; 

Provide beneficiaries with detailed infonnation about the providers and health plan 
choices available in their area, thereby facilitating the enroUment process; 

Improve Medicare's method for paying health plans and delivery systems; 

Foster improvement in the quality ofcare provided by health plans; and 

Enhance choicalportability through Medigap refonns. 

• 	 AMon Cost-Efrcctiye Medicln Promm: The 5124 billio,n in savings included in the 
'President's plan is based on sound. responsible refonns that would make the program 
more efficient, constraining it to growth rates that are at or just below private sector per 
person growth rates. 

These changes win protect the Medicare Hospital Insurance Part A Trust Fund and keep 
the Part B premium at 2S percent ofprogram costs. The plan would: 

Significantly moderate the Republican Medicare cuts so that payments to hospitals. 
physicians. and other providers are reduced while ensuring that high quality health 
eare providers continue to serve Medicare beneficiaries; , 

Refonn Medicare financing for graduate medical education and training provided 
by the nation'S acaderruc health centers and teaching hospitals; 

II 
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Create savings and structured refonns that assure that the Medicare Trust Fund 
will be sound through 20 11 -- a stronger position than it has been in 18 out of the 
last 20 years.. 

• 	 An Improved Medicare Procram: The President's plan improves Medicare 
program. It would: 

Invest limited resources to expand cost-effective preventive benefits, including 
coverage for mammography/ colorectal screening, preventive injections for 
pneunomia, influenza. and hepatitis B. 

Establish a respite care for families of.victims of Alzheimer's Disease~ 

Initiate a new funding pool for medical teaching and research institutions. 

Protecting and Improyjng Medicaid 

Medicaid provides acute and long-tenn health care services to 36 million low-income women, 
children, families, older Americans, and individuals with disabilities. Nearly halfofMedicaid 
beneficiaries are children but approximately two-thirds ofMedicaid expenditures are for care for 
the elderly and individuals with disabilities. 

The President's proposal maintains the 30-year collaboration with the states to guarantee coverage 
for needed health services while making Medicaid more effective and efficient. It would reduce 

. federal Medicaid spending by $54 billion over seven years. 

Key elements of the President's Medicaid proposal are: 

• 	 Guarantee of Coyerue: People currently eligible for Medicaid services would retain 
their Federal guarantee of health care coverage. 

• 	 COlt Effectiveness: To limit the growth in federal Medicaid expenditures, a per capita 
.limit would be established to constrain the rate of increase in federal matching payments 
per beneficiary. These limits maintain the federal financial coriunitment to states in the 
event ofan economic downturn that could require states to add beneficiaries. Federal 
payments for disproportionate share hospitals would also be tightened and states would 
have the flexibility to target these payments to a range ofessential community providers, 
including f~erally qualified health centers and· rural health centers. The 15 states with the 
largest number ofundocumented persons would receive special grants, and the 10 states 
with the institutions that serve disproportionately large numbers ofuncompensated care 
patients would also receive additional funds. . 

III 
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- Unprecedented State Flexibility: States would be given much greater flexibility to 
change how they deliver and pay for services, so that they can reduce costs, not coverage. 
For example, the Boren Amendment would be repealed. In addition, states would be 
authorized to implement managed care plans and provide home and community-based care 
without federal waivers. 

- Ouality Protection: Existing federal standards and enforcement for nursing homes and 
institutions for people with mental retardation and developmental disabilities would be 
maintained. Quality standards for managed care systems would be updated and enhanced. 

- Financial Protection: Protections ag~st impoverishment for spouses ofnursing home 
residents would be retained as would the guarantee that Medicare premiums and cost­
sharing be paid for by Medicaid. 

Combating Fraud and Abuse 

The Clinton Administration stepped up efforts to combat fraud and abuse with remarkable results. 
Key to this success has been Operation Restore Trust - a pilot program launched earlier this year 
in New York. Florida, llIinois, Texas, and Califomia.The President's plan would take Operation 
Restore Trust nationwide. 

The President's plan would also give law enforcement offici~s additional authorities and 
resources to investigate, prosecute, and sanction those who defraud federal health programs; . 
ensure adequate and dependable sources offunds to support program integrity activities; and 
change reimbursement policies that inadvertently may have contributed to abuse and fraud. 

. Long-Ierm Care 

Frail elderly Americans and younger persons with disabilities frequently require home and 
community-based long-term care to assist them in canying out the routine activities ofdaily life. 
The President's plan would improve access to such services in the following ways: 

-HOme and Community-Based Care: Anew grant program to states would provide 
funding for home and community-based care and personal assistance services for 
individuals ofall ages with disabilities. 

- . Respite Care: Family members ofpersons with Alzheimer's disease would be eligible for 
up to 32 hours ofrespite care each year under a new Medicare benefit. 

IV 



Protecting Working Americans 

Today, a majority of working Americans receive their health care insurance coverage through 
their employer, but the security of that coverage often depends on economic conditions and on 
insurance rules that can exclude coverage for some people. There has been strong. bipanisan 
suppon for reform' of the group health benefits market to preserve and protect the coverage of 
working Americans. 

The President'S plan includes the following insurance reforms and programs to protect worker~: 

• 	 Prc-Cljstine Medic.1 Conditiogs: Insurers and group health plans would be restricted in 
how long they could exclude individuals from coverage because ofprHx:isting medical . 
conditions. Insurers in the small group market would be required to seU coverage to small 
businesses regardless of the health status of the workers employed by those companies. 

• 	 EnbanCed Portability orCOVCnt&C: Under the President's plan. "job lock" would be 
eliminated by ensuring that workers who change jobs don~ lose their health care coverage. 

• 	 EnluriDe Conra" Cor Temporarily UnjnlPnd Worken: Grants would be made 
available to the Stales to provide for a six-month period ofprivate health benefits for Jaid­
oft' workers who lose their coverage when they lose their job and receive unemployment 
benefits. 

• 	 Small BUlinas AlIgt.gCC: Grants would be provided to states to help them create 
voluntary small group insurance purchasing cooperatives to encourage competition and 
affordability in the smaD group market. Upon request ofthe state., the Federal Employees 
Health Benefits Program could require its participating health plans that serve the small 
group market to make themselves available through purchasing cooperatives established 
by the state. 

• 	 Tal Deduction Cor tbe Self-Employed: Self-employed individuals, including farmers. 

would be allowed to deduct 50 percent of the cost oftheir health insurance premiums 

from their taxable in¢Ome~ 


Administrative Simplification and Security of Health 

Information 


The health care system includes a tremendous amount ofred tape and paperwork that often gets 
in the way ofproviding care to patients. The President remains committed to reducing these 
burdens. Standards would be adopted to simplify the use ofelectronic health information 
transactions. New federal standards would be developed to assure the security and privacy of ' 

, individual medical information contained in electronically conducted health care transactions. 

v 
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The Medicare savings and structural reforms included in the President's balanced 
budget proposal have been carefully designed to strengthen the Medicare Trust Fund, expand 
health plan options for beneficiaries and assure that MediCare benefits continue to be 
affordable for the 37 million elderly and people with disabilities the program serves . 

. , ~ >~' :~:;:t:C~ The ~Medic8re;Thust1FiIndisStrengthenM:through~;2011~';~The savings:;CUldstrUctur~I., .""..;:>~ " ' 
1.·../
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Savings Achieved Without Any New Beneficiary Cost Increases or Arbitrarily Imposed 
~udget Caps. The Administration's proposal has specific and scorable policy changes that 
assure program efficiency and produce $124 billion in savings. This is achieved without 
undermining the structural integrity of the program, imposing new costs on beneficiaries, or 
arbitrarily capping the program's growth to an index that has nothing to do with health costs. 

The Cuts are Significantly Smaller than the Republican Conference Agreement. 
". The Administration proposes. smaller cuts for all. major categories of the Medicare program ,. 

':::;' '(i:e~;':'biii~fici3ri~:~ho,spihils; 'physicians; .li,ome_h~th ~e prov.ig~rS.andnui!~gh~I,Iles).The ' 
. 	 differexiceS~in.bebefidaryl;and.hospital cuts are ;particularly. sigDificant~···The-Ailiftinlstration 

has $42 billion less in beneficiary cuts and $44 billion less in hospital cuts than the 
Republican conference agreement. (See attached charts.) 

The Refonns Hold the Medicare Per Beneficiary Program Growth Rate to 
Approximately that of the Private Sector. On a per person,level, the President's proposal 
holds the Medicare program to a growth rate that is slightly lower than the 7.1 percent per 
person private sector growth rate as estimated by the Congressional Budget Office. In 

/ 	 ' 

contrast, the Republican Conference Medicare cuts would constrain Medicare growth per 
beneficiary to over 20 percent below the private sector per person growth rate. (See attached 
chart.) , 

Republican Cuts Will Lead to Cost Shifting or Access and Quality Problems. 
The Administration believes that cuts of the magnitude advocated by the Republicans would 
result in significant cost-shifting ($84.7 billion according to the bipartisan National 
Leadership Coalition on Health Care) or reduced quality and access to needed health care 
providers. This is why the American Hospital Association has stated: "the reductions in the 
conference report will jeopardize the alJ,ility of hospitals and health systems to delivery quality 
care, not just to those who rely on Medicare and Medicaid, but to all Americans." 

Choices of Plans are Expanded Under Medicare in a Pragmatic, Responsible Way. 
The President's plan retains a strong Medicare fee-for-service program and significantly 
increases choices of alternative health plans, including new managed care options (PPOs and 
HMOs with point of service options) as well as provider networks. In contrast, the 
Republican approach -- which includes Medical Savings Accounts and other options that 
tend to manage risk rather than manage costs -- will, fragment the Medicare. risk pool.. 

M~dicare is Improved by Expanding Preventive Programs, including better 
mammography coverage, colorectal screening, and a new respite benefit for families of 
Alzheimer's. patients. 
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Administration vs. Republican Conference Agreement Medicare Cuts By Category 
(7-yr. OMS and CSO Pricing, respectively) 
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The President's Medicaid Plan: Effect on States 


Guarantees Coverage: The President's plan ensures that the low-income elderly, 
nursing home residents, pregnant women, children, and people with disabilities continue 
to_ receive health coverage. . 

- - -~';'- '_'":''''f:!: ..-;r+'i:'/l!J&:B.ep!lljlif?!n~iplan:wo.uldt!!i:u1;~g1,l(lr.~ftiee(fc.ilvlir:ag~lfOl;;:t,,-e;36 -million -Americans. ._ 
·,'~':--;i',ii.~:<c;;,:,::;::,~j:~~:~hfffiitlY;:;iflS1i;eiI~bY~Mealcalr£¥I:JYTiOO2;')]n(l'ariYl8:mil/ioriS~hiliJ;~n,·:elderly,.and people 

with disabilities could be without the health care coverage now provided by Medicaid. 

Provides for Increased State Flexibility: States are given significantly greater flexibility in• 
the administration of their Medicaid programs. The President's plan is extremely responsive to 
the flexibility objectives put forth by the National Governor's Association in January of 1995. 
The Boren Amendment would be repealed. States would be permitted to establish managed 
care plans as well as home- and community-based care options without ~ederal waivers. 

_."While the Republican block grant would allow states to _administer their program 
" '.:-r-' ':;i:::v"withoun';rtUQlly-'(lny"natio~l.mini",um 'standards;: it. comes ,at a cost --:- a -loss of over 

• 	 • ~"'- v. ""'.~~ ;;r ~. , _, ~., ''- '"T ~ ~_ j ~ • 

" " ""<$100'''/jillibn 'relative 'td"the""President'splan 'over:seven years. 

.. 	 Controls Medicaid Spending without Putting States at Financial Risk: The 
President proposes a "per capita cap". This policy limits spending without ending the 
Federal commitment to share in the risk of an economic downturn or other unexpected 
events that increase costs because of additional enrollment. The Federal government 
will match state spending up to a limit that is adjusted for enrollment. When spending 
growth per person increases at a rate higher than the proposed index, Federal payments 
are limited. 

The Republican plan ends the Federal role as a partner in states' health care spending 
for seniors, children and people with disabilities. States would be 100 percent at risk 
for unexpected increases in costs associated with recessions or an aging population. 

Reduces Disproportionate Share Payments but Increases State Control: The 
President'S plan changes the current DisproportionateShare (DSH) program in two ways. 
First, Federal DSH payments are gradually reduced and then frozen at their levels in 
1998 for subsequent years. Supplemental pools for states with high numbers of 
undocumented persons and with high levels of uncompensated care and Medicaid 
shortfalls, along with a transitional funding pool, will ease the impact. Second, states, 
are given more latitude in choosing.which providers are eligible for DSH payments, and 
the Secretary will develop standards for appropriate allocation among providers. States 
will submit annual reports to the Secretary on who gets the funds, how much the 
providers receive, and how the funding is easing the problems in their states. 

The Republicans end the DSH program, increasing the already-severe financing 
problems of inner city, public and rural hospitals which care for uninsured and large 
numbers of Medicaid patients. 
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Why States Benefit from the President's Plan: 

, Federal Spending Reductions Are Not Excessive: The President' s plan reduces • 
Federal Medicaid spending by $54 billion over seven years -- a responsible reduction 

~ ;"""JhaLcan"be, managed by states . 

. ';,:::c;;,' ;-;:~:)~t~;-~_in~i?;PubJ(ciinS-~;pja:'rtaices;·$163,_bil1i(m" in"Fedetl£(},fedl~g,!4J~!iding,fr9m. ihe states,' ' 
leaving them with the same health care problems but less support in addressing them. 
In fact, the $163 billion cut translates into a per recipient growth rate that is 70 percent 
below the private sector per person growth rate as estimated by the Congressional 
Budget Office. Since the cut is too large to be absorbed through efficiency alone, states 
will be forced to shift the costs onto providers, reduce coverage for their citizens or 
increase their state spending. 

• 	 All States Fare BeUer Under the President's Plan than the Republican Plan: Every 
single state gets more Fed~ral. funding under the President's plan than under the 
",~epugli~,plan. ·.MoreJmportantly,=Federalspending, to stateswould.increase ,if states 
:were,facedwitha"recessionor";some other ~unforeseen'event'that causes )'enrollment to 
increase. 

The Republicans can~t reduce Federal spending by $163 billion without hurting states 
-- and hurting some states.more than others. In fact, while most states get similar 

percentage reductions under the President's plan, the Republican plan takes up to 45 
percent from some states and actually gives money to others. 
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THE FUTURE OF MEDICAID 


December 1995 
MEDICAID AND CHILDREN 

Medicaid provides health care coverage to 1 in4 American children and finances 1 in 3 births. Medicaid pays for a 
broad range of services including immunizations, well-child care, prescription drugs, hospitalization, as well as 
long-term care for disabled children. 

Key Facts: 

.• In 1993,16.6 million children - one-quarter of all children under age 18 - received Medicaid coverage. 

Medicaid plays an important role for young children, covering 37 percent of infants (1.4 million), and 32 
percent of preschoolers (6.4 million). Medicaid also provides coverage to 5.8 million school-aged children 
(22 percent) and 2.9 million teenagers (16 percent) (Figure 1). 

Medicaid covers two-thirds of all poor children (10.7 million) and 27 percent of children with incomes 
between 100 and 199 percent ofthe federal poverty level (4.1 million). 

• 	 Expansions in Medicaid eligibility have broadened Medicaid's reach to low-income children in recent 
years and stemmed the growth in the number of uninsured children. 

Prior to 1986, most children were covered by Medicaid because they received cash assistance through 
AFDC (Aid to Families with Dependent Children). Some children were also eligible for coverage because 
they were disabled and eligible for SSI or were "medically needy." 

Congress began extending Medicaid eligibility to other low-income children and pregnant women in 1986. 
States are currently required to cover pregnant women and children up to age 6 with family incomes 
below 133 percent of the federal poverty level. Coverage for poor children born after September 30, 
1983 is being phased in until all poor children under age 19 are eligible in the year 2002 (Figure 2). 

Expansions in Medicaid coverage of low-income children have offset reductions in private employer-based 
coverage of children and expanded coverage of children in working poor families (Figure 3). In 1993, 53 
percent of children on Medicaid had a full- or part-time working parent. 

• 	 Federal guidelines assure that Medicaid provides coverage for a comprehensive set of services with 
nominal or no cost-sharing for children. Access to these services is important because poor children 
experience more health problems than more affluent children. 

Children with Medicaid are eligible to receive physician and outpatient services, prescription drugs, 
inpatient hospital care, and long-term care services. 

Medicaid coverage also entitles children to receive early and periodic screening, diagnostic, and treatment 
(EPSDT) services. Screening services include a comprehensive health and developmental history and 
physical exam, immunizations, laboratory tests including blood lead levels, and health education. All 
children who are found to have conditions requiring further attention must be referred for treatment. 

• 	 Children represent half of the 32 million Medicaid beneficiaries, but account for only 15 percent of 

overall Medicaid spending (Figure 4). 


In1993, the average cost per' child covered by Medicaid was about $1,200 compared to nearly $8,000 per 
disabled person and nearly $9,300 per elderly person with Medicaid coverage. This is because most 
elderly and disabled persons have more costly acute and long-term care costs than children. 

Although children on average cost less to care for than older Medicaid beneficiaries, Medicaid covers 
about 800,000 children with mental, or physical disabiliites with more costly health needs. 
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Proposed Legislative Changes to Medicaid Affecting Children 

• 	 Eligibility 

The Conference Bill would transform Medicaid from an entitlement program to "MediGrant," a block grant 
to states to provide state determined services to pregnant women and children under age 13 with incomes 
below 100 percent of the federal poverty level. 

• 	 Benefit Standards and Cost-Sharing 

(- States would have total flexibility in determining the benefit package for Medicaid beneficiaries. With the 
exception of child immunization and family planning for those deemed eligible, the bill does not specify . 
minimum benefit standards for children, including those with special health care needs. 

Mandatory provision of EPSDT services would be repealed by the bill and pregnant women would no 
longer be entitled to pregnancy-related services. 	 . 

States would be able to require beneficiaries to pay premiums, deductibles, or cost-sharing. However, for 
families with incomes below 100 percent of poverty that include a pregnant women or child, states would 
not be allowed to impose premiums and would be permitted only nominal cost-sharing for services other 
than preventive or primary care. 

• 	 Program Spending 

Projected federal spending on Medicaid would be capped and converted to a block grant. Federal 
,payments would be reduced by $163 biillion by the year 2002. 

Provider payment requirements would be eliminated, allowing states to set payment levels to physicians, 
hospitals, and nursing homes. 

Policy Issues 

• 	 Medicaid eligibility for children is currently set by federal guidelines with some.state optional coverage of 
nonpoor children and pregnant women. What are'the implications of broad state flexibility in determining 
eligibility for services? . 

• 	 Federal law currently requires that Medicaid beneficiaries all receive a minimum bEmefit package and that 
children receive a comprehensive set of services under the EPSDT program. What are the implications of 
state-established standards for the amount, scope I and duration of benefits to children and pregnant women? 

• 	 Federal support of Medicaid has risen as the number of beneficiaries and the cost of medical care has grown. 
What is the impact of reduced federal funding in the form of a fixed block grant on support of services to 
children? Will the shift to managed care be affected by inadequate capitation rates and low, provider payment 
rates? 

• 	 The recent Medicaid eligibility expansions have increased Medicaid coverage of low-income children with 
working parents. What will happen to coverage of nonpoor low-income children and pregnant women who 
have been covered 8S a result of the Medicaid expansions? 

• 	 Cost-sharing has been found to reduce necessary as well as unnecessary use of services among low-income 
populations. What will be the impact of cost-sharing on the ability of children and pregnant women to access 
needed health care services? 
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Figure 1 

Health Insurance Cove'rage of Children, 
by Age and Poverty Level, 1993 
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Figure 2 

Medicaid Eligibility Standards for Children 
and Pregnant Women, 1995 
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Figure 3 

Changes in Health Insurance Coverage of 

Children Ages 0-17, 1988-1994 
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Figure 4 

Medicaid Beneficiaries and Expenditures 
by Enrollment Group, 1993 
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