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 WASHINGTON g Z

February 13, 1995

MEMORANDUM FOR THE PRESIDENT

FROM:  CAROL RASCO
SUBJECT: Kasscbaum Medicaid for Welfare Swap

PURPOSE

To provide you with background information on the Kasscbaum Medicaid/Welfare swap as a
follow~up to the discussion you had with the Governors at Blair House. In addition, to
provide you with a status report on the level of Congressmnal mtercst 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 stamp, AFDC, and WIC
programs. During a five-ycar transition period, a maintenance—of—cffort requirement would -
bar states from reducing overall expenditures on cash and food assistance to the poor and
statcs would continue to bear some share of Medicaid costs.

At least initially, States are attracted to this proposal because it would allow them to relieve
themselves of 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 would 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 dcspcratcly looking to save money, it
sems unlikely that this conflict will be resolved this year.

Thc:re arc other significant policy implica'tions of thé Kasscvb,aum 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 arc 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 terms: ,

AFDC benefits in the median state have fallen 47 percent in real térms 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 bencflts alone in 1960, before the food Stamp
program was created.

Even though statc appropriations for WIC generally qualify a state for a larger Federal
WIC allocation, states have been cutting state funds for WIC in recent yedrs. 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 cffort ends) become even less likely.

In contrast, in the two p‘rograms where.benefits are 100 percent Federally-funded and
national benefit standards exist —- the food stamp program and the Federal SSI program -
there has been no benefit crosion over the past 20 or 25 years. )

II. Varying Impacts Among States. Any swap is likcly to have different distributional
impacts among states. States 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. The 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 income level. This moderating effect would disappear once the food
stamp program devolved to the states. ' o '

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 threc only about one-sixth as much —~- $120 a month,
which is less than 12 percent of the poverty line. When'food stamps arc added in, the
benefit package in Mississippi climbs from about one-sixth to one~half of the size of
the Connecticut package. :



III. Weakening Automatic Stabilizers. Thc amount of Federal food stamp benefits
provided in a state automatically rises when the statec cconomy turns down and unemployment
and poverty mount —— making the program the Federal government's most. important '
automatic stabilizer after unemployment insurance. If AFDC and food stamps are devolved,
states will be forced to choose among absorbing the additional benefit costs during recessions,
reducing food and welfare bencfits, or putting new apphcants 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 thc wide variations that

~ now cxist among states in the categories of houscholds cligible 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 gencrous states, the number of the uninsured would likely risc and beneficiaries in a°
number of states would lose coverage for some services. [f the Federal government instead
" chose to provide coverage similar to that offered in the miost 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 proposal.
However,.in recent weeks, the Governors, the NGA staff, and the chubliéans 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
Federal savings, a Medicaid/welfare swap to achicve this seems cither 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 idca 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 Committec. This is significant because the Finance Committec (not Kasscbaum'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 typc of swap is unlikely to go very far in the 104th Congress.



AMA Agreement with Speaker Gingrich

Last night, in a leSé_d 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. It is actually going to be
Medicare "Minus." ' o S :

So what did the AMA get to sign on to such uhprcécdented Medicare cuts?

— Number One. They secured a provision to pennit‘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 IOSers are the patients of the AMA physicians.
| == The losers are health care pr0v1dcrs who are gomg to bear a greater share of
thc cuts ,

- ’I'he 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 averagc
physician's income is $189,000 a year, while the average Mcdlcarc beneflcmry s
income is $13,000.

It is also clear that the AMA does not represent all doctors, many of whom 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 WRITE HOUSE

WASHINGTON

November 24, 1995

~ The Honorable Newt Gmgnch
Speaker
U.S. House of Representatives
Washington, D.C. 20515 .

Dear 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 faimess. 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
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 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 gridiock.
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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 workmg 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 dlsabllltles by ensuring trust fund solvency and protectmg
. 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 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

o costs. :
.o Ensure the viability of hospltals and other cntlcal health care provxders in

underserved rural and urban areas.
2. Ensure adequate funding for Medicaid by:

. Maintaining Medicaid as a nanonal guarantee of specified and adequate :
benefits for low-income fa:mhes with- children, Amencans with disabilities
and elderly Americans.

* . Maintaining the quality 'df 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 rehef on the middle class.
. No special tax breaks for special interests. -
. No changes in tax policy that undermine protection’ of employee pcnsxon
ﬁmds
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.
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. Page 3

S. Ensure funding levels reqmred to sustain progress achleved in environmental
‘ protection, enforcement, and public health.

. Eliminate all extraneous provisions in the budget that reduce environmental

protection. : , g
‘6. Reform welfare to provide adequate incentives and resources to move people

from welfare to work.

. Mamtam basic natzonal comrmtment to protect ch1ld nutrition by continuing
.adequate funding for school lunches

. * Preserve a national nutntlonal safety. net of spemﬁed and adequate benefits
. for food stamps.

. Preserve an Agriculture program that contihuesj”to ensure the strength of -
America’s farm sector and family farms.

8. Contmue Defense funding levels that support the armed forces and defense
programs necessary in the post-CoId War envnronment ‘ :

9.  Maintain our commltment to provxdmg our veterans Wlﬂ.’l benefits to which they e
are entitled. : NPty

~ We look forward to serious negotxatlons to reach a balanced budget that reflects the Values
and priorities of the American people _

Sincerely,

Chlef 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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Federal Document Clearing House
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 plan 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 flrst or second 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 te 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 ever come to a vote.

So, I think it’1ll be all out in the open. But what we'’ve done is reach
out to every major health care providing group in America, and ask them for
their best ideas. S0 the pecople 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 senlor citizens. So that we can preserve and protect Medicare 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 this ‘money ‘out, of it, that
there’s going to have to be some effect to the senior citizéns of the United’
States of America. Either higher co-pays, or they’re.going to get these
vouchers. And they’re g01ng to be able to cover maybe only. HMO' s, but they’ 11
have t6 put extra money. : ‘ ,

GINGRICH: No, nOy‘that-is absolutely wrong. ,No{ that’s absolutely wfong.
SESNO: ©h, put your microphone back. on, or we won’t be ablé to hear you.

GINGRICH: As I say, I got so excited that I 1ost‘my mike. It'’s
absolutely wrong. We currently pay $4800 per senior citizen for Medicare.
"We will pay at the end of the seven years, $6700 per senior cxtlzen That
a $1900 per person increase. That’s per person, now.

Now, what we’ve done has gone out to the American Medical Association, the
American Hospital Assotiation, the health maintenance organizations, Blue
Cross-Blue Shield, a wide range of companies. And we’ve said to all sorts of
different groups. Do you pelieve we can design a program whzch for 56700 per
person per year prov1des them terrlflc coverage° ' ‘

And they’ve con51stently sald, *YIf we’ll get -the red tape, and the
regulations, and the Health Care Financing Administration’s centralized
bureaucracy out of the way, let them deal directly with senior citizens as
customers, and let them offer health care, and not government bureaucracy.

SESNO: Are you saving, let me jump in here though. Are vou 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



a

p,;;‘V ’ Ei Wait a second, you, in the first place I just said, if you want
to stay “the current program -- we’re going to keep the current program.
So,;:;, just stay in the current program, We don’t think most seniors will
want{to after they look at the options. But, that’s their right. Nobody is
g, to; be forced to leave the current programs. ~

. Frank, if you want to stay in the current program, just stay
Jﬂ lt, don t worry about it. However, if you’d rather look at other options,
we ll:thlnk you’ll have what we’re calling -- for the moment -- we’re looking
; we think you’ll have a medlcal savings account option.
We t 1nk you 11 have a coordinated care option, we’ll think you’ll have a

o Wel re looklng at the possibility you could say in your current group
1nsurance ‘when you turn 65. And just stay with the company you’ve bheen with
you re entlre working career. We want senior citizens to have the right to
‘choose * We also recognize -- there’s a big article in-the Atlanta paper this
‘mernin ~ about one doctor who was charging -- one doctor -- who was charging.
;Medlcald"$6 mllllon a year. And that’s called fraud. .

S #x%x  filed by:RB--(=-) on 08/06/95 at 18:23EDT **#*
. x*x* printed by:WHPR(197) on 08/07/95 at 20:18EDT ****
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Ketrf Gingrich
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Bixth Bistrwr
®eorgia
Bffice of the Bpeaker
Bnited Btudes House of Representaties
Fpshington, BE 20515
April 28, 1995

The Honorable Bill Clinton | ¥

The White House '

Washingion, B.C.

Dear Mr, President:

I write to vou out of deep concern for the future of Medicare. The most recent reports of
the Medicare Hospital Insurance and Supplementary Medical Insurance Trustees paint a grim
picture of the funire of Medicare and malee clear that I}'D."nt’,diatc., action is needed 1 ensure
Medicare's survival.

The Trustees' reports predict dire results from a failore to 2ddress the growth rate in bath
parts of the Medicare program. Four of the Trustees are your own Secrstares of the Treasury,
Lagor, and Healthh and Human Services Departments and the Commissioner 2f Social Secunty.
The Trustees indicated, in beth their 1994 and 1593 reports that urgest action is necessary.

" _the HI program is severely cut of balance and the Trustess believe that Con g—, § must
take timely action te fundementally reform the HI peegram and control related progrwl

expenditures.”
1994 Bovard of Trustees Anngal Re port, Fivseitel tnsurances Trust Fund 7
Lavt ,.'f"r u qgccﬂ that program cxp\,‘.d;turf's should be stowed, and you proposed o
recuce ne rate of 'mwb by $11I8 tililon. Cangress did net ecact these refonns due e 1o lheu*
L ent &nglema*z i your l*em*h r=form wropesal. T

Tlm: vear, the T frustees warning is even mere dire:

To bring the HI program into actuarial balence even for the first 25 vears. . cither CLﬂaV‘s :
wouid have 1o he reduced by 30 percent or income increased by 44 nercent {or some
combination thereot). . the HI program is severely out of finarcial balance and the
Trusteas believe that the Congress must taks timely action to establish long-term
{inanctai stability for the program.” ' '

L

- - 1593 Supplemental Medical Insurance Repor from Secretaries [eich, Rubin
natela, Commussioner Chater, Public Trastees Sunford G Rads, and David
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M. Walker, and Bruce C. Viadek, Admmumtor of HCFA and Secrctary to the
Board of Trustees.

"...growth rates have been so rapid that outlays of the program have increased 53% in
aggregate and 40% per envolles in the last five ycars-,.The Trustees believe that prompt,
effective, and decisive action is necessary."

- 1995 Hospital Insurance Trust Fund Annual Report from Secretaries Reich, Rubin
and Shalela, Commissiorer Chater, Public Trustees Stanford G. Ross, and Dawa
M. Walker, and Bruce C. Vladek, Administator of HCFA and Secrete ary to the
Board of Trustess.

Part B costs per beneficiary were $2,046.00 ir. 1994, In the year 2002, the y=ar in which
the Trustees predisi bankrupicy for the Part A program, costs per beneficiary are estiniated to be
‘54 43C.47. This is obviously an unsusiainable rate of growth. vet vour misst recent budges,

however, contained no new praposals other than minor extensions of current Jaw to limit the

growth of the Part B program.

1:1 the subraisaian of your Healti ucumw Act last year, gm note:l that Medicare reform
;Ho only be accomplished 1 the context of comprehensive health care reform legisiation. . The

icT Jstee; clearly believe suck action unwise, indicating in the 1953 report that Medicare
Angs should not be considersd for any othar purpase:

.1t is now clear that Mcchwc reform needs to be addressed as w disiinct legislative.
tmﬁame The idea that reductions in Medicare expenditures should be available for other
purposes, including sven other heaith care purposes, 1s mistaken.”

- Public Trustees David Walker and Stan Ross, 1395 Hospiral Insurance Trustees
Report

Given the urgency with which the Trustees have spoken, the Congress intends 1o address
the Medijcare cnisis this year.- We believe the A.mcrcan p=ople expect us to work together on
issues as imnportant as the Medicare progrem. We ask that vou direct Secretaries Reich, Rubin
and Shaiale, Commissioner C“a:ter and Mmm;sna.o Viadek to make recomumendations o the
Congressno later thay May 15, 1995, (pr.:mfic:ih} we belisve these reconunendzations shouid
address these concerns and Questions:

. Medicare bankruptey has sfien been postpened by 12x increase The most recent tax
wierzase merely pestponed bandouptoy by one or twa yeass; the underiying growth rate
cerneins unaddressed and the program is no closer o long tenm soivency. The Trustees
recomreend two 23 vear solvency tests for the HI Trust € und Fiease present proposals
that would make Medicare meet botk tests. [Uis obvigusly inappropriate thal he
recommazndations concerning Paris A merely shifts is costs o Fart B, pacticularly given

2
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the Trustees concerns aboul cos! increases in the Supplernental Medical Insurance
program. Does the Administration recommend tax increases? j . ../

. The b ub‘lu Trustees of the Medicare Hospital Insurance Trust Fund have siated
unambiguously that Congress should undertake Medicare reform independent of any

other health care reform activities. Do you believe that the Public Trustees are wrong in

this assessment? %/{-.; g

. The Truzees recommand comail?ng the rate of g'rowth for the Supplementa 1 Mcdx\,al
Insurance progran. Please recommend proposals o reduce the program's cost

. Thz‘; Adrninstration's latest guidance on Medicare reform remains their 1994 proposals,
hich would result in Medicare savings of about $118 Eillion. The Administration has

zndxcatcd its support for incremental reform. Do you continue o support these proposals?

{\/' 4 X sed s '}'w' i \’-»i‘xy e
We will provide a more deteiled st of questions in & later communication,

We believa there is no excuse 10 ignere the problesm of Madicars, a program that will
spend mvare than it takes in next vear, and will be completely unable to pay benelits in seven
years,

Wext week, you are convening the Fourth Whire Heuse Conference on Aging, a
' ponpartisan event that oceurs enly ones evc*y decade. The firal agenda for the Conference
indicates that health 13 the primary concern of the delegates, Surely, this is the tHime 10 begin
building a national consensus on how to make Medicare solvent. -

[

Sincerely,

cwt Gingrich

(8]
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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 meéting]

"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 gettmg to a balanced budget because he also proposed it. He validated putting pretty
‘tight reins on domestic spending. He validated not cuttmg defense," Newt Gingrich said.
[CNN, 6/22/95]

Gingrich said "...just by getting the President to admit that 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 szes, 6/13/95]

"The president frankly created an environment in which it became easier to balance the
budget," Gmgnch sald [Chzcago Trzbune, 6/23/95]



THE WHITE HOUSE

WASHINGTON

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 on a 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,
bu91nesses, 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'w1th 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,

P s, L\_\

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

FROM:

 October 11, 1995

Interested Parties - | iJl)
Chris Jennings - - /////

SUBJECT : Likely Details o AMA'%)Deal with‘Speakef 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,
(1)

including the fOllOWlng

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" protection
(i.e., limits on how much physicians can charge
beneficiaries). This is particularly a problem because |
there 1s 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). :

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
physician payment savings in the House bill was scored by
CBO at $26 billion, the saVings would now be scored at $21
to $23 billion.

Malpractice Reform. Establishes numerous medical
malpractice liability reforms including plaCing stringent
limits ($250,000) on non- economic damages. -

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) .

Physician Service Organizations. ,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).

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.




(8)

‘The AMA'deal’witH the House is‘iﬁcredibly sweet

o

Referrals. Vlrtually ellmlnates the prohlbltlons on o
referring to facilities ' in which the physician has ownershlp

}1nterest or other flnanc1al relatlonshlp

- Anti<Kickback. Makes 1t more dlfflcult to prosecute abus1ve;

kick-back arrangements (which. creates double whammy with, the‘
changes in referrals) . , _

One pOSSlblllty to obtaln "scored sav1ngs" while belng
spared the "real" cuts would be some type of fall- back
mechanism. The fallback mechanism would be "scored" off the
higher (CBO) baseliné but would be "spared" the cuts béecause
they would never materialize off the Administration
baseline. - All. the provider groups seem to be trying to cut
deals for fall-back mechanisms scored from the. hlgher CBO

baseline 1nstead of tradltlonal real cuts.

* AMA has obtained exten51ve “real" 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 thelr flnanc1al status

at the expense of beneflclarles. .

*‘ThlS analy81s is obv1ously prellmlnary As we get, monaspec1f1cs[

we will give you updates. Hope ‘you find this helpful


http:Administratj.on
http:referring.tq

~ AMA Agreement with Speaker Gingrich

Last night, in a closed door meeting, the American Medical Association (AMA).
réached 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 Medrcare They want to push Medicare
beneficiaries into their so—called "Medrcare Plus" plans It is actually gomg to be
Medrcare "Minus."

So what did the AMA get.to sign on to euch gnprecedented Medicare cuts?

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

- Nurnber Three. They got a cap on medical malpractiee damages, so that
~ victims of 'bad apple doctors cannot be adequately compensated

So who are the losers"
— The losers are the patients of the AMAbphysicians.

-- - The losers are health care provrders 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 whom contmue
to fight against the dramatic and excessive Republican cuts in. Medrcarc and Medicaid.
This is exemplified by the fact that the percentage of doctors and médical students in
the AMA has dropped from 70% to 40%. :
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HEALTH CARE FINANCING ADMINISTRATION
OFFICE OF LEGISLATIVE AND INTER GOVERN&ENTAL AFFAIRS

MENX 0 R A NDUM

TO: Jerry Klepner, John Callahan, Jack Ebler
FROM: Debbie Chang |
DATE: October 26, 1955
: Clearance - Estimate of Supélemental,hllotment 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
individuals. : :

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 1is based on the text of a Republican leaderShip
amendment adding a new subsection (f) to section 2121 of the House
Republican budget reconcilietion bill. It would implement the
promise made by the Speaker to provide additional £ nds to the
States. .

Please indicate your decision below:

X

CYear or Not Clear ate

\( ‘/bfkég ! .
Clear or Not Clear Date | vzi?ﬁoﬁf/ﬂallahan
R (/24 Qe el

Clear or Not Clear Date C;/Jack Ejfer

Clear or Not Clear Date Nancy'Ann Min

cc:


http:individua.ls

. Estimates of the Distribution of the Supplemental Allotment for Emergency Health Care Services to New Aliens

1996

1897

1998 1999 2000 2001 2002 7-Year
: ' Total
US Total {1) 0.387 0.304 0.412 0.429 0.447 0468 0485 3.000
State (2) Unauthorized Immigrants  |Dollars from the Pool.
OnE2 % of Toied % of Efgible
($.0008) “States - ; A
Califomila 14407 427% 46.7% 0.171 0.184 0.182 0.200 0209 - 0218 0.227 1.401
New York 4404 133%  146%| 0053 0057 0060 0.0683 0.065 0.068 0.071 0.437
Teoxas 570 108% 11.6% 0.042 0.0406 0.048 0.050 0.052 0.054 0.058 0.347
Florkda 3219 05% 10.4% 0.036 0.041 0.043 -0.045 0.047 0.048 - 0.0%1 0.313
{llinols 176.4 52% 57% 0.0 0.023 0.024 0.025 0.626 0.027 0.028 0172
New Jersoy 115.7 34% 3.8% 0.014 0.015 0.015 0.016 0017 0017 0.018 -0.113
Asirona 570 1.7% 18%| 0007 -~ 0007 0.008 0.008 0.008 0.009 0.009] 0055
Massachusetls 449  1.2% 15% 0.005 0.006 0.008 0.008 0.007 0.007 0.007 0.044
Virginla - 55  1.1% 1.2% 0.004 0.005 0.005 0.005 0.005  0.005 0.006 0.035
Washington 304 095% 1.0% 0.004 0.004 0.004 0.004 0.004 0.005 . 0.005 0.030
Georgla 284 08% = 08% 0.003 0.004 0.004 0004  0.004 0.004 0.004] - 0.027
Marytand 274 08%  08% 0.003 . 0.004 0.004 0.004 0.004 0.004 0.004] 0.027
Eligible States 30844
NOTES:

- (1) From Preliminary CBO staff estimates of the Commerco Commiiitee Medicaki Transformation Act, October 25

(2) From INS Staﬁsﬁw division

26-0ct-85
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9689 069 7028
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THE WHITE HOUSE
WASHINGTON -

November 24, 1995

. The Honorable Newt Gingrich
Speaker '
U.S. House of Representatives
Washington' D.C. 20515

Dear Mr. Speaker

In the coming days, we have a v1ta1 opportumty 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- ehmmate 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 agreement. A

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 commxtments 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 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 principies 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 workmg sessions to see if we
~can meet these principles and reach balance in seven years.

1.

2.

Continue Medicare’ s guarantee of high quality miedical care for senior citizens
and people with dlsabmtxes by ensurmg trust fund 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 overall health
costs. :

Keep Medicare first-class medical care by ensuring that resources available

for each Medicare beneﬁcxary keep pace with growth in pnvate health care
costs.

Ensure the viability of hospitals and other cnncal health care provxders in
underserved rural and urban areas.

" Ensure adequate funding for Medicaid by:

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

Maintaining the quality of health care received by nursing home.reéi'dents.

Maintain tax fairness.

"No tax increases on fam:hes or individuals with an mcome 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 pensmn
ﬁmds

~

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 coileges 1o 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 achleved in envnronmental
' . protection, enforcement, and public health.

. Eliminate aH extraneous prowsmns in the budget that reduce env1r0nmental
protection.
‘6. Reform welfare to provnde adequate incentives and resources to move people

from welfare to work.

. Maintain basic national commitment to protect chlld 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 Agnculture program that continues to ensure the strength of
America’s farm sector and family farms :

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

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

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

Sincerely,

Chlef of Staff

Identical letter sent ta:

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

Chris Jennings

iilJ;SUBJECT: Likely Details O£ AMA's Deal with Speaker Gingrich

e

ot

‘The AMA's deal has not been released. However, preliminary
%greports indicate that the AMA obtained several significant
W,jprov131ons in exchange for their support of the House Medicare .
‘“fplan, including the following: :

%l}ﬁ 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" protection .
(i.e., limits on how much physicians can charge
benef1c1ar1es) This is particularly a problem because
there is not requirement that physicians stay in fee-for-
service {(i.e., phys101ans could abandon regular Medicare and
only see benef1c1arles in plans where they can balance
bill).

”areiunclear about the
‘ast nlght but reports

(2) Medlcare Payments.m Press’Report

~ concéssions .that -thé: AMA-obtain
aré that BAMA recelved $3 to: $5 b n:‘less-in savings and
was protected agalnst decreases ‘Since the Medicare
physician payment:savings in- th ;House bill was scored by
CBO. at: $26. bllllon, the sav;ngsw‘ould now, be scored at $21
to $23 bllllon ' ""'““? :

[(3) .Malpractlce Reformlf Establlshes numerous medical .
malpractlce llablllty reform".j ‘fdlng plac1ng stringent

L {

relaxes the ant1 trust exemptlon‘for prov1der serv1ce
networks. (The FTC -and the 'Justice Department strongly
object’ to these provzslons and believe- that they would
encourage anti-competitive conduct and raise health care
costs to consumers). :

{5) Physlc1an Service Organlzatlons. Allows physicians and
other providers to- form managed- care arrangements under
,Medlcare, but does not’ subject ‘them to same ‘rules as HMOs

'upported by the Admlnlstratlon)

S {6y CLIA Exemptlon Exempts'phy31c1an offlce labs from.quality
L requirements despite:'the fact. that' to date more quality
problems have been 1dent1f1ed w1th phy81c1an office labs
than other settings:
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Referrals. Virtually eliminates the prohibitions on
referring to facilities in which the physician has ownership
interest or other financial relationship.

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

One possibility to obtaln "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 cut
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" concessions that they have
long wanted and which would fundamentally change Medicare's
relationship with physicians and create plenty of
opportunity for physicians to 1mprove "their financial status
at the expense of beneficiaries.

This analysis is obviously preliminary. As we get monaSpecifiCS,

-we will give you updates. Hope you find this helpful.



Congress of the Wnited States
Washington. BE 20515

July 25, 1995
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The President
The White House )
Washington, DC 20500 - .

Dear Mr. Pregident:

As the nation marks the 30th anniversary of Medicare this
- week, Amerxica’'s seniors are certain to be treated toc a large dose
of political rhetoric, and regrettably, some distortions about

" this program’'s future.

L.

: In the interest of providing the American people with the |
facts they need to make informed judgments about this important’
policy debate, we are writing to reguest that you direct f
Secretary Shalala to.send to all Medicare recipients the official
summary of the 1995 annual report of the Medicare Board of |

Trustees. As you know, the Trustees, who include three members

of your own cabinet, concluded that Medicare will go. bankrupt Jn
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

seniors .and four million Americang with digabilities who depend

on Medicare every year have a right to know these important
: : }

facts. . . / , f
It is because of this impending bankruptcy that Republlcans.
in Congress are committed to bold and decisive action Lo
‘preserve,. strengthen and protect Medicare -- achion that wlLll
still allow Medicare spending to increase from $178 bl‘llon thls

vear to $274 blllloﬂ in 2002.

P g

We appreciate your CAnblderaC1on of this request, and we
hope you share our determination to see Medicare live past 2002

itg 37th birthday.

e g omany

Sincerely,

&
v
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F
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{

o
T
m

I

Bob Dole
Senate MajoriiLy

Speaker of the House

(\
{
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THE WHITE HOUSE
WASHINGTON

Noveinber 24, 1995

' The Honorable Newt( Gmgnf)
Speaker
U.S. House of Representanves
Washington, D.C. 20515 .

Dear 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, whxch
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
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 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 pfinCipIes 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 ensurmg trust fund 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 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 hospxtals and other crmcal ‘health care prov1ders 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 chlldren, Americans with disabilities '
and elderly Amencans :

o . 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.
o Concentraté any tax relief on the middle class.
. No special tax breaks for special interests.
. No changes in tax policy that undermine protection of employce pensmn
funds..
4. Maintain real fundmg 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.
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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.

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

e 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.

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

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

are entitled.

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

‘Sincerely,
2

Tdentical letter sent to:

Senate Majority Leader Bob Dole
House Budget Committee Chairman John Kasich
Senate Budger Committee Chairman Pete Domenici

1gJ 004
1g1u03

-Maintain our commitment to providing our veterans with benefits to which they -
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MEMORANDUM

December 8, 1995

TO:  Distribution
FR:  Chris Jennings

RE: Updated Medicaxe/Medicaid 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 summaryy Table Comparison of key Medicare/Medicaid issues;

A one-page talking point document on Medlcarc with accompanymg charts, and

An analyms of the effect of the Presulcnt'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 wili
- increase access to and the affordability of health care. It will:

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

Improve Medicare by offering new choices of high—qualify 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 of the 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 ali ages.

Increase the availability and affordability of private health care coverage for working
Americans.

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

Provide assistance for workers who are temporarily unemployed and need short-
term financial support to help them keep health 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 unnecessary paperwork.



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

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

beneficiaries.:

: Key elements of the Presxdcnt s Medicare proposal are:

L Cgmmxmndmﬁhnugntﬂmaﬂnﬁmm The President’s plan would

retain a strong, traditional Medicare fee-for-service program while i mcreasmg choices of
alternative health plans or delivery systems. It would:

Expand beneficiary choice among 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 information about the providers and health plan
choices available in their area, thereby facilitating the enroliment process;

Improve Medicare’s method for paying health plans and delivery systems;
Foster improvement in the quality of care provided by health plans; and

Enhance cho:cdponabxhty through Medigap reforms.

° mmummmmmmmm The $124 billion in smnss included in the
‘President's plan is based on sound, responsible reforms 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 will protect the Medicare Hospital Insurance Part A Trust Fund and keep
the Part B premium at 25 percent of program 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
care providers continue to serve Medicare beneficiaries; - ‘

Reform Medicare financing for graduate medical education and training provided

" by the nation's academic health centers and teaching hospitals;

II



- Create savings and structured reforms that assure that the Medicare Trust Fund
will be sound through 2011 -- a stronger position than it has been in 18 out of the
fast 20 years.

® An_lmpnmd_mmm_&mn The President's plan improves Medicare

program. It would:

- Invest limited resources to expand cost-effective preventive benefits, including
coverage for mammography/ colorectal screening, preventwe 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.

Medicaid provides acute and long-term health care services to 36 million low-income women,
children, families, older Americans, and individuals with disabilities. Nearly half of Medicaid
beneficiaries are children but approximately two-thirds of Medicaid 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 Coverage: People currently ehgxbl for Medicaid services would retam
their Federal guarantee of health care coverage.

. Cost 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 commitment to states in the
event of an 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 of essential community providers,
including federally qualified health centers and rural health centers. The 15 states with the
largest number of undocumented persons would receive special grants, and the 10 states
with the institutions that serve disproportionately large numbers of uncompensated care
patients would also receive additional funds.

III



. 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
w:thout federal waivers. :

e Quality Protection: Existing federal standards and enforcemem 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.

L Financial Protection: Protections against impoverishment for spouses of nursing home
- residents would be retained as would the guarantee that Medicare premiums and cost-
sharing be paid for by Medicaid. ~

The Clinton Administration stepped up efforts to combat fraud and abuse with remarkable resuits.
Key to this success has been Operation Restore Trust - a pilot program launched earlier this year

‘in New York, Florida, Illinois, Texas, and California. The President's plan would take Operation
Restore Trust nationwide.

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

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

e  Home and Community-Based Care: A new grant program to states would provide

funding for home and community-based care and personal assistance services for
individuals of all ages with disabilities.

®  Respite Care: Family members of persons with Alzheimer's disease would be eligible for
up to 32 hours of respite care each year under a new Medlcare benefit.

o
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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, bipartisan
support 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 workeré:

. Pre-existing Medical Conditions: Insurers and group health plans would be restricted in

how long they could exclude individuals from coverage because of pre-existing medical .
conditions. Insurers in the small group market would be required to sell coverage to small
businesses regardless of the health status of the workers employed by those companies.

° Enhanced Portability of Coverage: Under the President's plan, “job lock” wouki be
eliminated by ensuring that workers who change jobs don't lose their health care coverage.

° Ensuring Coverage for Temporarily Uninsured Workers: Grants would be made
©~ available to the States to provide for a six-month period of private health benefits for laid-
off workers who lose their coverage when they lose theu' job and receive unemployment
benefits.

° Small Business Assistance: Grants would be provided to states to help them create
voluntary small group insurance purchasing cooperatives to encourage competition and
affordability in the small group market. Upon request of the 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.

o Tax Deduction for the Seif-Employed: Self-employed individuals, including farmers,
: would be allowed to deduct 50 percent of the cost of their health insurance premiums
from their taxable income. :

The health care system includes a tremendous amount of red tape and paperwork that often gets
in the way of providing care to patients. The President remains committed to reducing these
burdens. Standards would be adopted to simplify the use of electronic 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.



NT'S MEDICARE PROPOSAL

- B [

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.

: The: Medlcare Trust&Fund is Strengthened through 2011. ‘I‘hc savmgs ‘and’ sttuctural

Savings Achieved Without Any New Benef' iciary Cost Increases or Arbitrarily Imposed
Budget 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 Slgmf' cantly Smaller than the Republican Conference Agreement.
. The Administration proposes. smaller cuts for all major catcgoncs of the Medicare program

[ (fe; beneficiaries, hospitals; physicians, ome health care providers-and nursing homes). The = °:;

+ differences in. beneﬁcmy and-hospital cuts are:particularly.significant. - The-Administration
has $42 billion less in-beneficiary cuts and $44 billion less in hospital cuts than the
Republican conference agreement. (See attached charts.) -

The Reforms 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 ability 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 seivice 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..

Medicare 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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Admlmstratxon vs. Republican Conference Agreement Medicare Cuts By Category .
. (7-yr. OMB and CBO 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,

nursmg home residents, pregnant women, children, and pcoplc with disabilities continue
to. I'CCCIVC health coverage. :

overage: ¥ he 36 m:llxon Amerlcans o
ear )8 m:IIzon chzldren, ‘elderly.and people
with dtsabzlztzes 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 Federal waivers.

-While the Republican block grant would allow states to administer their program
vithout vzrtually ‘any’ “national minimum ‘standards;:it:comes .at acost-=a- Ioss of over
100 billion velative to the President's ‘planover'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 Disproportionate Share (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.



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
....that can. bc managed by states. ‘

Th Repubhcans pian takes $I 63. bzllxon in’ Federal Medzcazd ﬁmdmg from the states,
leaving them with the same health care problems ‘but less support in addressing them.

In fact, the 3163 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 Better Under the President's Plan than the Republican Plan: Every

~ single state gets more Federal funding under the President's plan than under the

-".Republican-plan. -More- unportantly, Federal spending-to states would .increase if states

- ‘were:faced with a-recession or: somc other -.unforeseen-event that causés ‘enrollment to

increase.

The Republicans cannot 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.

ORI e I
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MEDICAID AND CHILDREN '

Medicaid provides health care coverage to 1 in 4 American children and finances 1 in 3 births. Medicaid pays for a
broad range of services including immunizations, well-chlld 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 198 percent of the federal poverty level (4.1 million).

¢+ Expansions in Medicaid eligibility have broadened Medicaid’s reach to low-income children in recent
years and sternmed 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 {o 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 prcmdes coverage fora 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 semces prescription drugs,
inpatient hospital care, and long-term care services.

- Medicaid coverage also entitles children {o 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).

— In'1993, 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 disabiliitesA 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 entitlemént program to “MediGrant,” a block grant
to states to provide state determined services to pregnant women and children under age 13 wrth incomes
below 100 percent of the federal poverty level.

¢ Benefit Standards and Cost-Sharing

4

— 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 heaith 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 converied 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 ophorial 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 beneficianies all receive a minimum bénefit 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, 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 haé 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 madequate capitation rates and low, provider payment
rates?

The recent Medicaid eligibility expansions have ihcreased 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 as 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 ccst-shanng on the ability of children and pregnant women to access
needed health care services?
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Figure 1
~ Health Insurance Coverage 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 Enroliment Group, 1993
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