MEMORANDUM

TO: Carol Rasco | | June 26, 1995
FR: Chris and Jen
RE: Attached Contrasting Medicare Cut Charts

Attached is a set of charts that help graphically illustrate the differences between
the President and the Republicans on the Medicare issue. Although all of us inside the
White House are well aware that there are no new Medicare beneficiary cuts in the
President's balanced budget proposal, this message has not filtered through to the general
public. The media is basically saying it is less than the Republicans and are clinging to the
"Republican light" label that some of our Dems have given the President's proposal.

The analysis of the Republican budget conference agreement is consistent with what
we and most other major analysts have assumed in the absence of specific proposals. That is
to say, we have assumed a 50/50 split of beneficiary cuts to provider cuts. From our
preliminary analysis of the Republican conference agreement and the fact that the providers
are not complammg any more about their cuts than our cuts -— we believe this to be a fair
- assumption.

Assuming the 50/50 split obviously produces stark differences in the amounts of out-
pocket—increases Medicare beneficiaries would pay. However, as you will see in the provider
comparison, there is not such a wide gap —— although the Republicans still would cut more
even if you assume such a small percentage provider hit. (Historically, providers have taken
at least two—thirds of the cuts.) If you run into any providers, you could say that our 50/50
split analysis would be the absolutely least they would get hit under the Republican plan.

Two warnings Carol: First, these comparisons are accurate at this point in time. They
should be used to clearly illustrate the differences between their proposal and the President's
current proposal. We, of course, cannot preclude that we might support some new
beneficiary savings proposals at some point in the future. Therefore, Ianguage used with
these charts should be chosen carefully. Second, these charts assume in their baseline the
President's February budget proposal to extend the requirement that the Part B premium make
- up 25 percent of program costs. (This is essentially an extension of current law and, because
it was already proposed before, we do not count it as a new bencflc:lary proposal in our charts
-~ on either our side or the chubllcan side.)

: We need to do a much better job contrasting ourselves against the Republicans. We:
~ hope the attached can help you and other senior officials in the Administration in this regard.



* Saving’s From Medicare Proposals
1996 - 2002
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Savings from Medicare Health Care
- Providers, 1996 - 2002
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P
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The Presiden’ls Proposal includes the extenders that were previously incorporated in the President's FY 1986 Budgel. This chart assumes 50% of Republican cuts affect
providers. US DHHS Eshimales .
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Increased Medicare Beneficiary
Out-of-Pocket Costs, 1996 - 2002
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President’s Proposal '~ Budget Resolution
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The new Medicare proposals included in the President's June 14, 1985 budgel announcemenl do not include any new beneficiary costs. Republican proposal adjusted to
reflect the Panl B premium extender in the President's FY 1996 budgel This chart assumes 50% of Republican cuts affect beneficiaries. US DHHS Eslimales
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Increased Medlcare Out-of—Pocket
Costs Per Beneﬂcnary, 2002
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The new Medicare proposals included in the President's June 14, 1995 budgst announcement do not include any new beneficiary cosls. ‘Republican propasal adjusted to
reflect the Part B premium extender in the President's FY 1986 budgel This chart assumes 50% of Republican culs affect beneficiaries. . US DHHS Estimates
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Increased Medicare Out-of-Pocket
‘ Costs Per Couple, 2002
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President's Proposal Budget Resolution
Conference Agreement

The new Medicare proposals included in the President's June 14, 1895 budge! announcement do not include any new benéﬁciary cosls. Republican proposél adjusted to
reflect the Part B premium extender in the President’s FY 1996 budget. This chart assumes 50% of Republican culs affect beneficiaries. US DHHS Estimales
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Increased Medicare Out-of-Pocket
Costs Per Beneficiary, 1996 - 2002
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| | ' Conference Agreement

‘The new Medicare proposals included in the President's June 14, 1995 budget announcement do net include any new beneficiary costs. Republican proposal adjusted to
reflect the Part B premium extender in the President's FY 1986 budget. This charl assumes 50% of Republican cuts affect beneficiaries.” US DHHS Estimales

eg 87

s o,
s



Increased Medicare Out-of-Pocket
Costs Per Couple, 1996 - 2002
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President's Proposal Budget Conference
Conference Agreement

The new Medicare propasals included in the President's June 14, 1995 budget announcement do ‘not include any new beneficiary costs. Republican proposal adjusted to
i reflect the Part B premium extender in the Presidenl's FY 1996 budget. This charl assumes 50% of Republican cuts affect beneficiaries. US DHHS Estimates
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Testimény of
Bruce C. Vladeck
Adminis;:#tor
Health Care Financing Administration
Before the |
Subcommittee on Health and the Environment
Cpmittéo on Commerce
v.9. | House of Representatives

June 21, 1995




Chairma d . £ o tteo:
I welcome the opportunity to be here this morning to discuss the
history, accomplishments and future direction of the Medicaid
'p:ogram. This Administration has been working to strengthen
Medicaid‘s inherent partnership between the Federal government
and the statés} We know we need to continue building on this
partnership to make necessary improvements to the Medicald

program.

I < n .
i

Madicaid provides heglth coverage for 36.1 million Americans --
children, senior citizens, individusls with disabilities and
others -- through a partnership between the Federal government
and the States which provides States with substantial flexibility

over eligibility, benefits and delivery systems.

Recently, States have élso been seeking additional floxibility in
the Medicaid program. We have responded by using our '
demonstration authority to enable States to pursue a number of
innovative ‘approaches to covering additional populations and(
redesigning Mediceid delivery syetems. JusBt last week, the
President also propesed important new reforms that will control
Medicaid cost increases and provide $States with additional

programmatic flexibility.
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Except for the period between 1989 and 1892, the Medicaid program
has grown less rapidly than the private sector on a per capita

basis (Chart 1). The unsustainable growth rates during this time

were caused by several factors, including a national recession,

‘States’ use of gtatutory loopholes to loverage Fedecal dollars,

and increased provider payments. In response, the Executive

Branch worked with cOhgress and the sStates to bring program costsa

under control while maintaining the Medicaid program as an

important source -- often the only source -- of coverage for low-
income Americans. Our new cost containment propoiala continue

h

this commitment.

icai ‘ ritical 8§ t et '
Medicaid is the primary source of coverage for a wide varlety of
Amerlicans with diverse health care nseds, It covers preventive
care for low and moderate-income pregnant women and children and
long term care for low-income senior citizems. It clso-providea
a variet? of rehabilitative and adaptive services for parsdns
with disabilities, chronic care for individuals with special
neads, and supplemental covarage‘zor low-income Medicare

bqneficigr;os.

Generally, ¥edicaid acute-care coverage mirrors ;he employexr-

‘based coverage available to most Americans, but Hedicxid-also

provides long term care benefits for senlor citizens and

individuals with disabilities that are rarely available or



affordable through other sources. Recause Medicaid covers thess
sexvices, the progrém ultimately helps a large number of working
American families care for their chronically ill family members.
For example, 61 percent of all nursing home residents rely on
Medicaid to help pay for their care. Many beneficlaries have
complex health needs or need long term caxe and therefore are
very expaensive to car§ for. 1In 1593, spending on all services
for elderly and disabled individuals constituted cpp:oximately 70
percent of all Medicaid npending, excluding hayments to
diaprOpoitionata share hospiﬁals (DSH). Approximately half ofi
these dollars were spent on long term care in nursing homes.
Without Federal Medicaid funding, meny of these individuals --
the elderly, chronically ill, disabled and mentally {ll -- would
be the sole responsibility of States, local communities and their
feamilies. The remaining thirty peécent of Medicald spending 1s
dedicated to care for lew-income adults and children who usge

primarily hoapitai and physician services (Chart 2).

Americans who qualify for Medicaid aio assured of financing fer
their essential health sexzvices, ﬁhile eligibility varies from
staia to State, certain national standards apply to all §tates --
notably coverage for low~inceme pregnant women and children, and
the low-income elde:lf and disabled. States provide the full

range of services to beneficiaries, from childhood immunizations

to nursing home care. Within these parameters, Medicaid has had

substantial success serving diverse low-income populations. For




"esample, Medicaid coverage improves continuity of prenatal care

for low-income pregnant women and increases diaaﬁlcd children’'s

access to physicians,

Over the past few years, omployex-baseé coverage has declined
whila Medicaid coverage has expanded. Foz example, while
omployér coverage fell from 66 to 59 percent of individuals under
age 65 between 1989 and 1894, Medicaid coverage grew from 9 to.
14 parcnn£ for the aame>pdpulation {Chart 3). Medicaid provides
a safoty net for some individuals and families who would
othnrwise'ba uninsured and picks up costs that do not disappear
from the health system just because an individuél loses private

health insurance.

Medicaid's Management Succesges

HCFA gnd the States have worked together to develop an efficient
program. Our low Federal and State administrative écsta - 3.7
percent of total program spending in 1983 ~-- are an example of
our success in mihimizing administrative burden. As & result, we
can target program dollars towards beneficiaries and their health
needs. In addition, the Medicaid program has pioneered a number
of'innovations that enhance program efficiency, 6xpand accoés to
services, impzove qua;ity of care, and create neow dpliveiy

mechanisms that better serve benaficiaries.
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Using the flexibility inherent in the Medicaid program, States

have developed programs that target thelr unique needs and have

pursued a wide ranges of administrative and programmatic

innovations. HCFA has encouraged and supported Stats program

-

» improvements, including:

Replacing 1nst1tutionalizad, nurging home care with
home and éommunity-basad services for disabled and
elderly beneficiaries, thus reducing nursing home costs
whils improving quality of life fbr these patients;
Introducing magnetic-stripe cards to proéide immediate
access to eligibility information, third party
liability and elsctronic claims filing;

Experimenting with new, gatekeeper-oriented forms of
managed care to maximize enrollee choics while also
contrelling coste; and

Implementing automated drug utilization review to
control fraud and improva‘tha quality of pharmacy

services.

The. Federal government continues working to provide substantial

assistance to the States and forge neaw paths for the Medicaid

program.

Some notable examples include:

Developing innovative Federal quality assurance
guldelines for Medicaid managed care oréanizations;
Spearheadihg the effort to define outcomes measures for

Medicaid enrollees to provide greater assurance that

5



managed caze enrollees receive high quality health
services;

--  Developing "best practices guidelines” for the States
on significant program innovations, such as: primary
care case managementAprogrgms; Early, Perlodic
Screening, Diagnosis andATraatment (EPSDT)
implementation; and quélity-ausurance in community-
basad programs;

- Implementing a national drug rebate program -- thus
holding per person drug expenditures to 1988 levels --

- and providing States with day-to-~day technical
asgistance to simplify rebate requasts;

-~  Straengthening our waiver approval procese and
developing atkeamlinod waiver applications -- thess
improvements have sased State efforts to expand managed
care enrollment, which now includes over 23 percent of
all Medicaid beneficiaries; and

- Developing quality standards to protact geniors and

others in nursing homes.

Many of these Federal efforts focus on ensuring Medicaid’s fiscal
integrity, protecting beneficiaries and ensuiing that public
dollars are well spent on high quality services, all within the
broader context of providing substantial support to State

programs.



Since 1993, this Administration has taken remarkable steps to

" build upon HCFA‘s history of partnership with the States. We are

working with a number of States to test new, broad-based
approaches to health financing and delivery through Statewide
health reform demonstrations under Section 1115 of the Social
Sacurity Act. This'authority gives the Sacretaty broad latitude
to pormit demonstrations that further the goals of the Medicaid b
program., Through these programs, States may test the
effectiveness aﬁdVefticiepcy of their own ideas. Historically,
States had sought demongtration authority to test relatively -
naxrow changes, such as changes to the Medicaid benefit package,
payment methodologies or eligibility requirements for a defined
groupiof beneficiaries or services. Since 1993, states hﬁve‘.
begun to develop broad, Statewide reform programs upder this

demonstration authority.

To date, this Administration has approved ten Statewide health

reform demonstrations, and we are considering several additional

_propesals. These States will experiment with innovative

financing and delivery systems on a broad scale. For example,
Florida'intands to develop a revolutionary henith alliance system
that will broker private health coverage for low-income and
uninsured Flo:idians‘through a community purchasing network,
while Hawaii has achieved insurance coverage for more than 95
percent of its populatien through a combination of Medicaid

expansions and an employer mandate.

7
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We continﬁs our efforts to control growth in program spending.

The substantial program growth of the late 1980s and early 1990s

- was largely driven by Btates’ use of provider taxeg, voluntary

donations and disproportionate share hospital (DSH) payments to

‘leve:age Federal matching dollars. Fortunately, because of our

work and Congress’s efforts -- through this Committes and others

== the worst abuses have been tempared.

Today, we project that year-to-year eazpenditure growth in the

Medicaid program will average 9.3 percent through 3000. Because

“enrollment growth has driven much of the spending increases in

Medlcaid, our per capita growth rates are much lower. We
estimate that Medicaid’s annual per capita growth will averaﬁé

B.4 pexrcent through 2000.

o Medic Lo
As you know, the President recently suggested a number of ideas
for enhancing the Federal-State partnership and controlling

Medicaid costs. I believe these strétagies represent the right

approach to improving the Medicaid program.

We believe the best strategy for improving the Federal-State
Medicaid partnership 18 to pursuas changes that protéct'

beneficiaries yet give States additional p:cgrqm flaxibility and

- cost-control mechanisms.  We believe that this can best be

achieved within the current Federal-State partnership. The

B
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Medicaid program can and does provide flexibility for States, bﬁt
the program’s structure also ensures an important degree of |
continuity across Siatos. This continuity is particularly
important in program eligibility .- 1ow—incomoisenior citizens,
individuals with disabilities and children are Mcdicaid-eligible
in every State. Under the curzent Federal-State relationship,
States also draw on Federal expertise, buying-powe? and technical

agssistance to achleve program goals.

The Prasident’s proposal seeks $34 billien in Medicaid program
savings over seven years, We want to work with this Committes
and the Governors to dsfa:mina how we can best achieve these
savings. We are interested in significant changes. For example,
we want to give States more flexibility to pu:sue'certain widely
used managed care models by replacingtcurrent waiver reqQuiraments
with new statutory authority that would make these types of

Medicaid managed care models a program option.

We are also interested in building upon our work with the

National Governozs' Association {NGA). For example, we worked

with the NGA to encourags States to expand their home &nd
community-based services programs. We believe that State
flexibility in theae programs could be enhanced further.

Finally, we are @valuating new strategies for guaranteaing access

to high~quality saervices that are more refined than the current

‘Boren Amendment and other provider payment requirements.
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Bayond increasing State flexibility, we know that Medicaid cost-

containment must be continued. However, we do not want to do
this in a way that risks Mediceid enrollees losing coverage.
Ingtead, the\éreaident has proposad per capita limits on Federal
Medicaid spending, which will provide an edditional incentive for
States to control program spending but will not force them to
restrict Medicaid eligibllity. Under per capita spending limits,
Medicaid enrcllment can continue to expand and contract with
economic conditioens and 1ndivi&ual neads. With enhanéed
flexibility, States will be able to manage within these limits,
while Medicaid béneficiarzes =- including senior citigsns,
disabled people and children -- will retein their health care

coverage.

rison t Propoga
We believe the House budget proposal would damage this critical
safety-net program and harm the States, beneficiaries and
providers. These impacts would be driven by the dimensions of
the Spénding cut, its likely influence on State spending, and

projected cute in Medicaid gnrollment.

The magnitude of the House spending cut ~-=- $187 billion over
seven years -- is too big to absorb through efficiencies alone.

Simply limiting overall Federal matching payments will not make

health-related costs disappear. Neither whole-scale use of

10
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managed care nor any other programmatic change will providas

gufficient savings to maintain current coverags levels.

In addition, enrollment growth would absorb most of the lower
vgrowth rates'permitted under the House proposal. As the attachod
chart (Chart 4)\domonstxateo, Medicaid enrollment growth
projections odge very close to the proposed spending limits on
block grants, As you know,'medical inflation influences public
health éare spending as well as privete spending. Inflatien,
added to anticipated enrollment growth, will drive projected °
program coste weli beyond the spending limits envisioned under
the House proposal. Given the many £iscal, lcgéi and political
pressures at work on States, it will be virtually impessible for

‘States to maintain coverage of essential medical sexvices for

current Medicaid beneficiaries under the block grant proposal.

To maintain current coverage levels, the House budget proposai
would force States to either absorb a large cost-shift from the
Federal government, causing the proportion of State to Federal
dollars invested in a State’s Medicaid pregram to increase as
'Stateu are forced to adjust to los£ Federal matching payments.
The Urban Institute concludes that if States chose to £i11 the
gap, States would, on average, have to. inerease their spending by
39 percent to make up for the loss of Federal funds. Howove:,-ih
the current fiscal climate, few States may be able to devote new

State dollars to thelr Medicaid program.

11
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Thsre‘Q:o fundamental differences betwean the Pregsident’s plan
.and the House budgét resolution. We rely on per capita limits to
allow for changes in énrollmant, while the House proposal is
baged on an agq:cgaﬁe'cAp and therefore does not provide room for
enrollment growth. In addition, we believe that the Statas‘and
Congress can realize meaningful savings and additional

flexibility without resorting to a black grant.

Cenclugjon

The Medicaid program has a substantial history of succer -~
together, the Federal‘government and the States have provided an
ess#ntial safety net for children, seniors, nursing home

residents, the disabled, and other vulnerable Americans.

We are committed to maintaining and building upon Medicaid’s

successea in order to better serve our beneficlariss. Wo belleve
this can best be achleved by making the chaﬁges that we know will
help both the Feddral government and the States control coste and

maintain coverage for the Americans we serve today.

12




‘Medicaid is a Critical Safety Net

Employer Coverage Reduced, Medicaid Coverage increased

80% -

Err;ployer Coverage

1 66% | | | .'Medicaid Coverage .
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40% — '
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¢ Eliminating the CoPayment for Mammograms: Although coverage by Medicare
began in 1991, only 14 percent of eligible beneficiaries without supplemental
insurance tap this potentially lifesaving benefit. One factor is the required 20 percent
copayment. To remove financial barriers to women seeking preventive
mammograms, the President’s plan waives the Medicare copayment.

‘@ Expanding Managed Care Choices: The President’s plan expands the managed

- care options available to beneficiaries to include preferred provider organizations
("PPOs") and point-of-service ("POS") plans. The plan also implements initiatives to
improve Medicare reimbursement of managed care plans, including a competitive
bidding demonstration proposal. Also included in his plan are important initiatives to
streamline regulation. - C

¢ Combatting Fraud and Abuse: "Operation Restore Trust” is a five-state
demonstration project that targets fraud and abuse in home health care, nursing home,
and durable medical equipment industries. The President’s budget increases funding
for these critical fraud and abuse activities. ‘

‘5. Long-Term Care

¢ Expanding Home and Community-Based Care: The President’s plan provides
grants to states for home-and community-based services for disabled elderly
Americans. Each state, will receive funds for home-and community-based care based
on the number of severely disabled people in the state, the size of its low-income
population, and the cost of services in the state. .

__® Providing for a New Alzheimer’s Respite Benefit within Medicare: The
President’s plan helps Medicare beneficiaries who suffer from Alzheimer’s disease by
providing respite services for their families for one week each year.

6. Reforming Medicaid

‘ The President maintains Medicaid, expanding state flexibility, cutting costs, and
~assuring Medicaid’s ability to provide coverage to the vulnerable populations it now serves.

® Eliminating Unnecessary Federal Strings on States: To let states manage their
Medicaid programs more efﬁcxently, the President’s plan substantlally reduces Federal
requirements.

-- States will be allowed to pursue managed care strategies and other service
delivery innovations without seeking Federal waivers; and

-- The "Boren Amendment" and other Federal requirérﬁents that set minimum
payments to health care providers will be repealed.

® Reducing Medlcald Costs: The President proposes a combination of policies to
reduce the growth of federal Medicaid spending, including expanding managed care,

- reducing and better targeting Federal payments to states for hospitals that serve a high
proportion of low-income people, and limiting the growth in federal Medicaid
payments to states for each beneficiary. Per-person limits, as opposed to a block
grant on total spending, promote efficiency while protectmg coverage.
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, Desnerate Republicans Continue Medicare Misinformation (famp'aign_ :

" Republicans Cannot Defend Their Medicare Cuts Without Resorti'ng to Distortions:

@

@

Republicans clalrn that the same analysis that shows that their plan would
increase Medicare beneficiaries out-of-pocket costs by at least $600 more

“in 2002 ($2,800 over 7 years) would translate into $443 more under the
. President' s balanced budget plan ‘ :

' This clalm_ls 'Slmply u_ntrue. The President's balanced bud"get propbsal has

NO new Medicare cost increases. The comparison is $600 in the
Republican plan vs. ZERO under the President's balanced budget.

The Republican $600 out-of—pocket increase that has been documented is
based on an analysis by the Department of Health and Human Services that
simply assumes 50% of the $270 billion in Republican Medicare cuts come
from beneficiaries, : This is- actually a conservative assumption as the split
between bcncf1c1ary to health care provider cuts in the July Republican Ways

-and Means Commlttec Medicare working document is 65% to 35%

Republlcans are now claiming that the President's-$124 billion in Medicare
savings really amounts to $192 billion oﬁ‘ of the Congresswnal Budget
Office (CBO) basellne

"Wrong again._The CBO has never stated or suggested that.the President's

$124 billion in savings proposals equates to a $192 billion cut. In fact, the
only analysis of the President's balanced budget proposal by CBO (see
June 16, 1995 letter to Sen. Domenci) assumed that the Administration's
Medicare savings amounted to "$128 billion" over seven years

It is true that the CBO and the Office of Managemcnt and Budget (OMB)
baselines are different —— about $70 billion over 7 years: But because there.
are different assumptions behind the baselines and the policies that affect them,
one cannot simply subtract the Administration's Medicare baseline from the

CBO baseline and add that number to the President's Medicare savings number.

The $124 billion in savings included in the President's balanced budget
represents assumed policy- changes that produce specific savings amounts.
Historically, despite significant variations in the CBO and OMB baselines,
scoring of specific policies have been very close. For example, the Medicare
savings in the Health Security Act was scored by OMB to save $118.3 billion;
CBO scored them to be $117.6 billion. Mest recently, OMB scored the
Medicare "extenders" to produce $28 billion in savings; CBO scored them at
$30 billion. Therefore, there is no reason to believe that CBO would score
the President's Medicare savings at anywhere near the $192 billion
suggested by the Republlcans
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Facts On The Republican Medicare Premium Increase
“ ‘October 5, 1995 .

_ Repubhcans Can t Hide Thelr Premium Increases No matter what the Republlcans say, the
bottom line always remains the same: :

~The President's proposal maintains premiums at 25 pcrccnt of Medicare program

costs.
The Republicans' proposal increases premmms to 31 5 percent of Mcdlcarc program

- costs.

Medicare premiums are based on a percentage of the total Medicare Part B costs. No matter
how much you shrink the Part B program, the above percentages always remain the same.
‘If you apply a 25 percent premium (our plan) and a 31.5 percent premium (their plan) to the
same Medicare Part B program, the 25 percent premium will always be smaller.

The Republican Plan Raises Premiums by $18. When the chubhcans claim that their 31.5
percent premium amounts to only $4 more than the President's proposal, they are being deceptive -

- they are oomparmg apples to oranges. They are not applying the 25 percent premium and the '
31.5 percent premium to the same size Medicare program. If they compared apples to apples and
applied the President's 25 percent pollcy to thc Medicare program they are calhng for, the ’
difference would be $18,

The Reallty is That Under The Republlcan Plan: Older Americans Pay More and Get Less -
~ In Order To Finance Tax Cuts For The Wealthy. Any way you slice it, the Republican $270
billion Medicare cuts —— three times larger than any cuts in history —— will force you to pay more

to get less ~—— just to fund a tax cut for the wealthy. :

Increased Out—of-Pocket Costs. The GOP plan w111 increase out—of-pocket costs for
all seniors- —— regardless of their income or health.

Increased Premiums-and Deductibles. Both-the House and Senate pians increase
premiums, and the Senate plan also cuts benefits and doubles deductibles from $100
a year today to $210 a year in 2002.

Reduced Spending. Medlcare bcncﬁts per bencﬁcmy will be cut $1 700 in 2002,
forcing spending to grow about 30 percent slower than in the private sector.

Taking Money From Seniors To Pay For Tax Cuts. Not one penny of the increased
premiums will go to the Medicare trust fund. Instead, seniors will pay more out—of-.
thclr—pockets to fund a huge tax cut for the wcalthy

,-—__.:_‘-_.‘ ""} -y .f......—y - JEp— - —

Raising thc Ellglbxhtv Age.” The Senate plan Would gradually delay the Medlcare
eligibility age from 65 to 67 beginning in 2003. ‘Tens of millions of Americans
would have to work longer and pay more taxes to get fewer years of Medicare.
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DEPARTMENT OF THE TREASURY
. WASHINGTON, D.C.

SECRETARY OF THE TREASURY September 21, 1995

The Honorable Newt Gingrich
Speaker of the House

United States House of Representauves
Washington, D,C. 20515

‘The Honorable Robert Dole
Majority Leader

United States Senate
Washington, D.C. 20510

Dear Mr. Speaker and Mr, Majority Leader:

I understand the House Majority is releasing its plan to restructure Medicare today. [am
writing to discuss the condition of the Medware Hospital Trust Fund in the context of these
reform plans.

As Managing Trustee of the Medicare Hospital Insurance (HI) Trust Fund, I am concerned
by a growing number of statements by Members of Congress which appear to be based on a
misunderstanding of what our annual report said. Because votes for significant changes in
Medicare should not be cast without Members knowing the facts, I want to recount briefly
what the Trustees reported about the funding status of Medicare.

Simply said, no Member of Congress should vote for $270 billion in Medicare culs believing
that reductions of this size have been recommended by the Medicare Trustees or that such
reductions are needed now to prevent an 1mrnment funding crisis. That would be factually
incorrect.

In the annual report to Congress on the financial condition of Medicare, the Trustees
concluded that the HI Trust Fund will not be depleted until 2002, seven years from now.
When we issued our findings, we asked Congress to take remedial action to fix the HI Trust
Fund on a near-term basis and then in the context of health care reform to make long-term
changes in the system that would accommodate the influx of “baby-boomer” beneficiaries.
At no time did the Trustees call the funding crisis "imminent.” Without adequate time for
reflection, a responsible, bipartisan, long-term solution to the financing problem could not be
structured. We therefore did not imply that cuts of the magnitude being proposed now were
needed.
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Nonetheless, the Majority is asking for $270 billion in Medicare cuts, almost three times
what is needed to guarantee the life of the Hospital Insurance (Part A) Trust Fund for the
next ten years. Moreover, I understand that the $270 billion of cuts proposed by the
Majority includes increases in costs to beneficiaries under Part B of the Medicare program,
even though increases in Part B do not contribute to the solvency of the Part A Trust Fund.
'In this context it is clear that more than $100 billion in Medicare funding reductions are
being used to pay for other purposes -- not to shore up the Medicare HI Trust Fund.

By contrast, the President’s proposal, by providing ten years of trust fund security, is
consistent with actions by prior Congresses and would afford us far more than sufficient time
to propose a bipartisan solution to the long-term fiscal needs of Medicare. Such a bipartisan
solution will be needed regardless of whether the President’s plan or Congress’s plan is
finally adopted.

To emphasize, the Trustees did not recommend $270 billion of Medicare cuts at this time nor
state that the funding problems facing Medicare require actions of this magnitude now to deal
with a financing problem that occurs in the next century. :

I hope this information can be provided to Members of Congress on both sides of the aisle as
they review the significant changes in Medicare that are being considered so that Members
can have a clear understanding of the facts.

Sincérely‘,

Robert E. Rubin



#lrle
|  mev ¥
EFFECTS OF REPUBLICAN MEDICARE CUTS

Republlcans are conSIdenng proposals that would cut Medicare funding by $250
billion between now and 2002 -- a 20% cut m 2002 alone

Medicare managed care cannot produce the magnitude of savings being
suggested by the Republicans. Claims that substantial savings can be achieved
through Medicare managed care actually rely on capping federal contributions or.
on charging beneficiaries more to stay in fee—for-service Medicare.

Although Senator Gregg predicts that managed care could save $35 — $45 billion
between 1996 and 2000, there is no evidence that managed care can produce
Medicare savings of this magnitude. Even if-one assumes the type of overly
optimistic savings Senator Gregg suggests (extended for seven years), the
savings would represent less than one-fourth of that targeted by Republicans.

If the remaining cuts were allocated so that beneficiaries bore 50% of the
burden and health care providers bore the remaining 50%:

> Elderly and disabled beneficiaries who were enrolled in Medicare
between 1996 and 2002 would have to pay about $2,630 more for
Medicare. In 2002 alone, they would be required to pay about $680
more.

> ' In 2002 alone,v a $28 billion cut in Medicare payments to hospitals,
physicians and other health care providers would be needed.

- Cuts of -this magnitude would cause serious financial dlStI‘CSS to the nation's
medical system. Hospitals and other providers would still bear the growing
‘burden of uncompensated care.

> _ There are now 40 million uninsured Americans, and this number will
continue to grow, particularly when the Medicaid cuts being
advocated by the Republicans are considered.

These unprecedented Medicare cuts, combined with the growing uncompensated
care burden, will force providers to shift costs to business. And because their
dlsadvantage in' the insurance market, small business will bear the brunt of this
cost shift. :

> Republicans are talking about combined Medicare and ‘Medicaid cuts

between $400 billion and $500 billion dollars —— and, by necessity, a
substantial portion of the cuts will come from payments to health
care providers. Providers, in turn, will try to offset these cuts by "

 raising their rates for private patients. Even if only one—quarter of
these cuts are passed on to private payers, businesses and families
will be forced to pay between $100 billion and $125 billion more for
health care between now and 2002.



In the last Congress, bills sponsored by both Republicans and
Democrats contained large Medicare cuts. However, unlike current
Republican proposals, the bills last year reinvested their savings into
the health care system through subsidies to expand insurance
coverage. Reinvesting the savings would have reduced the
uncompensated care burden on providers and businesses and
mitigated many of the adverse effects of Medicare cuts.

Reducing Medicare payments would dlsproportlonately harm rural
hospitals. .

. -Nearly 10 million Medlcarc beneficiaries (25% of the total) live in
rural America where there is often only a single hospital in their
county. These rural hospitals tend to be small and serve large
numbers of Medicare patients.

. Significant reductions in Medicare revenues has great potential to
cause a good number of these hospitals, which already are in
financial distress, to close or to turn to local taxpayers to increase
what are often already substantial local subsidies.

> Rural residents are more likely than urban residents to be uninsured,
: so offsetting the effects of Medicare cuts by shifting costs to private
payers is more difficult for small rural hospitals.

- Rural hospitals are. often the largest employer in their comxﬁunities
closing these hospitals will result in 30b loss and physicians leaving
these communities.

Despite the current rhetoric, Medicare cxpendlturc growth is comparable to the
growth .in private health insurance.

, Under Admmlstratmn estimates, Medicare spending per person is
projected to grow over the next five years at about the same rate as
private health insurance spending. Under CBO estimates, Medicare
spending per person is pr()]cctcd to grow only about 1% faster than
private health insurance.

> - So, unless Medicare can control costs substantially better than the
private sector, beneficiaries and providers would be forced to
shoulder the burden of the huge cuts being proposed by Republicans. b
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Republicans are considering cutting (tthugh the use of a block/grant with a 6%
cap on growth) federal Medicaid funding by more than $160 billion between -
now and 2002 -- a 25% cut in 2002 alone. (

’I'hough the Republicans claim that all they are domg is providing added
flexibility to states, what they are really suggcstmg is cutting $160 billion in
crmcal health care serv1ccs _ » ‘

Managed care-savings cannot offset even a small portion. of these cuts. It is
unlikely that managed care can produce more than $5 billion in "scorable”
savings between now and 2002.

The remaining $1585 billion in cuts proposed by the Republicans would have to
come from deep cuts in payments to health care providers, benefits and
eligibility. ~

Providers: Cutting provider payments by $155 billion would mean an 10%
reduction in revenues providers receive from Medicaid between now and 2002.
In 2002 alone, the cut in provider payments would amount to 16%.

‘Benefits: Cutting $155 billion out of Medicaid byl rcducing-bcncfits would

require the outright elimination of a long list of critical services by 2002. Even

eliminating coverage for prescription drugs, home health care and other home
and community-based services, and preventive and dlagnostlc screening services
for children would not offset the cuts.

Coverage: Cutting $155 billion by hmltmg chglbﬂlty would require, for
example, eliminating coverage for almost all children covered by Medicaid (over
20 million in 2002) or for over 3 million elderly or dlsabled people.

Combination of Benefits and Coverage: Cutting $155 billion through a
combination of benefit and coverage reductions would require:

» El1m1nat10n of coverage for prescription drugs, dental -care, and
' g preventive and diagnostic screening services for chlldrcn, and hospice
. in 2002, and
- Elimination of Medicaid coverage for more than 5.8 mllllon kldS and

for more than 800 000 eldcrly or disabled people.



Combination of Benefits and Coveragé Cutting $155 billion through a
combination of cuts in provider payments benefits and coverage rcductlons
would require:

> Reducing payments to hospitals, physicians and other health care
providers by over $50 billion between now and 2002. The cut in
2002 alone would be about $14 billion.

> Elimination of outpatient prescription drugs for the tens of millions .
of Medicaid beneficiaires in 2002, and

> ~ Eliminating coverage for roughly 3.5 million children ‘and over half a
- million elderly and disabled together would offset the remamder of
the cuts in 2002
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IMPACT OF CUTS

Medicaid is a safety net for over 35 million mothers and children, the elderly,
and people with disabilities. :

> - About 60% of Medicaid spending is for elderly and disabled people.
(This includes both long-term care and acute care spending.)

Republicans are considering cutting (through the use of a block grant with a 6%
cap on growth) federal Medicaid funding by more than $160 billion between
now and 2002 a 25% cut in 2002 alone.

Though the Republicans claim that all they are (doing is providing added
flexibility to states, what they are really doing is cutting $16O billion in critical
health care services. :

Managed_ care savings cannot offset even a small portion of these cuts. It is
unlikely that managed care can produce any more than $5 billion in "scorable"
savings between now and 2002. The remaining $155 billion in cuts proposed by
the Republicans would have to come from deep cuts in payments to health care
providers, benefits and eligibility.

Fmdmg the remaining $155 billion in Medicaid cuts without cuttmg provider
fees —— which are already much lower than in the private sector —— would
require massive reductions in health coverage and services. The number of
uninsured Americans, currently about 40 million, would increase substantially.

To illustrate the types of cuts that states would have to make, cutting $155 billion through a
combination of benefit and coverage reductions would require‘

> Elimination of coverage for prescription drugs dental care, and
preventive and diagnostic screening services for children, and hospice
in 2002, and

> ~ Elimination of Medicaid coverage for more than 5.8 million kids and

for more than 800,000 elderl’y'or disabled people.

Even these dramatic figures probably understate the true level of cuts under the
Republican proposals, since states, like the federal government, are looking to

" spend less on Medicaid, not more. Under Republican block grant proposals, the
“states, on an aggregate ba51s could save money only after they cut more than

$160 bllllon out of Med1ca1d
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VARIATION ACROSS STATES

An across—the~board 6% cap on Medicaid spending does not recognize
significant differences across states, leaving some states even harder hit than
these numbers suggest.

Growth rates vary significantly across states and over time in a given
state. Across states, variation results from differences in population,
regional medical costs, enrollment patterns, and service mix. Over
time, a state's growth rate can change because of recession or other
economic factors. -

When a recession occurs in a state, the number of people without
work who qualify for Medicaid can rise dramatically, increasing
program costs. With a cap on federal Medicaid payments, states
would bear this burden. : .

Ironically, states with the most efficient programs are most penalized
by a 6% cap —- because it is hardest for them to find additional
savings.

Retirement states with large numbers of elderly residents would bear
a disproportionate burden as the population ages.

An analysis of Medicaid block grants conducted by the Urban Institute for the
Kaiser Commission on the Future of Medicaid finds that a 5% cap on the
growth of federal Medicaid payments would cost states over $167 billion
between 1996 and 2002. [Note: This estimate is about $25 billion less than the
CBO baseline estimate]. . B '

»

New York, California, Texas, Florida and Ohio would lose the

largest amounts. New York would lose $18.5 billion, California over
$14 billion, Texas almost $11 billion, Florida $9.5 billion, and Ohio
over $7 billion.

States in the South and Mountain regions would have the biggest
percentage reductions in federal payments. Reductions during the
period would average over 20% in states such as Florida, Georgia,
Arkansas, Colorado, Montana, West Virginia and North Carolina.

NO EVIDENCE THAT THIS LEVEL OF GROWTH IS ACHIEVABLE WITHOUT

SEVERE CUTS

Republicans claim that managed care can generate ‘enormous savings. -

: [ 4

But there is no evidence that managed care alone can achieve the
level of cuts thcy are proposing.



. States already are aggressively pursuing managed care, but the :
populations for whom care can readily be managed ~- children and
- AFDC adults —- account for less than one-third of total Medicaid
spending. And, over one-third of these recipients alrcady are in
managed care.

. Applying managcd care techniques to the éervices typically used by
the elderly and disabled is largely untrlcd making the potcntlal for
\ savmgs hard to predict.

The potcntial for managed care savings also varies tremendously across states.
States that have already applied managed care broadly will be less able to
achieve additional savings. In rural states, where HMO coverage is not readily -
available even in the private sector, efficient managed care is not a real option:

Some may point to low Medicaid growth rates in certain states as evidence that
a 6% cap on growth is achievable.

. While a few states may be able to hold growth down to 6% for a
‘ few years, no state has demonstrated the ability to sustain such a low
growth rate for any significant period of time.

Republicans justify these cuts by claiming that Medicaid spending is out of -
control, but the facts show otherwise. The truth is that both the Congressional
Budget Office and the Administration project that Medicaid spending per person
~will grow no faster than health insurance sPcndlng in the private sector.



* @ :
o 01-%5-85 " 13:04 02 E’T7T 1054 . LA TiMES DC ) . ooz

X etof Gingrich |
: il (202) 225-0E00

Buxth Bistruer
®rorgin -
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Hnited Btutes FHouse of Representntives
Hpsijington, BE 20515
April 28, 1995

The Honorable Bill Clinton g

The White House ‘

Washingion, D.C.

Diear Mr, President:

1 write to vou owt of deep concern for the future of Medicare. The most recent reports of
the Medicare Hosnital Insurance and Supplementary Medical Insurance Trustees paint a grim
pichure of the funre of Medicare and make clear that immedizie action is needed 1o enzure

- Medicare's survival. ' ‘

The Trastees’ reports predict dire results from a failure o 2ddress the growth rate in bath
parts of the Medicare program. Four of the Trusiees are your awn Secretaries of the Treasury,
Lator, and Health and Fuman Services Departments znd the Commissioner of Sucial Security.
The Trustees indicated, in'both their 1994 and 1893 reports that urgent action is necessary.

" .the HI program i¢ severely cut of balance and the Trustess believe that Congress must
take timely action tw mxdzme'm by reform *Le HY program and conwol related program

expenditures.”
1294 B of Trustees Annual Repor, Fospral Insurancs Trust Fund &

Last vear, vou ggreed that program expenditures should be stowed, and you prop posed 1o

rowth by $118 tiliion. Congress did not enact these reforms dup lo lheu

i

your keaith r2form wropesal.

This vear, the Trustees warning i3 even more dire;

“To bﬂng the HI program inte acmariai halence even Tor the first 25 vears...either outla }3
uld have to be reduced by 30 percaat or income increased bv 44 nercent (or some
combination thereof) . the HI program is severely cut of finarcial balance and the

Traxtees helieve that the Congress musz‘tak-:-: timely action to establish long-term
[inancial stability for the program.’ ‘
1 mental Medical Insurance Repon from Secretarizs Reich, Rubin
a, Commussicner Chatar, Public Trustees S{f.ntor G. Ross, and David
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M. Walker, and Bruce C. V ladek, Administrator of HCFA znd € Secrctary to the

Bcard of Trustees.
"...growth rates have been so rapid that outlays of the program have increased 53% in
aggregate and 40% per enrolies in the last five years...The Trustees behieve that prompt,

effective, and decisive action is necessary,”
. 4

- 1095 Hospital Insurance Trust Fund Annual Report from Secretaries Reich, Rukin
d Shalela, Commissiorer Chater, Public Trustees Stanford G. Ross, and David
M. Walker, and Bruce €. Viadek, Admimstratr*r of HCFA and Secretary (o the

Board of Trustess.

Part B costs per benaficiary were $2,046.00 ir: 1994, In the year 2002, the y=ar in which
the Part A program, costs per heneficiary are estimated to be

the Trusrees predici brakrupicy for the
$4.45C.47. This is obvieusly an unsusiainatle rate of growth, vet your moast recent budget,
however, conitained na new groposais other than minor £xtensions of current law to limit the

grawth of the Part B program.

in the subraission of your Kealth § s,cuntv Act last year, you noted that Medicare reforn
shoiid only be accomplished 10 the context of comprehensive heaith care reforma legisiation. The
oubiic Trustees clearly believe such action uowise, indicating in the 1995 repornt that Medicare
savings should not be considersd for any othar purpose:
it is now clear that Medicare reform needs to be addressed as @ distinct legislative
ammaxwa‘..lhc 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, 1995 Hespital Insurance Trustecs
Report &

' Given the urgeney with which the Trustees have spoken, the Congress intends to address
nc Medicare crisis this year. We believe the American pzopls expect as to work together cn
issues as inportant as the Medicage progrem. We ask that vou dirzct Secretaries Reich, Rubin
zni Shaialz, Comrnissioner Chater, and Adminisvrator Viadek to make recommendations (o the

Congress no later than May 15, 1995, pcmﬁc:h} we beliave these recomunendations should

addrass these concerns and questions:

1 besn postponed by tex increase The most recen: tax
creptey by one or two yveurs; the underiviag growth rate

NMeadicare bankruptey has sften
morsase merely posipon sc' bar
emeins unaddressed and the program is no closer (o tong term soivency. The Trustee
recomreend two 23 vear solvency tests for the HI Trust Cund. Flease prosent pmposals
that wounld make Medicare meet both tests. [Lis obvicusly inappropriate that ihe
scomrnendations concerning Paris A uerely shifis its cosis o Part B3, pacticularly given

2


http:l\�fediC<1.re
http:2,0.16.00

4dsn8005  15:05 202 837 1050 ~ La TIMES DC .

the Trustees concerns about Cost incrsases in the Supplernental Medx(,al Insurance
program. Does the Administration recommend tax increases? piy ./

v :
P T
HEAVAR “‘-"’“”L

. The Public Trustees of the Medicare Hospital Insurance Trust Fund have stated

unambiguously that Congress should undertake Medicare reform independent of any
other health care rafors: activities. Do you believe that the Public Trustees are wrong in
this assessment? Yy ’ ‘ '

. The Truatees recommienid controlling the rate of growth for the Supplemental Medical
Insurance program. Please recommend propesals o reduce me_pmgtam £ COLLS.

. The Adminstration's latest quﬁmw on 1 Medicare referm r\,mm‘.s thelr 1994 propesals,
which would result in Medicare savinzs of about $118 killion. The Administration has
indicated its support for incremental reform. Do ycu continue to support these proposals?
y{’\«[ a N Qw{j\‘l*( 3 (1»[“3:9-‘\

We will provide a more detelied set of questions in & later communication.

We believs there is no excusz 10 ignore the problem of Medicars, a program that will
spend more than it takes in next year, and will be completely unable to pay benefits in seven

YEars,

4

Next wesek, you are convening the Fourth White Heuse Conference on Aging, a
noopartisan event that sceurs only oncs every decade. The fical agenda for the Conference
indicates that health iz the primary soncern of the delegates. Surely, this is the time 1o begin
building a national consensus on how to make Medicare solvent. -

Sincerely,

JeA—

ewt Gingrich

Lad

G004
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o " both of these fronts, while also makxng our tax system t‘mer and our: system of investing in"’ '
o educaﬁon and chnldrm ewm stmnger o S

 THE WHITE HOUSEZ L

PP E . WASHINGTON

o Mag L, 1995
The Honorable Newt Gmgnch
Speaker

) ‘Unzted States Hcmse of Repn'esentanves ‘
Wasmﬂgton.nc 20515 LT

o Thersidenthasas@dmctampmdwyomleﬁnroprmzs 1995, As
Adxmmstmﬁonhasshownoverthelastnvoandahalfym,wammmnmtedwmdumg |
Wmedeﬁmandac}uevmgmeamngﬁdhealthmmform Weconunuctoseekpmgressm

L When th:s Presxdent tmkofﬁceon.?annary 20 1993 "he inherited an escalaﬁng deficit - . o
and a Medicare Trust Fund that was projected to be msolvmt in 1999." Twenty-seven days > .- =
later, he proposed, -and then helped pass, a historic deficit reduction plan that included
several serious policies to strengthen the Trust Fund. Indeed, these proposals pushed out the
msolvency date by three full years. .

Last year, the President spoke directly to the nation about the need to reform our
health care system and made clear that further federal health savings needed to take place in
the context of serious health care reform,  In December 1994, the Pregident wrote the
Congressional leadership and made clear that he would work with Republicans to control
health care spending in the context of serious health care reform. The President repeated this
offer'in his 1995 State of the Union speech.

- Despite these repeated calls for significant action on health care reform, the reply
from the Republicans has been silence. Indeed, the only proposal in the Contract with
America that specificaily addresses the Medicare Trust Fund would explicitly weaken it by
§27 billion over seven years and undo some of the progress made in 1993.

Moreover, the over $300 billion in Medicare cuts over seven years ~ the largest -

- Medicare cut in history -- you are reported to be considering would be completely
unnecessary if you did not have to pay for a seven-year $345 billion tax cut that goes
predominantly to well-off Americans. No amown of accounting gimmicks, separate
accounts, dual budger resolusions or reconcillarions can hide the reality that you are
essentially calling for the largest Medicare cut in history to pay for tax cuss for the well-off.

A The President has long stated that taking significant cuts in Medicare and Medicaid
outside the context.of health care reform will not .work.. Such dramatic cuts could lead to




. deadline has passed, and the American people are still waiting to see the new Republican

less coverage and lower quality, much higher costs to poor and middle income Medicare
" recipients who cannot afford them, a coercive Medicare program, and oost-smftmg that could -
“Iead to a hidden tax on the health premiums of average Americans. That is why it is
essential to deal with the Medicare Trust Fund in the context of health care reform that
protects the integrity of the program, expands not reduces coverage and protects chmce as
well as qualxty and affordabmty .

The Medicare Trust Fund is an important issue that needs to be addressed in a
bipartisan way in the context of larger health care reform. To do that, you must first meet
~ the requirements of the budyet law that Congreas pass a budget resolution.  The April 1S

majority fulfill this responsibility. Ifwumllymtwwmkmgﬁhermmewedicammi*"»' IR
- Fund, you must first pass a budget plan that fully specxﬁes how you pla.n to balance the
: budketmdpayformepmposedmcuts. B | ,

R We hope that ymt will work hard to responﬂ to these issucs Thc Adnmuatmtmn and o -
;the Amenmn peoplewnnnuatoawaxt yourpmposals o e




REPUBLICAN MEDICARE CUTS

_ Republicans are considering proposals that would cut Medicare funding by between
$250 billion and $305 billion between now and 2002, Slashing Medicare at this level
translates into 20% to 25% cuts in 2002 alone for this program serving our most vulnerable
Americans —— the elderly and dlsablcd

COERCION INSTEAD OF CHOICE: Managed care SImply cannot produce anywhere near
the magnitude of Federal savings being suggested by the Republicans without turning ‘
Medicare into a fixed voucher program. That would put Medicare's 36 million beneficiaries,
many of whom have pre-existing conditions, into the private insurance market to shop for.
what they can get. With a fixed and limited voucher, beneficiaries would have to pay far
more to stay in the current Medicare program if largc savings are to be realized. Thats not
choice, that is financial coercion.

ADDING TO ALREADY HIGH COSTS FOR SENIORS: T oday, despite their Medicare
benefits, health care consumes major amounts of older Americans' income. According to the
Urban Institute, the typical Medicare beneficiaries already dedicate a staggering 21% (or
$2,500) of their incomes to pay for out-of—pocket health care expenditures.

$3,100-$3,700 Out—of-Pocket Payments: If the Republican cuts ($250 billion to
$305 over seven years) are evenly distributed between health care providers and
beneficiaries, the cuts would add an additional $815 to $980 in out-of-pocket burdens
to Medicare beneficiaries in 2002. Over the seven year period, the typical beneficiary
would pay between $3,100 to $3,700 more.

Reduce Half of Social Security COLA: The Republicans say they aren't cutting
Social Security, but these Medicare cuts are a back—door way of doing just that. By
2002, the typical Medicare beneficiary would see 40 to 50 percent of his or her cost—
of-living adjustment eaten up by the increases in Medicare cost sharing and

premiums. In fact, about 2 million Medicare beneficiaries will have all or more than
all of their COLAs consumed by the Republican beneficiary cost increases.

$40-$50 Billion in Cost-Shifting: Assuming the other half of the Republicans' cuts |
"go to providers, hospitals, physicians and other providers would be targeted with
between a $125 billion to $150 billion cut over seven years. In 2002 alone, a $33
billion cut in providers would be needed. Even if only one-third of Medicare provider
" cuts overall are shifted onto other payers (an assumption consistent with a 1993 CBO
analysis), businesses and families would be forced to pay a hidden tax of $40 billion
to $50 billion in increased premiums and health care costs between now and 2002.

Rural and Inner City Hospitals At Risk: Cuts of this magnitude, combined with the
growing uncompensated care burden (which would be further exacerbated by Medicaid
cuts and increases in the number of uninsured), would place rural and inner—city
providers in jeopardy because they have limited or no ability to shift costs to other
payers. As a result, quality and access to needed héalth care would be threatened.



THE REALITY OF MEDICARE GROWTH

. Despite the current rhetonc Medicare expenditure growth is comparable to the growth
' in private health insurance.

. Under Administration estimates, Medicare spending per person is projected to
grow over the next five years at about the same rate as private health insurance
“spending.  Under CBO estimates, Medicare spending per person is projected to
grow only about one percentage point faster than private health insurance.

. So, unless Medicare can control costs substantially better than the private
sector, beneficiaries and providers would be forced to shoulder the burden of
the huge cuts being proposed by Republicans.

MAJOR BURDEN ON RURAL AMERICA
. Reducing Medicare payments would disproportionately harm rural hospitals.
. Nearly 10 million Medicare beneficiarics (25% of the totaf) live in rural America where
- there is often only a single hospital in their county. These rural hospitals tend to be small
and serve large numbers of Medicare patients.
. Significant cuts in Medicare revenues has great potential to cause a good number of these
hospitals, which already are in financial distress, to close or to turn to local taxpayers to

increase what are already substantial local subsidies.

. - Rural residents are more likely than urban residents to be-uninsured, so offsetting the

effects of Medicare cuts by shifting costs to private payers is more difficult for small rural
hospitals.
. Rural hospitals are often the largest employer in their communitics; closing these hospitals

will result in job loss and physicians leaving these communities.
UNDERMINES URBAN SAFETY NET

. Large reductions in Medicare payments would have a devastating impact on a significant number
of urban safety-net hospitals. These hospitals already are bearing a disproportionate share of the
nation's growing burden of uncompensated care. On average, Medicare accounted for a bigger
share of net operating revenues for these hospitals than did private insurance payers.



MEDICARE TRUST FUND SOLVENCY PROBLEM

Unlike the Republicans, This is Not a Problem Democrats Just Discovered. The President, his
Administration and the Democrats have been concerned about Medicare trust fund from the beginning.
OBRA 1993 and economic improvements resulting from this legislation have strengthened the trust fund
and pushed out the insolvency date by three years. Furthermore, in the context of broader reforms, the
Administration's proposal would have extended the life of the trust fund another 5 years. The
Republicans rejected each and every initiative that would have strengthened the Medicare Trust
Fund.

The Medicare Trust Fund is a Long-Term Problem that Needs to be Addressed. Of course with the
aging of our population, there is-a long~term solvency problem for the Medicare trust fund. This is
nothing new, but it needs to be addressed. It needs to be addressed thoughtfully, outside the budgetary
process, and independent of partisan politics.

In Contrast to the Democrats, the Republicans Have Just Discovered this Issue. In the last two years,
all the Republicans have done has been to oppose our efforts to improve the Trust Fund. ‘As a matter of
fact, the only proposal they have put forth (their tax cut for the highest income seniors —— the top 13

. percent) actually exacerbates the problem. '

The Republicans are Using the Trust Fund as a. Smoke Screen for Cuts. Let's be clear: Their
proposals have nothing to do with the long-term solvency issue; they do not address the underlying
problems of an aging population. The Republicans want to use the Medicare program as a bank for their
tax cuts for the wealthy and to fulfill their campaign promises. o

When they Finally Put Forth a Detailed Budget and Commit to Dealing with Medicare in the
Context of Serious Health Care Reform, the President Stands Ready to Work Toward a Real
Solution: Currently, the issue of Medicare is only being addressed by Republicans as they face a political
crisis to find funds to pay for large tax cuts for the well-off and fulfill their campaign budget promises.
When Republicans finally put forth a budget that is detailed and makes clear they are not slashing
Medicare to pay for tax cuts, the President stands ready to work with Republicans to address thé real
problems facing the Trust Fund and the American people in the health. care system.



REPUBLICAN MEDICAID CUTS

Republicans are considering cutting federal Medicaid funding by $160 to more than
$190 billion between 1996 and 2002. The Republicans claim that they are not cutting the
‘program, but simply reducing the rate of growth. Yet, these technical number disputes avoid
the real question: who will be hurt, who will lose coverage and who will lose benefits if $160
to $190 billion are cut from a program that provides critical health care services. . It also
ignores the fact that 3 to 4 percent of program growth is for the increasing number of people
being covered, without which millions more Americans would be uninsured.

. HEAVY BURDEN TO FAMILIES FACING LONGTERM CARE: While most
people think that Medicaid helps only low—income mothers and children, about two-
thirds of Medicaid funds are spent on services for elderly and disabled Americans.
Without Medicaid, working families with a parent or spouse who need long-term care
would face nursing home bills that average $38,000 a year. :

. MANAGED CARE SAVINGS NOT NEARLY SUFFICIENT: Savings from
managed care cannot produce anywhere near the magnitude of cuts proposed by the
Republicans. Two-thirds of Medicaid funds are spent on the elderly and disabled, and
there is little to no evidence that putting them in managed care can produce savings.
And because the baseline projections already assume that a growing number of
mothers and children on Medicaid will be in managed care plans, there are little
additional savings left in the remaining one-third of the program.

- e - FLEXIBILITY CAN'T MASK DEEP CUTS: Republicans defend these cuts by
saying that what they are doing is giving added flexibility to states through block
. grants. Issues of flexibility can't mask the inevitable fact that states are being asked to
~ absorb enormous federal cuts —— forcing them to cut spending for education, law
enforcement or other priorities —= and that's unrealistic.

LIKELY IMPACTS: So let's look at what these cuts really mean. Even accounting for some
managed care savings, they mean deep cuts in eligibility, benefits and payments to doctors,
hospitals, nursing homes and other health care provlders If the Republicans were to cut $160
to $190 billion between 1996 and 2002 and those cuts were divided evenly between
eliminating eligibility for elderly and disabled beneficiaries, eliminating eligibility for
children, cutting services, and cutting provider payments, that would mean -— in the year
2002 alone —- that:

] S TO 7 MILLION KIDS WOULD LOSE COVERAGE; and

] 800,000 TO 1 MILLION ELDERLY AND DISABLED BENEFICIARIES
WOULD LOSE COVERAGE, and

° TENS OF MILLION LOSE BENEFITS: All preventive and diagnostic screening
services for children, home health care and hospice services would be climinated —-

. as well as dental care if the $190 billion were cut; and

. OVER TEN BILLION REDUCED TO HEALTH CARE PROVIDERS: Alrcady

low payments to health care providers would be reduced by $10.7 to $12.8 billion.



 MEDICARE/MEDICAID CUTS: |
BUSINESS, PROVIDER AND ADVOCACY GROUPS' RESPONSES

The National A iati f Manufact -
“Across the board reductions in [Medicare and Medicaid] should be avoided, since they are
likely to exacerbate cost—shifting to the private sector.” (February 11, 1995)

Eastman Kodak says:

"My message to you as you wrestle with the growing costs of the Medicare program is that
greater use of managed care and aggressive purchasing of care on the part of the
government are more appropriate solutions than massive across—the-board cuts in payments

to providers, which result in cost shifting or an invisible tax on companies providing coverage
to employees in the private sector.” (March 21, 1995)

Amg.‘ II .KE! .I. . .

"One of every fozir hospitals in the United States is in 'serious trouble,' and with deep

reductions in Medicare growth will be forced to cut services or close its doors." (April 13,
1995)

“The wrong way [to reform Medicare] is to do business as usual, letting short-sighted h
political pressures squeeze Medicare spending and weaken a program that needs to remain
strong for our nation’s seniors.” (February 6, 1995) '

. "Sixty~four percent of the electorate believes that if you ran for ojﬁc‘é saying that you would
not cut social security, and if Congress votes this year to cut Medicare then that Member of
Congress has broken their campaign promise.” (April 1995 Polling Data Report)

A . ! iation of Retired P avs:

"Medicare was hardly discussed in the last election; and there was certainly no mandate
from the electorate to change the system.” (March 28, 1995)

Medicare cuts ”would mean that over the next 5 years older Americans would pay at least
$2000 more out of pocket than they would pay under current law. And over the next seven
years they would pay $3489 more out of pocket.” (March 6, 1995)

“..[T]he total number of Medicaid beneficiaries in need who would lose long—~term care
services...could reach 1.75 million in the year 2000." (March 6, 1995)



» . . aqe
-

“The facts do not warrant a panic approach or a fundamental recasting of Medicare. The
trust fund is not about go belly—up, a seven-year window does not merit a panic button.”

“The levels of the cuts in Medicare contemplated by the Senate and House Budget Committees
will not just devastate the finances of millions of older citizens, but more importantly, they
will devastate the hopes for a secure and healthy old age for all Americans.” (April 1995)

Older Women's League says:

“We receive hundreds of letters from women who are already forced to chose between paying
for food and rent and buying much needed medicine that is not covered by their Medicare.
Substantial cuts in Medicare will literally take food out of the mouths of these older women."
(January 10, 1995)

“States could make these cuts in several ways: by raising taxes substantially; by excluding
groups of children from programs or putting them on waiting lists; by reducing benefits or
the quality of services; or by making low—income families pick up more costs through co—~
payments and fees. Regardless of which method is chosen, the overall effect would be large.”
(April 19, 1995)

Catholic Health Associati .

“Budget cuts of such magnitude [in Medicare and Medicaid] would attack the very fiber of
these programs and, in fact, decimate them. Consequently, the Catholic Health Association
believes that Congress should put aside consideration of tax cuts for now and refocus the
debate on how best to solve the deficit problem.” (Marck 2, 1995)



THE WHITE HOUSE
WASHI NGTON

May 1, 1995

The Honorable Newt Gingrich
‘United States House of Representatives
Washingfon, D.C. 20515

‘ 'Der Spmkex

ThePreﬁdcnthasaxkad netorespond toyourlcttaroprnlzs 1995 Asthc
Administration has shown over the last two and 2 half years, we arc committed to reducing
the deficit and achieving meaningful health care reform. We continue to seek progress on
both of these fronts, while also making our tax systcmfam:randoursystcm ofmvcsungin

education and chﬂdrcn even stmng:r ,

Whean this President took ofﬁce on January 20, 1993, he inherited an escalating deficit
and a Medicare Trust Fund that was projected to be insolvent in 1999. Twenty-seven days
later, he proposed, and then helped pass, a historic deficit reduction plan that included
- several serious policies to strengthen the Trust Fund. Indeed, these proposa]s pushed out the
msolvency date by three full years. - ,

Last year, tbe President spoke directly to the nation about the need to reform our
health care system and made clear that further federal health savings needed to take place in
the context of serious health care reform. In December 1994, the President wrote the
Congressional leadership and made clear that he would work with Republicans to control

“health care spending in the context of serious health care mfonn The President rcpeated this
offer'in his 1995 State of the Union speech. :

Despite these rcpeated calls for significant action on health care reform, the reply
from the Republicans has been silence, Indeed, the only proposal in the Contract with
America that specifically addresses the Medicare Trust Pund would explicitly weaken it by
$27 billion over seven years and undo some of the progress made in 1993, :

Moreover, the over $300 billion in Medicare cuts over seven years ~ the largest
Medicare cut in history -- you are reported to be considering would be completely
unnecessary if you did not have to pay for & seven-year $345 billion tax cut that goes
predominantly to well-off Americans. No amourt of accounting gimmicks, separate
accounts, dual budget resolutions or reconcillations can hide the reality that you are
essentially calling for the largest Medicare cut in history to pay for tax cuss for the well-off.

The President hag long stated that making significant cuts in Medicare and Medicaid
outside the context.of health care reform will not work. Such dramatic cuts could lead to



less coverage and lower quality, much 'highcr costs to poor and middle income Medicare
recipients who cannot afford them, a coercive Medicare program, and oost—slﬁfting that could
lead to a hidden tax on the health premiums of average Americans. ‘That is why it is
essential to deal with the Medicare Trust Fund in the context of health care reform that

‘protects the integrity of the program, cxpands not reduces coverage, and protects choice as
well as quality and affordsbility. ,

The Medicare Trust Pund is an important issue that needs to be addressed in a
bipartisan way in the context of larger health care reform. To do that, you must first meet
the requirements of the buc: et law that Congress pass a budget resolution. The April 15
deadline has passed, and t:: American people are still waiting to see the new Republican
majority fulfill this responsibility, If you really want to work together on the Medicare Trust
Pund, you must first pass a budget plan that fully specxﬁes how you plan to balance the
‘ bud‘get and puy for the proposed tax cuts.

We hope that you will work hiard to resporid to these Issues. The Adnnmstmuon and
~ the American people continue to await your proposals

Chief of Staff
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Xrizf Gingrich
Sixth Bistruer
®eornin

(2c2) 225_a800

Gffice of the FBpeaker
Hnited Stutes THouse of Representalives
Fpshington, BE 20515

April 28, 1695

The Honotable B:li Clinton g
The White House
Washingion, D.C.

Dear Mr. President:

I write to vou out of deep concern for the future of Mvdlcarc The most recent rcports of
the Medicars Hospital Insurance and Supplementary Medical Insurance Trustees paint a grim
picturs of the future of Medicare and malke clear that immediate acton s needed 1o 2nrure
Medicare's survivel.

The Trusteas’ reports predict dire results fror a failure to 2ddress the growth rate in baoth
parts.of the Medicare program. Four of the Trustees are you: own Secrstaries of the Treasury,
Lator, and Health and F wman Services Depa:‘-;ments and the Commissinner of Suaial Security.

The Trustees indicated, 1n beth their 1994 and 1693 reports that urgest action is necessary.

...the HI program 1¢ severely cut of balance and the Trustess believe that Congress must
take timely sction te fundementaily reform the HY pregram and contrel related program

expendttures.”
- 1204 Boazd of Trustees Annual Report, Hosprrel insvrancs Trust Fund

Last veer, vou ggreed that program expenditures should pe slowed, and you proposed 1o
recuce (ne ratz of grovwth by S118 tilijon, Cangress did et enact these reforns fi = (¢ thewr

. cutanglemeat in your heaith ~zform vropesal.

This vear, the Trustces warning is cven more Gire:

To bring the HI program inio actuarial balence even Tor the first 25 vears. zither cutlavs
b reduzed by 30 percant or income increased by ¢4 nercent {or some

ereot). the HI program 15 severely cut of finarcial balence and the
-ie”e that the Congress miust taks timeiy action to establish long-term

iy for the program.”

Sapplemental b "v:lh,a' insurance Repor from Secretaries Keich, Rudin

oy g . - Nl s . L [ USRI S G |
wlela, Commussioner Chatar, Puchce Trastees Suaford G Raoss, ang Davia
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M. Walker, and Bruce C. Viadek, Admzmutm!or of HCFA &nd Secrctary to the
Roard of trustees“

“...growth rates have been 5o rapid that outlays of the program have increased 53% in
aggregate and 40% per.enroiies in the {ast five ycars... The Trustees bclieve thal prompt,
effective, and decisive action is necessary "

- 1995 Hospital Insurance Trust Fund Annual Report from Secretaries Reich, Rubkin
and Shalela, Commissiorer Chater, Public ’I‘mstces Stanford G. Rosg, and Dawa
M. Walker, and Bruce C. Viadek, Adminiszrater of HCFA and Sacretary (o the
Board of Trustess.

Part B costs per bcﬂ fictary were $2,046.00 ir. 1994, 15 the year 2002, the y2ar in which
the Trustees predisi v&'ﬂ‘ qupicy for the Part A program, costs per beneficiary are estincated to be
$4.43G.47. This is obviously an unsussatnable rate of growth vet vour miast raeent budget,
however, contained na new proposais orier than minor exaensions of current lavs o limit-the
grawth of the Part B program. *

in the subraiscion of your Kealth Secunity Act last year, your noted that Medicare reform
shotid only be accompliched m the context of comprehensive health cere refortu legisiation. The
oublic Trustees clearly balieve such ection vawise, indicating in the 1955 repont that Medicare
savings should not be consider=d for any ota 3 PUIpose:

"...it is now clear that Medicare reform needs to bc addressed as & distinct Iems‘a‘]\m
tnitiafive... The idea that reductions n Medicare expenditures should be available for other
purposes, including even other heaith care purpeses, 1s mistakan”

- Public Trustees David Walker end Stan Ross, 1995 Hespital Insurance Trustees
Repart

Given the wrgency with which the Trustees have spoken. the Congress intends to address
the Medicare cnsis this year. We believe the American pzoplz e,\pv.ct 45 10 work together cn
izsues ag iraportant as the Medicare progrem. We ask that vou dirsct Secretanzs Reaich, Rubin

and Shaiala, Commissioner Chater, and adminisuator v’ adek o make recommiendations 1o the
Co*xarsm no tater than May ‘zf-, 19‘5‘5. S; seaficaliy, wa beiisve these recenunendations should
addr
. MNedy banknupley has afienbeon posiponed b } {2 Increass TS mest recent tax
: ~ﬂ'ﬁ&:m;:at-:->’ 0V ORC 0T FNG vc”«‘J};. the underiying growih rate
CEOErany 15 50 ¢ i ser o long tenm soivency. The Trustess
18e0 “"rrrm:i tos 235 vaes sr;i\s ey tests for the HI Tt tund. Please nresend proposals
tnat wonid makes Medicars meer bath tests. [is obvigusiy impc"cprlat: Tt the
racomenendatio nceming Parls A merely shifis s costs we Fart I, sarticularly given
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the Trustees concerns abot cost incrzases in the Supplernental Medical Insurance
program. Does the Aummctra'mn reca mmena tax increases? ;-

L

The Public Trustc'*s of the Medicare Hospital Insurance Trust Fund have stated
unambiguously that Congress should undertake Medicare reform independent of any
other health care reform acuvities. Do you believe that the Public Trustees are wrong in
this assessment? \/{ ;

The Trustees recommsnd conmroiling the rate of growti: for the Supplementa] Medical
Insurance program. Pleace reconaiend proposals {o reduce the pregrani's coss.

The Adminstration's larest guidance on Medicare refenn remains their 1994 propesals,
which would result in.! Ieolc:'e savings of about $118 tathon. The Administration has

indicated its support for incremental reform. Do you cc‘xtmt 1o support these proposais?

N N N
N4 }'«‘\‘ ,‘l .“ LN

We will provide a more djctaiicd sct of questions in ¢ later communization.

We balieva thare is no excuss 1o ignore the problem of Medicars, a program that will

spend mare than 1t takes 1n next vear, md will be complerely unable (0 pay benelits in seven

YEars,
Next week, vou are convend g the Fo;.rth White Heuse Copfersnce on Aging, a
nonpartisan event that cccurs eniy ones ev ecade. The firal agenda for the Conierence

indicates that heath 13 the paimary soncem of the delegaies. Surely, this is tne ime 1¢ begin
building a nationa! consensus on hgw to make Medicare solvent. -

Sincerely,

Newt Gingrich

o

Q001
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Repubhcan Policy Commlttee

Don Nickles, Chairman  Doug Badger, Staff Director 347 Russell Senate Office Building (202)224-2946

Tuly 28, 1995

»

[NOTE: Tkts paper includes estimates of Medicare spending prepared by the Office of Management and
Budger (OMB). OMB estimates of Medicare spending are used only 5o underscore the fact that the White
House's own estimates of the President's proposed Medicare spending are strikingly similar to CBO's estimates
of proposed Medicare spending under the budgét resolution adoptred by Congress last month.]

De-bunkin Clinton's Medi-scare Tactics

The Pre51dent S Medlcare Rhetorlc }

President Clinton has repeatedly attacked Congress for adopting a budget resolution
that spends too little on Medicare. What the President has failed to point out, and would
evidently like to ignore, is that, according to his own Office of Management and Budget
(OMB), he wishes to spend little more on Medicare over the next seven years than Congress
will. :

According to OMB, President Clinton proposes to ipend $1.697 trillion on Medicare
over the next seven years, That figure is amazingly close to the $1.622 trillion that the
‘Congressional Budget Office (CBO) says will be spent on the program under the budget

resofution, a difference of less than a nickel on the dollar. .
Little Difference in Medicare Spending
Medicars Spending Under Prasident’s Proposai and Budget Resolution
[Fiscal Years 1886-2002]

§
Grogs Medicare Outlays in Billions
- § 2,000
$ 1622 $ 1,697
$ 1.500 '
$ 1,000
$ 500
$0 3009; Reg. (C Est.) . 4Prasideﬂt’s Prapo: {OMB Est}

FAX (202) 224-1235 Internet: nickles@rpc.senate.gov


http:nickJes@rpc.sena[~.gov

AUG 1@ 'S5 17:22 FR AP WASH DC 282‘?'?695'?14- TO 94567431 P.82

~ Réality versus Rhetoric: The Numbers Tell the Tale

The President's confidence in OMB's estimates is not shared by Congress. which relies
on figures supplied by CBO. But if we take the President at his word, then there is very little
difference between the Presldents proposal and the plan set forth. in the budget resolutjon.
Both proposals plan: .

- ® to spend in excess of $1.6 trillion and less than $1.7 trillion oveér seven years.
i " to increase spending in every one of those seven years.
° 1o spend at a rate less than the curtently projected rate of growth.

The President's partisan attacks on proposed Medicare spending under the budget
resolution are hardly justified, if he in fact believes the estimates prepared by his own budget
analysts. When the comparison is done, the difference between Clinton and Congress is a
scant $75 billion (or, taking out the effects of inflation, it's $60 billion) spread over seven
years and over a total spending figure of more than $1.6 trillion, a difference of just over 4
percent. That's less than a nickel's difference on the dollar — a small price to pay for saving
a'system that won't be worth a red cent in seven years if we don't act now. .

From the Clinton Kitchen: Overheated Rhetoric and Half-baked Proposals

On the subject of Medicare savings, the President starts 356 billion in the hole. That's
the amount he took out of Medicare when he used it purely as a vehicle for deficit reduction
as part of his 1993 budget — a partisan budget that also taxed Social Securiry and that no
one outside his own party in Congress supported. ' 2

Nor has the President been consistent on Medicare. He has spun around like a weather
vane in a whirlwind. Starting with his plan last year to put the entire American health care
system under government control — essentially putting everyone's health care under the
oversight of a White House that only now recognizes the Medicare system is facing immirent
bankruptcy — he’has had three widely divergent Medicare proposals-in just over 2 year.

~ In his first budget this year, released in February (Clinton I), he claimed $1.181

trillion in gross Medicare outlays for the FY 1996 to FY 2000 period. Just four months later
'in June, the President submitted his second budget (Clinton II) — and his third proposal for -
Medicare in just over a year. This time President Clinton claimed Medicare spending over
the original five-year period of his first budget of $1.131 trillion [see artached table]. The
White House's own estimating agency, the OMB, in its July 14 supplementary summary of
his current budget, concluded that the White House would spend $1.697 trillion on Medicare
over the same seven-year (FY 1996 to FY 2002) period that encompasses Congress' balanced
budget [see attached table].

[+



AUG 10 'S5 17:23 FR AP WASH DC . 2827769571+ TO 94567431 P.63

And what would that balanced congressional budget spend? According to estimates

by the CBO — the same estimating body that the President promised to use when he began
his presidency but has since abandoned — the budget agreed 16 by Congress would spend
$1.622 trillion over the same seven years. That's a $75 billion difference with OMB's
estimate of the Clinton plan. Despite all the White House's Medi-scare tactics, that amounts
to less than a nickel's difference on the dollar between the two budgets on Medicare spending.
If you take out the effect of inflation using CBO's most conservative estimate over the next -
seven years of 3.2 percent, that comes out to a $60 billion difference in 1995 dollars spread”

oul Over seven years.

In fact, if one compares the Medicare spending over the five-year period in all three
budgets (Clinton I, Clinton II. and the congressional budget), it is evident that Clinton II 's
Medicare spending is closer to that of the congressional budget (a $45 billion difference over
_ five years) than it is to Clinton I's (a $50 billion difference). In other words, according to the
" White House's own numbers, there is a greater difference between CImton and Clmton Lhan

between Clinton and Congress over Medicare spending. :

By the ~nurxfﬁ;ers, Congress’ pfOposal will:
* increase Medicare spending in each of the next seven years [source: CBO];

* - increase total Medicare spending at an average rate of 6.3 percent [source: CBO]. By
comparison, under OMB's esnma[es Clinton II spendmg only grows at an average rate
of about one percent more; : :

. increase Medicare spcndmg per beneﬁua:y by 51, 900 —_ from $4,800 in FY 1995 to
' $6 700 in FY 2002 [source: CBOJ; and . 4
e ' allow senio'rs to receive a larger portion (42.3 percent) of a realistic, balanced budget -
than under Clinton's budget-that-never-balances (39 percent) [Source: Commiittee for a
Responsmle Federal Budget].

Medicare's D‘t)gming Bankruptcy: Even the President Acknowledges It 1

Despite what the White House would like to claim, Congress' budget is being balanced
neither on the back of the Medicare program nor on those of the seniors who rely on it. The .
congressional budget will not cut but increase Medicare spending annually. In fact, the -

- federal budger deficit has only an indirect effect on the need to reform Medicare. The facts

.~ are, according to the Medicare Trustees' report on April 3, 1995, the Hospital Insurance trust

- fund (commonly known as Medicare Part A, which covers the inpatient hospital and related

~ care for 36 million elderly and disabled Americans) will be bankrupt within seven yeéars under
the most likely economic scenario. Thus, in contrast to White House fiction, the facts are:

* ' If the federal budget were balanced today, Medicare would still be bankrupt tomorrow.
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*  The April 3, 1995, report of Medicare's Board of Trustées — three of whom are
members of the Clinton cabinet — examined the system’s financial security under a
variety of different economic scenarios. Their conclusion was: _

"These projections clearly demonstrate that under a range of plausible
economic and demographxc assumpuons the program is severely out of
financial balance in the short range . "

*  According to the Trustees report, Medicare will begin runnmg a deficit as carly as

. next year
. By 1aw once the system goes bankrupt it will be unable to issue any benefns for

anyone for any reason,
. Th‘c problem is the system itseif:

. g Quotmg from the Mcdxcare Trustees' 1995 report, Medxcaxe 'is ﬁnanced
primarily by payroll taxes, with the taxes paid by current workers and
their employers used mainly to pay benefits for current beneficiaries.”

» Again quoting from the Medicare Trustees' 1995 report, "Currently
. about four covered workers support each enrollee. This ratio will begin
“to decline rapidly early in the next century. By the middle of that
century, only about two covered workers will support each ‘enrollee.
Not only are the anticipated reserves and financing of the program o
- inadequate to offset this demographic change, but under all the sets of
assumptions, the trust fund is projected to become exhausted even
before the major demographic shift begins to occur.” - .
- »  The average two-income couple retiring in 1995 will receive $1 17,000
Y more in Medicare beneﬁts than they paid in. '

v Rather than being a victim of the federal budget, Medlcare has been and

. wlll continie to be a benefic:ary

'~ This system cannot be sustained; after 2002, according to the Trustees, it won't be.
The Responses: Nero vs. Hero
Even President Clinton recognizes the Medicare problem. On June 11 he stated:
“We cannor leave the system the way iris. ... When you think about what the
baby boomers require . . . that's going to require significant long term

structural adjustmem ‘We'll have to look at what we can do there. Bur the

main t}nng we can't do — we can't have this thing go broke in the meanwhile.”
[Remarks at the senior citizen picnic by President Clinton and Speaker Gingrich at
. Clarcmont, New Hampshire on June 11, 1995,]

4
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Yet. to date the President has not responded to the crisis. The absence of a realistic
proposal to save Medicare or even a willingness to work with Congress to develop one casts
President Clinton in the role of the Roman emperor Nero who, according to legend. was =~
content to fiddle while Rome bumed. The President’s only concerted effort on Medicare has
been rhetorical: to try and portray Congress as cutting Medicare.

Congress in contrast. with its balanced budget passed. has begun to work to solve the
crisis. Just as the White House had not issued one word about Medicare's problems until
three months ago. they have ignored repeated calls to join with Congress to work to save
Medicare. Without changes, we are not only consigning Medicare to bankruptcy in seven
years but confining seniors in a second-class health care system that offers little choice and is
rife with fraud and inefficiency. It is safe to say that the most important savings in Congress’
balanced budger resolution will be the Medicare system.

Reform is the Difference

According to the President's own numbers, there s little real — 4% — difference
between what Congress and the White House plan to spend on Medicare over the next séven
years. The only real difference between Congress and the White House is reform Congress
is pursuing it; President Clinton is not. ,

'I“he President has produced a budget that on one hand doesn't balance in any of its ten
years, and on the other does not reform Medicare. In effect it's all pain and no gain. Under
the President's budget, in 2002 America will still strain under a $210 billion deficit when it
~ could have a balanced one under Congress' plan. Under any of the President's proposais
(take your pick), America's seniors will still be facing impnnding bankruptey of their health
system, when they should be looking forward to the prospécts of one that wlil dehver more
choice, more quality, and on which they can depend.

In contrast to the President, Congress belie‘ves that we must not only, préfservc
'Medicare but strengthen it. Congress believes saving Medicare is worth a nickel on the
dollar, because if we it we don't, Medicare's promise to seniors won't be worth a nickel.

Staff Contact: 1.T. Young, 224-2946



