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. ~ IN THE HOUSE OF REPRESENTATIVES 

a.nd Mr. 'lh:JM.s 
Mr. ARaa:J:t\ntroduced the following bill; which wu referrecl to 'the .Comzzlitteean __________ 

·A BILL 

To require the 'Trustees.of the medicare tn1st funds to report 

reco~end.atio!1lS on resolving projected fi~ncialimbal.. · 

ance in medieare tru$t funds. 

I Be it ~ by the &mate aM HQU.fe ofRepTesenta.­


. 2 fivu fJffh8 U"iied Btates ofA'fMri,c(J '" C~ a&semol£d, 


3 SECTION 1.'TKtlS'rEES' CONCLUSIONS UGABDING FINAN.' 


. 4 CIAL STATUS OF MEDICARB TB.UBT·~S•.. 

5 (a) m ~trST FuND.-~he 1995 amtUal report of 

6 ~e Board of Trustees of the Federal Hoapital Insurance 

7 Trust Fund, submitted 'on April 3, 1995, cOntains the fo1­

. 8 lowing conclusions respecting the fin.a.nci~ statuS of such 

. 9 Trust. F\uid: 
c· 
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(1) Undez- the Trcatees' intermediate ,uaump­1 

2 
, -

tiona, the present !DarumS' ecbedu1e for the hospital 

3 iDsu.rance program Ie ImttWent to msure the pq­

4 mont of benefits caly OftIrth. net '1 )'eIZ'&.... 

S (2) UMer present kw, hospital iMuTanCe pro­

'6 gram costs' IN GpfJt!ted mfa.z- emeed revenues over 

·7 the 75..)UI' loDg"'nt.Dge period under 81lY reasonahle, 

. I 
8 set of IS8'1Ul'lptions. 


.9 (8) As .. :rewIt, the hospital .iu.J.ranoe '1Jl'O~ 

t 
10 is severely out of &uwciaJ baJa.noe and the Tmstees 

11 believe that the Oongresa must take timely action to . 


12 estahlish Innr-tenn tmancial stability for, the pro­


13 ;ram. 


14, . (b) SMI TROST FU.ND.-The 1995 annual report of 


] S the Boa:d of Trustees of the Fodoral Supplem.ent&:r71d'ec1~ 


16 ical Irlsura:tlce Trust Fund, snbrnitted 'on .April S, 1995, . 


17 00l1ta.ins the foDowiur conclusions re~ the f5!uuleial 

. . 

J8 status otsuch.Tr1:wt Fund.: 

. 19 (l) Although, the supplemental? ~edlcal insur­
. . . . 


20' iuwe proeraai is cu.r.rently ,anU3ariaJly soun.d, the 

21 ' ~ nota with ensa.t CQllCel'D the paSt aad pro­

,'22 j~ rapid gruwth in tlle coat otthe progx1Wl. , 

23 (2) In spite of the riideriae of somewhat slower 

24 growth .ra.tes·'in the reoe:tt pest, overall, the past 
tI 

2S .'growth ratea hA-m been·rs.pid, tJ.Ud the futare growth 

WOa~ 0Z:01 S661-01-A~WIJ1 



f. 

1 rates are proj~ to inerease above those of the ~ 


2 ee:at past. .' 


3 (8) Qs'OWtb. rates bre been 10 'tapid t.hatout­
, .. 

4 ]a.". ol the Foimm bAn hLcraued 58 percent in ag­
.... 

S eregate aDd 40 ~ per emo1lee in the last 5 ... 

6 )fears. 


1 (4) Par the ia.-= time period, the program 


8 grew 19 ~t faster than the economy despite re­


,9 ,eent efforts tel control the costs of the program. 


10 SEc.. 2. UOO?OlENDATIONS ON ltESOLVING PI.O.JECTm) ~ 

J1 F.tNAlf~ D!lW..ANCE IN MBDICA.BE DUST 

12 J'tTNDS. 

13 (a.) REPoBT.-Not le.b:r tlw1 June 30, 1996, the 


14 'Board of, .Trustees ,of the Federal RospitaJ.. Inmrauce 


15 Trust Fund ad the Bcud ot Trustees of the Federal 

, 

16 Supplem.et1tAt7 Medal IllSUI'&UC8 Trust Fundahall aub­

17 ,mit to the Congresarecommendations fur specit!c profCrB.m " .' 


18 leg;.tion deaiped ~ 


,19 (1) to contz-01 med:ieaJoe "hcapital ~ pro-, 


20 pa:m costa ADd. to, eddreaa 1ie "prqj~ finaMial 


2.1 imbalance in the Feaeral l:loapiUll ~ Trust 

, 2.2 ,Flmd in both the ahort-rasnae ind lo.ug-moge; a.nd 

23 (2)" to m.ore ~ eontrol meclieare np" 


24 mcmtarY medical ~ eosts. 


nJ 

http:MBDICA.BE


", 

\ .. . 
1 (b) Usm OF INrKRlrtIPIATE ASSUlIPTION&.-The 
2' Boarda of'l'rDstees shaD U1ie the intermediate auumptlon.a 

, . 

3 ~.Ar.n"bed in the 1995 &11bual NpOria of sncb. Boards ill 

4 meking recommendatkms 1I!lder subsection (a). '.. 

, . 
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REPUBUCANSBREAK CONTRACT: 
MEDICARE CUTS FOR SENIORS AND TAX HIKES FOR WORKING FAMIUES 

TO PAY FOR TAX CUTS FOR THE WEALTHY 

Republicans have repeatedly promised that they could provide a huge tax cut targeted 
at the wealthy, balance the budget by 2OO2--~d not hurt the elderly or raise taxes on 
working families. Their budgets show that these were false promises .. Republicans have 
broken their contract with historically severe cuts in Medicare and tax hikes for working 
families in order to finance their tax break for the wealthy. 

REPUBUCANS ARE MAKING THE LARGEST MEDICARE CUT IN IflSTORY TO 
PAY FOR THEIR TAX CUT AND CAMPAIGN PROMISES. Barely a week ago, . 

. Speaker Gingrich said that Medicare would not be a part of the Republican budget cuts. He 
. could not have been more wrong. Medicare takes the largest single cut in the Republican 
budget. By their accounting, nearly 2S cents out of every dollar that Republicans cut is from 
Medicare.. The cut is three times larger than the largest previous Medicare cut in history. 

THEIR MEDICARE CUT IS ABOUT PAYING FOR TAX CUTS AND HlTI'ING 
ARBITRARY DEFiCIT TARGETS--NOT ABOUT HEALTH CARE REFORM. The 
proposed Medicare cuts of $250 billion to $300billion are needed to make room for most-­
but not all--of a $345 billion tax cut that provides a tax break of over $20,000 for the 
wealthiest 1 percent. Speaker .Gingrich and Majority Leader Dole have rejected the White 
House's call to renounce tax breaks for the wealthy; instead, Speaker Gingrich calls the 
Contract tax cuts his "croWIi jewel," while Senate Majority Leader Dole and Senator Gramm 
have insisted they will make room for the tax cut. However the tax cuts are officially paid 
for, the fact remains that the entire Medicare cut would be totally unnecessary if 
Republicans did not need to pay for their' tax cuts. 

\ WHEN IT COMES TO HEALTH CARE, REPUBUCANS SINGLE OUT SENIORS 
FOR PAIN--CUTTING GROWTH PER PERSON IN THEIR MEDICARE BELOW 
GROWTH IN PRIVATE HEALTH CARE. Republicans claim that they are just slowing 
the "exploding" rate of growth in Medicare. I:p, fact, the cost per person in Medicare is about 
the same as the private sector, even though Medicare dea1s with a population more prone to 
have health problems. The Republican approach ignores health care costs generally, and 
simply cuts the average growth rate for a Medicare recipient far below that for other 
Americans not on Medicare. Medicare was designed to provide health insurance for senior 
citizens, not get turned into a second -class citizen program in order to meet arbitrary 
campaign promises. 

BY 2002, REPUBUCAN CUTS WOULD INCREASE OUT-OF-POCKET COSTS BY 
$900 AND DEVASTATE RURAL HOSPITALS. If cuts are distributed evenly between 
.providers and beneficiaries, they represent a $900 increase in out-of-pocket c()sts per 
beneficiary. That is equivalent to eliminating 40%-50% of the Social Securitycost-of­
living allowances for each Medicare beneficiary between now and 2002. As reimbursement 
rates decline, many rural hospitals that rely on Medicare would have to close down. 



REPUBLICAN MEDICAID CUTS ,WOULD DRASTICALLY RAISE LONG-TERM 
CARE COSTS FOR WORKING FAMILIES, AND FORCE STATES TO CUT OFF 
COVERAGE FOR 5 to 7 MILLION CIDLDREN AND 800,000 to 1 MILLION 
ELDERLY AND DISABLED AMERICANS. The House and Senate budgets include a 
$160 billion cut in Medicaid. They would limit growth to 4% per year--even though 
Medicaid's beneficiary growth alone is nearly that high. As' a result, millions of Americans 
will be cut off while the costs of long-term care drastically increase. Two-thirds of 
Medicaid funds are spent on services for elderly and disabled Americans; without Medicaid, 
working families with a parent or spouse who needs long-term care would face nursing home 
bills averaging $38,000 per year. 

REPUBLICAN MANAGED CARE PROPOSALS WILL NOT LEAD TO
, , 

SIGNIFICANT SAVINGS UNLESS THEY CUT BENEFITS AND COERCE SENIORS. 
There is no evidence that simply shifting to managed care can achieve significant savings 
among the populations that Medicare, and Medicaid overwhelmingly serve--the elderly 'and 
disabled. Republican voucher proposals would overspend on younger, healthier seniors, while 
achieving limited savings only by dramatically raising costs, cutting benefits, and limiting 
choice for the seniors who need Medicare and Medicaid most. 

WIDLE CUTTING TAXES FOR THE WEALmy, REPUBLICANS ALSO RAISE 
TAXES FOR 12 MILLION POOR WORKERS AND THEIR FAMILIES BY 
SLASIDNG THE EARNED INCOME TAX CREDIT. The Earned Income Tax Credit 
provides a tax cut averaging nearly $1,400 per year for over 21 million workers and their 
families eainingup to $28,500. Senate Republicans have proposed a $21 billion cut in the 
EITC that will raise taxes by an average of $235 for '12 p1illion of these workers and their 
families. Thus, 12 million low-income working families will pay $235 more under the 
Republican budget, while the top 1 % will pay $20,000 less under the Contract's tax cuts. 

" 
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Medicare Beneficiaries'lncome 

Distribution in 1992 
< 
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~< < 

< $25,000 -$50,000 


17.7% 


Greater than $50,000 

4.<5% 

Less than $25,000 
« 77.8% 

HCFAlOAct: Medicare Current Beneficiary Survey 



65-74 Years 
39% 

75-84 Years 

Distribution of Medicare Program Payments, 1992 


<65 
(Disabled & ESRD) 

12% 

85+ Years 
14% 

) 

35% 


Total Payments =" $120.7 Billion 


HCFA: BureAIJ of nAtA MAn~,."u,.,c..."t .. ,.. ,., O"A+~_.. 



Per Capita Growth Rates 

Private & Medicaid, 1996 - 2002 
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Per Capita Growth Rates 

Private'& Medicare, 1996 - 2002 
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Talking points 


on Republican Budget Proposals: 


"A Broken contract with. American Families and Their Parents" 


May 10, 1995 


INTRODUCTION (Leon Panetta): 

• As you all know, Republicans made two big promises. 

• They promis~d to reach a balanced budget (1) without cuts 
that would hurt people and (2) without a tax increase. 

• 	 Now, they have broken both promises. 

Promise #1, in terms of cuts that will hurt people: 

• The strongest .evidence of the severe pain they 
would impose are their deep cuts in Medicare and 
Medicaid~ . 

• They would cut discretionary programs -- from 
education to •••••• -- an average 30 percent 
across the board. They also have announced 
proposals to terminate specific programs, such as 
Americorps, that are important investments in the 
future. 

• To find the remaining savings, Republicans also 
plan to make deep cuts in student loans, farm 
programs, •••• 

Promise #2 in terms of tax increases. 

• Republicans are proposing to raise taxes on 
working families. 

• Why are they doing all this? 

-- They want to finance a tax cut for the wealthy at 
the expense of average families. 

• House Republicans have adopted a huge tax cut as 
part of their budget program. 

• House Speaker Newt Gingrich has called the tax, 
. cut lithe crown jewel of the Republican contract." 

• Senate Republican leaders -- Bob Dole, Trent 
Lott, and others --and Sen. Phil Gramm are 



committed to a tax cut and say they will push for 
one on the Senate floor. 

• We believe that there is a right way, and a wrong way, to 
do deficit reduction. 

In 1993, on our' own, we did it the right way: 

• We reduced the deficit by cutting unnecessary 
programs, but also invested in programs that will 
help working families build a more prosperous 
future. 

NOw, .they want to do it the wrong way: 

• They want to cut programs for working families 
and their parents, in order to fund a tax cut for 
the wealthy. 

Medicare and the Budget (Alice Rivlin) 

• House Speaker Newt Gingrich wants to treat Medicare apart 
from the budget, but that statement is meaningless and the 
promise is a lie. . 

• Late last month, he said, 

IIWhat we want to do is create an environment over the 
next three or four months where, standing by itself, 
there is a bill to save Medicare. That bill moves 
focused on Medicare. It has Medicare-related ideas. 
It's not tied up in the budget. It's not tied into 
getting to balance by 2002. 11 

• Medicare is a federal program just like any other. 

• And Republican plans rely heavily on it to get to balance. 

-- More than half of the savings that Domenici claims 
comes from cutting Medicare and Medicaid. . 

-- In fact, his Medicare cut is the largest single cut 
directed at anyone program. 

-- Republicans need to cut Medicare to pay for their 
tax cut for the wealthy. 

Limits to Medicare/Medicaid Growth Rates (Alice Rivlin): 

• Republicans say they want merely to· limit the rate of 
growth in Medicare and Medicaid but these are real cuts, 
with real consequences. 



-- "Limits" are actually cuts in services and increases 
in costs for the elderly, disabled, and low-income 
families with children. 

~- These are cuts that will affect your own 
grandparents, whether they now get Medicare or they 
eventually need the long-term care provided by 
Medicaid. 

• Medicare" and-Medicaid spending are rising 9-10 percent a 
year because of increases in the numbers of beneficiaries 
and the costs of medical services, including improvements in 
technology and care. 

-- While that may seem high, on a per-person basis, 
Medicare spending is projected to grow at about the 
same rate as private health insurance costs. 

• Thus, limiting the rate of growth of total (not per­
person) Medicare and Medicaid spending to 7.1 percent, as 
Sen. Domenici proposes, will have real impacts on services 
and benefits for elderly and low-income Americans. 

'-- It could mean limits on the numbers of elderly or 
low-lncomeindividuals served. 

-- It could mean limits on the quality and' quantity of 
~ervices that the ,programs provide. 

-- It could mean that the elderly and, low-income have 
to pay more, themselves, for some of the services that 
they now receive. 

-- These "savings" could be passed onto businesses and 
individuals who buy health insurance and health-care 
services. 

• In short, reducing Medicare's rate of growth would hold it 
below the growth in the private sector -- creating a growing 
"quality gap" between care for seniors and health services 
for others. 

Medicare/Medicaid cut~ (Donna, Shalala): 

Medicare'cuts: 

• If distributed evenly between providers and beneficiaries, 
the Republican Medicare cuts could force beneficiaries to 

, pay: 

between $815 and $980 more in out-of~pocket costs in 
2002; and 



-- between $3,100 and $3,700 more in out-of-pocket 
costs over 7 years . 

• Republican Medicare cuts, in effect, amount to cuts in 
social Security: 

-- By 2002, the typical Medicara beneficiary would see 
40-50 percent of his or her Social Security COLA eaten 
up by Medicare CO$t sharing and premiums. 

About 2 million beneficiaries would have 100 percent 
or more of the COLAs eaten up by cost sharing and 
premiums. 

Medicaid Cuts: 

• Cuts in Medicaid are especially outrageous: 

-- Medicaid provides health insurance for the most 
vulnerable Americans. 

• 2/3 of Medicaid costs go to the indigent elderly 
and disabled, who have no other available 
resources. 

Medicaid is also a vital protection for middle­
income Americans. 

• Working families with a parent who needs long­
term care would face nursing home bills of an 
average of $38,000 a year without Medicaid. 

• Working couples who may need long-term care 
after retirement rely on Medicaid to get such 
care. 

If distributed evenly between eliminating 
eligibility for the elderly and disabled, eliminating 
eligibility for children, cutting services, and cutting 
provider payments, Republican cuts in 2002 alone would 
mean: 

• 5-7 million children would lose eligibility; 

• 800,000 to 1 million elderly and disabled would 
lose coverage; and 

• Tens of millions of Americans would lose 
benefits of many forms. . 

Managed Care, Vouchers, and Savings (Donna Shalala): 

Managed Care: 



• Giving .. Medicare/Medicaid beneficiaries a "choice" of 
moving into managed care will do nothing to control costs. 

• The "choice" option will play out in the following way: 

-- The Medicare population includes people with some of 
the most serious health care problems and, thus, with 
the highest annual health care costs (notably, those 

. "very old" -- 85 and up). 

But many people on Medicare, including those close 
to age 65, are often quite healthy. 

If managed care is voluntary, private HMOs will do 
everything they can to enroll those who are young and 
healthy -- and exclude those who are old and sick. 
Moreover, those who are already sick and undergoing 
intensive health care are the least likely to want to 
change health care providers. 

-- To the extent that HMOs succeed in enrolling only 
the healthy, with below-average health care costs, they 
will make a profit -- and Medicare will "lose" money. 

-- They will leave to Medicare the expense of treating 
those with the highest health care costs. 

-- Thus,.contr~ry to Speaker Gingrich's assertions, a 
managed care strategy will increase Medicare spending 
if the old and sick elderly keep the choice to remain 
in the current system. . 

Vouchers: 

• Consider what happens to two typical elderly persons who 
get a $5,000 voucher, as Speaker Gingrich has talked about: 

-- One person, age 85 and frail, has annual medical 
expenses of $9,000. 

-- A second person, 65 and healthy, has annual medical 
expenses of $1,000. 

-- A $5,000 voucher would, on average, cover their 
health care costs. 

-- But giving a $5,000 voucher to the healthy 65-year­
old would increase Medicare's costs by $4,000. 

-- In contrast, the $5,000 voucher would not cover the 
costs of the 85-year-old. 



.' . 

--Thus, handing out $5,000 vouchers would either cost 
the Government money, or leave the most vulnerable 
elderly without complete medical care. 

• For the very old and frail who tend to have low 
incomes, medical costs not covered by the voucher 
will ultimately fall to the Government's Medicaid 
program. 

The Earned Income Tax Credit (EITC) and the Economic Implications 
of Republican Budget Plans (Laura Tyson): ' 

• While Republicans cut Medicare and Medicaid to finance 
their tax cut for the wealthy, they also plan a tax increase 
on low-income" working families. 

• Republican tax proposals reveal the sharpest possible 
distinction between the President's vision for America and 
that of Republicans. 

The President wants to provide targeted tax relief 
for middle-income Americans who may not; have shared in: 
the economic recovery. 

'. He wants to help them raise their children, 
educate and train themselves and their children, 
and save for the future • 

• Republicans want to cut taxes for the wealthy, 
and actually increase taxes on 'the very people who 
need and deserve it most. 

• Republicans plan to raise $13 billion over five years by 
rolling back part of the President's 1993 expansion of the 
EITC, which would ensure that working Americans do not have 
to raise their families in pqverty. 

,- .. ,:,"",~, Mos.t EITC recipients are doing the hardest job in 
America -- playing by the rules, working at modest 
wages to support their children. 

-- The 1993 law was designed to help those who are not 
benefiting from the current economic expansion. 

-- The cut eliminates the EITC entirely to families 
without children. 

, \ -- Freezing the proposed EITC expansions could cost 
millions of moderate-income families with children up 
to $350 a year in added taxes. 
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Effects of thG Domeniel Medicare Propo5al On States 
Aggregate Dollar loss for ,States Under the Proposal 
(Dollars!n mlflions, fiscal years) 

2002 

US 61,700 

Alabama 1.443 
Alaska 36 
Arizona 1.083 
Arkansas 456 
California 8.597 
Colorado 834 
Connecticut 906 
Delaware 204 
District of Columbia 1040 
FlorIda 6.769 
Georgia 1,510 
Hawaii 314 
Idaho 108 
Illinois 1.928 
Indiana 1.141 
Iowa 360 
Kansas 606 
Kentucky 703 
L.ouisiana 1,156 
Maine 168 
Maryland 775 

Massachusetts 2,233 
Michigan 1.58S 
Minnesota 1,099 ! 

Mississippi 489 
Missouri 1.113 
MOl'I!ana 114 
Nebraska 245 
Nevada 464 
New Hampshire 212 
New Jersey 1,686 
New Mexico 181 
New York 3.894 

~ 
North Carolln'a 1,573 
North Dakota 116 
Ohio 1,878 
Oklahoma 550 
Oregon 734 
Pennsylvania 3.289 
Rhode Island 350 
South Carolina 802 
South Dakota 112 
Tennes'see 1,729 
Texas 3,945 
Utah 241 
Vennont 76 
Virginia 764 
Washington 710 
West Virginia 342 
Wisconsin 665 
Wyoming 35 
Puerto Rico 332 
All Other Areas 2 

199,6-2002 

255,600 

5,534 
158 

4.367 
2,007 

34,302 
3.230 
3,756 
816 

3,508 
26.448 
6.161 
1.174 
497 

8.659 
4.830 
1.676 
2,508 
3.070 
4.792 
772 

3,497 
8.927 
7.199 
4,265 
2.122 
4,822 
513 

1.071 
1.746 
S74 

7.349 
804 

17.196 
6.375 
511 

8,461 
2,436 
2,915 
14,314 ' 
1.366 
3.167 
491 

6.829 
16.055 
1.005 
~39 

3.461 
3.131 
1,510 
3,041 
172 

1,358 
14 

! 

I 

NOTES: Based on historical state share of Medicare outlays. trended forward with growth in the stales' share of outlays. 

Estimates based on Medicare outlays by location of servlal delivery. 
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Effects of the Domenici Medicare Proposal On States 
Fler-Beneficiary Dollar Loss for States Under the Proposal 
(Dollars. flseal years) 

2002 1996·2002 

US 747 3174 

Alabama 1.026 4.027 
Alaska 364 1.794 
Arizona 729 3.125 
Arkansas 506 2.266 
California 1.065 4,369 
Colorado 611 3.314 
Connecticut 848 3,568 
Delaware 883 3.665 
District of Columbia NA NA 
Florida 1.147 4.626 
Georgia 792 3,356 
Hawaii 853 3.361 
Idaho 317 1,512 
Illinois 570 2,584 
Indiana 640 2,165 
Iowa 371 1.733 
Kansas 762 3.175 
Kentucky 552 2,467 
Louisiana 911 3.865 
Maine 379 1.788 
Maryland 572 2.669 
Massachusetts 1.121 4.547 
Michj9:..an 536 2,492 
Minnesota 818 3.222 
Mississippi 580 2;558 
Missouri . 635 2.783 
Montana 402 , .861 
Nebraska 479 2.100 
Nevada 785 3,331 
New Hampshire 593 2.540 
New Jersey 678 2.997 
New Mexleo 352 1.656 
New York 716 3,180 
North Carolina 654 2.770 
North Dakota 545 2,418 
Ohio 522 2.397 
Oklahoma 529 2.385 
Oregon 700 2.862 
Pennsylvania 752 3,311 
Rhode Island 999 3.925 
South Carolina 675 2.783 
South Dakota 456 2.032 
Tennessee , .012 4,110 
Texas 815 3.456 
Utah 52B 2.329 
Vermont 417 1,901 
Virginia 408 1.923 
Washington 460 2.098 
West Virginia 491 2.197 
Wisconsin 413 1.916 
Wyoming 245 1,258 
Puerto Rico 315 1322 
All Other Areas 3 20 

NOTES: Based on historical state share of Medicare outlays &enrollment, trended forward 

with groV'lth In the states' share of outlays & enrollment. 

Estimate5 based on Medicare outlays by location of service delivery. Because of issues related to 

state border crossing. the District of Columbia estimates are unreliable. . 
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Effects of the Kaslch Medicare Proposal On States 
Aggregate Dollar LosS for States Under the Proposal 
(Dollars in millions, fiscal years) 

2002 1996-2002 

84,900 279,200US 

1,986 6,146Alabama 
Alaska 17150 
Arizona 1,491 4,799 
Arkansas 627 2165 
California 11.830 37.780 

1,147Colorado 3.579 
Connecticut 1.247 4.103 

281Delaware 899 
District of Columbia 4,0011.431 
Florkla 9,314 29.258 
Georgia 2.077 6,754 
Hawaii 432 1.311 
Idaho 149 532 

2,652 9,301. Illinois 
Indiana 1,569 5.253 
Iowa 495 1,766 
Kansas 834 2.741 

968 3,318Kentucky 
1.590 . 5,235Louisiana 

Maine 231 825 
Maryland 3.7521.066 
Massachusetts 3.072 9.828 
Mlehlgan 2.185 7.717 

4,725Minnesota 1,512 
Mississippi 674 2,297 
Missouri 1.531 5.219 

157 551Montana 
1,158338Nebraska 

Nevada 1.946638 
New Hampshire 292 956 
New Jersey 7.9452.320 

I866249New Mexico 
NewYorn 18,5395,359 
North Carolina 2,165 6998 

159 551North Dakota 
.01'110 2.584 9.083 
Oklahoma 757 2.625 

1,010Oregon 3.213 
15,479Pennsylvania 4.S26 
, ,511482Rhoda Island 

1,103South Carolina 3.495 
153 530South Dakota 

7,5372,378Tennessee 
5,428 17,608Texas 
331 1.096Utah 
105 365Vermont 

Virginia 1,052 3.711 
3,377Washington 978 

471 1.628West Virginia 
914 3.254Wisconsin 
49r----wyoming 182 
457 1.466Puerto Rico 

143All Other Areas 

NOTES: Based on historical state share of Medicare outlays, trended forward with growth in the states' share of outlays. 

Estimates based on Medicare outlays by location of service delivery. 

Technical reestimates of the aggregate savings may result in a 7-yeartotal of $282 billion. 
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Effects of the Kasich Medicare Proposal On States 
Per~Beneficlary Dol/ar Loss for States Under the Proposal 
(Dollars, fiscal years) 

2002 1996·2002 

I 

US 1,028 3,447 

Alabama 1,412 4,450 
Alaska 502 1,889 
Arizona 1.002 3,389 
Mansas 696 2.435 
California 1,466 4.783 
Colorado 1.116 3.630 
Connecticut ' 1,167 3,585 
Delaware 1.215 4,002 
District of Columbia NA NA 
Florida 1,578 5,052 
Georgia 1,090 3,649 
Hawaii 1,173 3.710 
Idaho 436 1.603 
Illinois 784 2,770 
Indiana a81 2.994 
Iowa 510 1,845 
Kansas 1.048 3,464 I 

Kentucky 760 2.652 
Louisiana 1,254 4,201 
Maine 521 1.900 
Maryland 787 2.843 ' 
Massachusetts ' 1.542 ,4,989 
Michigan 737 2,657 
Minnesota 1.126 , 3,557 
MissiSSippi 799 2.758 
Missouri 873 3.004 
Montana 553 1.986 
Nebraska 659 2.266 
Nevada 1.080 3.620 
New Hampshire 816 2,755 
New Jersey 932 3,229 
New Mexico 484 1,761 
New York 986 3,423 
North Carolina 900 3,012 
North Dakota 750 2.604 , 
Ohio 718 2.562 
Oklahoma 729 2,560 
Oregon 963 3,135 
Pennsylvania 1.034 3.570 
Rhode Island 1.375 4,336 
South Carolina 929 3,043 
South Dakota 628 2,186 
Tennessee 1.393 4,509 
Texas 1.122 3,757 
Utah 727 2.511 
Vennont 573 2,034 
Virginia 561 2,044 
Washington 633 2,246 
West Vlrginili 676 2.362 
WIsconsin 569 2.044 
Wyoming 337 1 313 
Puerto Rico 433 1.440 
All Other Areas 4 20 

NOTES: easad on historical state share of Medicare outlays & enrollmenr, trended forward 

with growth in the states' share of outlays & enrollment. 

Estimates based on Medicare outlays by location of service delivery, Because' of issues related to 

state border croSSing. the District of Columbia estimates are unreliable, 
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Effects of the Kaslch Medicare Proposal On States 
l.oss for States Under the Proposal 
(Dollars in millions, fiscal years) 

IAggregate Dollars (millions) IPer CapIta Effect \$ per benet.) 
2002 1996-2002 2002 . 1996-2002 

US 84.900 279,200 1.028 3.447 
, 

Alabama 1,986 6,146 1.412 . 4.450 
Alaska 50 171 502 1.889 
Arizona 1.491 4.799 1.002 .3,389 
Arl<ansas 627 2.165 696 2.435 
California 11,830 37,780 1.466 4.763 
Colorado 1 147 3.579 1,116 3,630 
Connecticut 1.247 4,103 1.167 3,885 
Delaware 281 899 1,215 4.002 
District of Columbia 1,431 4,001 NA NA 
Florida 9,314 29,258 1.578 5.082 
Georgia 2,077 6,754 1.090 3.649 
Hawaii 432 1.311 1.173 3,710 

. Idaho 149 532 436 1.603 
illinois 2.652 9,301 784 2.770 
Indiana 1,569 5,253 881 2,994 
Iowa 495 1,786 510 1,845 
Kansas 834 2.741 1,048 3,464 
Kemucky 968 3.318 760 2,652 
Louisiana 1.590 5,235 1,254 4,201 
Maine 231 825 521 1,900 
Maryland 1.066 3,752 7S7 2.643 
Massachusetts 3.072 9.828 1.542 4.989 
Michigan 2.185 7.717 737 2.657 
Minnesota 1,512 4,725 1.126 3557 
Mississippi 674 2.297 799 2,758 
Missouri 1.531 5.219 873 3,004 
Montana 157 551 553 1.986 
Nebraska 338 1,1SS 659 2.266 
Nevada 638 1,946 1.080 3,620 
New Hampshire 292 956 816 2.755 
New Jersey 2.320 7,945 932 3.229 
New Mexico 249 866 464 1.761 
New York 5.359 18.539 986 3,423 
North Carolina 2.165 6.998 900 3.012 
North Dakota 159 551 750 2,604 
Ohio 2.584 9.083 718 2.562 
Oklahoma 757 2,625 729 2.560 
Oregon 1,010 3,213 963 3,135 
Pennsylvania 4.526 15,479 1,034 3.570 
Rhode Island 482 1.511 1.375 4.336 
South Carolina 1,103 3.495 929 3.043 
South Dakota 153 530 628 2,186 
Tennessee 2.378 7.537 1.393 4,509 

Texas 5,428 . 17,605 1,122 3.757 
Utah 331 1,096 727 2.511 
Vennont 105 365 573 2.034 
Virginia 1.052 3,711 561 2.044 
Washington 978 3377 633 2,246 

I West Virginia 471 1.628 676 2.362 
Wisconsin 914 3,254 569 2.044 
Wyoming 49 182 337 1.313 

Puerto Rico 457 1,488 433 1.440 
All Other Areas 3 14 4 20 

I 

I 

NOTES: Based on historical state share of Medicare outlays, trended forward with growth in the states' share of outlays.. 

Estimates based on Medicare outlays by location of servlc:.s delivery. Because of issues related to 

state border crossing, the District of Columbia estimates are unreliable. 

Technical reestimates of the aggregate savings may result in a 7-year total of $282 billion. 
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MEMORANDUM 

To: 	 Distribution. 

From: 	 Gene Sperling 
Chris Jennings 
Jennifer Klein 

Date: 	 May 2, 1995 

Re: 	 Latest Health Care Information 

Attached for your information are 1) the latest Medicare and Medicaid talking points which 
have been distributed to Democratic hill staff; 2) the letter that Leon sent to Speaker Girtgrich 
yesterday; and 3) quotes taken from the Republicans of the Ways & Means Committee 1994 
"Minority Views," in which they explicitly decry the impact of deep Medicare cuts on 
Medicare programs. . 



, .; 

MEDICAREIMEDICAID CUTS: . 
BUSINESS, PROVIDER AND ADVOCACY GROUPS' RESPONSES 

The National Association ofManufacturers says: 

''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 Medicareprogram 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) 

American Hospital Association says: 

"One of every four 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 
, 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 th~ electorate believes that if you ran for office 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) 

American Association of Retired Persons says: 

"Medicare w",s hardly discussed in the last election; and there was certainly no mandate 
from the electorate to change the system. /I (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. II (March 6, 1995) 

"...[T]he total number of Medicaidbeneficiaries in need who would lose long-term care 

services ... could reach 1. 75 million in the year 2000." (March 6, 1995) 


http:cost-shifting.to


, . 

. The National Council of Senior Citizens says: 

'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. II 

liThe 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 asecurepnd healthy old age for all Americans. /I (Apra1995) 

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. II 

(January 10, 1995) 

Children's Defense Fund says; 

"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. II 

(April 1~ 1995) 

Catholic Health Association says: 

"Budget cuts of such magnitude [in Medicare and Medicaid] would attack th,e 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. 1/ (March 2, 1995) 



THE WHITE HOUSE 

WASHINGTON 

May 1, 1995 . 

The Honorable Newt Gingrich 
Speaker 
United States House of ReprescntatiVc:8 
Washington, D.C. 20515 

Dear Mr. Speaker: 
,". \ ..t 

The PIUidcnt has ulred me to respond to your 1e'tte.r of April 28. 1995. AJ'the 
Administraiion hal shown over the last two and a hal! ycat1, 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 rnakil1g our tax system fairer and our· system of investing in 
education and children evm stronger. ' 

When this President took office on January-20, 1993, be inherited an escalating deficit 
and a Medicare Trust Fund that was projected to beinsolve.nt in 1999. Twenty-seven days 
later, he proposed, and then helped pass, a. historic deficit reduCtiOD pIan that inc1udcc1 
several serious policies to StI'enathen the Tiust Fund. Indeed, these proposals"pushed out the 
insolvency date by three full Yean. 

Last yQl', the President ,spo~ direcdy to the nation about the need to reform our 
he.aJ.th care system and made clear that further federal halth savings needed to take place in 
the context of serious health care reform.. In Dc:cember 1994, the President wrote the 
Coneressional leadership and made clear that he would work with Republicans to control 

,health care spending in the context of serious health care rcfonn. 'l11c President repeated this . 
offer'in his 199~ State of the Union speech. 

Despite these repeated calls for Sighlficant action on health care refonn, the reply 

from the Republicans has been silence. Indeed, the only proposal in the Contract with 

America thatspecifica11y addresses the Medicare Trust Fund would explicitly wtakm it by 

$27 billion over seven ye&rS 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 wouid 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 amoUnt of accounting gimmicks. separate 

QCcoWUJ, dual budg~t resolulions or reconciUations can hitk the reality (hal you are 

essentially caJiing/or the largest Medicare cut in history to pay for tax CUts for the well-off· 


The President has long stated that tnaking significant cuts in Medicare and Medicaid 

outside the context of health care reform will n,ot work. Such dramatic cuts could lead to 


http:he.aJ.th
http:beinsolve.nt


.' 	 less coverage anq.lower quality, much higher costs to poor and middle income Medicare . 
recipients who cannot afford them, a coercive Medicare program, and cost-shifting that coul,j 
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 
protr..cts the integrity of the program, ~ands not reduces coverage, and protect! choice as 
well as quality and affordabllity. 

The Medicare Trust Fund is an important issue that needs to be addressed. in a 
bipartisan way in the context of larler health care reform.. To do that. you must first meet 
the requirements of the bud0;et law that Conpss pass a budget resolution. The April 15 
deadline has passed I and th(~~ American people arc still. waiting to see· the new Republican . 
majority fulfill this responsibility. If you really want to work together on the Medicare Trust 
Fund, you must first pass a budget plan that fully specifies how yoU plan to balance the 
budket and PlY for the proposed tax cu~. ... . . 

We hope that you will work hard to respond to these Issues. '!be Administration and 
the American people continue to a~t your proposals. 

n E. Panetta 
Chief of Staff 
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FOA'rNEY PETE STARK COMMITTEES:
ii 

THIRTEENTH DISTRICT. CAUFORNIA WAYS AND MEANSI 
DISTRICT OF COLUMBIACONGRESS OF THE UNITED STATES 

1 

HOUSE OF REPRESENTATIVES
'I WASHINGTON, D.C. 20515 

I 

I 
MEDICARE CUTS? LOOK WHAT 

I 

REPUBLICANS SAID LAST YEAR! 
I 
I 
I 

:1 

Dear Democratic' COlleagur: 

The Republicans are abouf, to try to cut Medicare $250 to $310 billion over the 
next 7 years. . ! . 

Last year all 14 RepublicaJ'Members of the Ways and Means Committee 
signed the following mino'rity views to HR 3600, the Health Reform bill: 

I 

'1 . . 


"The reimbursement levels of medicare have reached potentially 

disastrous levels, as IProPAC's current report underscores. . / 


ffAnyone who doubtl this only has to look at the current Medicare 

program for the eld~rly and the Medicaid program for the poor. . 

For more thana decade, Congress has cut back on payments to 

doctors and hospital~ until they no longer cover the cost of care 

for Medicare and Medicaid patients--and the additional massive 

cuts in reimburseme~t to providers proposed in this bill will 

reduce the quality 01 care for the nation IS elderly. If 


'i,; 

As you remember, HR 3600 did cut Medicare spending $157 billion over 7 
years but returned ALL th~ money to the health care system by insuring 
everyone (no more bad debt and uncompensated care for doctors and . 
hospitals) and providing sJniors with a prescription drug coverage and better 
Medicare benefits. The Republican cuts won't go for Medicare improvements 
or health care reform--they will just be cuts. 
·1 .. 

We should all remind the ~epub1icans--often--of what they said last year. 
:! 

Sincerely, 

Pete Stark 
Member of Congress 

i . 
.@ Printed on Recycled Paper. 



MEDICARE !TRUST FUND SOLVENCY PROBLEM 

I
" I 

Unlike the Republicans, This is Not a Problem Democrats Just Discovered. The President, his 
I 

Administration and the Democrats~ave 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 Iby three years. Furthermore,' in the context of broader ref~rms, the 
Administration's proposal would h~ve extended the life of the trust fund another 5 years. The 
Republicans rejected each and ev~ry initiative that would have strengthened the Medicare Trust 

Fund. II . 

I 
The Medicare Trust Fund is .a LJng-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 add'ressed. It needs to be addressed thoughtfully, outside the budgetary 
process, and independent of partisa~ politics. 

. i . 

In Contr3st to the Democrats, thi Republicans Have Just Discovered this Issue. In the last two years, 
all the RepubliCails have done has t?een to oppose our efforts to improve the Tru.st Fund. As a matter of 
fact, the only proposal they have put forth (their tax cut for the highest income seniors -:-- the top 13 

, I '. 
percent) actually exacerbates the prpblem. , 

Ii 

The Republicans are Using the ThIst 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 

I . , 

tax cuts for the wealthy and to fUlfi" their C<\mpaign promises. 

When they Finally Put Forth a Detailed Budget and, Commit to Dealing with Medicare in the ' 
Context of Serious Health Care Iieform, the President Stands Ready to Work Toward a Real' 
Solution: Currently, the issue of ~edicare 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 promisl;!s.'I' 

When Republicans finally put forth, a budget that is detailed and makes clear they ,are not slashing 
Medicare to pay for tax cuts, the Piesident stands ready to work with Republicans to address the real 
problems facing the Trust Fund and the American people in the health care system. .

I' . ' 
:1 . 

I 
,I 

i 

il 



I
Ii
I 

REPUBLICAN MEDICARE CUTS 
I 

.1 

Republicans are conside~ng 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 djsabled.· . 

I, 
COERCION INSTEAD OF CHOICE: Managed care simply cannot produce anywhere near 
the magnitude of Federal savingJ being suggested by the Republicans without turning . 
Medicare into a fixed' voucher ptogram. 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 1 and limited voucher, beneficiaries would have to pay far 
more to stay in the current Medicare program if large savings are to be realized. That's not 
,choice, that is financial coercion] '. . 

Ii 
i . 	 . 

ADDING TO ALREADY HIG~ cosrs FOR SENIORS: Today, despite their Medicare 
benefits, health care consumes major amounts of older Americans' income. According to the 
Urban Institute, the typical Meditare beneficiaries already dedicate a staggering 21% (or 
$2,500) of their incomes to pay for out-of-pocket health care expenditures. ' 

. '1 . 

$3,100-$3,700 Out-of-p,ocket Payments: If the Republican cuts ($250 billion to 
, 	 $305 over seven years) Me evenly distributed between health care' providers and 

beneficiaries, the cuts w06ld add an additional $815 to $980 in out-of-pocket burdens 
to Medicare beneficiaries Iin 2002. Over the seven year period, the typical beneficiary 
would pay between $3,1jO to $3,700 more. . ' " 

Reduce Half of Social ~curity COlA: The Republicans say they aren't cutting 

Social Security, but thesel 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 eater up by the increases in Medicare co~t sharing and 

premiums. In fact, aOOutl2 million Medicare beneficiaries will have all or more than 

all of their COlAs consl;lmed by the Republican beneficiary cost increases . 


. $40-$50 Billion in Cost+Shifting: Assuming the other half of the Republicans'cuts 

go to providers, hospitalsl physicians and other providers would be targeted with 

between a $125 billion t6 $150 billion cut over seven years. In 2002 alone, a $33 

billion cut in providers w:ould be needed. Even if only one-third of Medicare provider 


. cuts overall are shifted opto other payers (an assumption consistent with a 1993 CBO 

analysis), businesses and lfamilies would be forced to pay a hidden tax of $40 billion 

to $50 billion in increas~? premiums and health care costs between now and 2002. 


il . 	 . 
Rural and Inner City H:ospitals At Risk: Cuts of this magnitude, combined with the 
growing uncompensated ¢are burden (which would be further exacerbated by Medicaid 
cuts and increases in the; pumber of uninsured), would place rural and inner-city' 
providers in jeopardy because they have limited or no ability to shift costs to other 

I 

payers. As a result, quaHty and access to needed health care would be threatened. 

I 
I 



'I 
I 

THE REAUTY OF MEDICARE GROWTH , 
d 

• 	 Despite the current rhet6pc, Medicare expenditure growth is comparable to the growth 

in private health insuranCe. 


I 	 . 
Under Administr~tion estimates, Medicare spending per person is projected to 
grow over the ne~t five years at about the same rate as private health insurance 
spending. Under iCBO estimates; Medicare spending per person is projected to 
grow only about one percentage point faster than private health insurance. 

I 
.. 	 So, unless Medi9rre 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.

I 
I 

MAJOR BURDEN ON RURAL 'AMERICA 

I 
• 	 Reducing Medicare payments would dIsproportionately harm rural hospitals. 

i 

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

Ii 

Significant cuts in Medicare revenues has great potential to cause a good number of these 
hospitals, which alr~ady are in financial distress, to close or to tum to local taxpayers to 
increase what are alteady substantial local subsidies. ' 

I 
Rural residents are fuore lilcely than urbanresidents to be uninsured, so offsetting the 
effects of Medicare cuts by shifting costs to private payers is more difficult for small mral 
hospitals. ,I.. . . ' 

Rural hospitals are clften the largest employer in their communities; closing these hospitals 
will result in job loSs and physicians leaving these communities. 

'I . 
i 

UNDERMINES URBAN SAFETY NET 
,I 
,: 

• 	 Large reductions in Medicare payments would have a devastating impact on a significant number 
I 	 . 

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. 



Ii 
REPUBLICAN MEDICAID CUTS 

,I 
Republicans are considering cutting federal Medicaid funding by $160 to more than 

I 

$190 billion between 1996 and 4002. 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 h~rt, who will lose coverage and who will lose benefits if $160 

I 
to $190 billion are cut from a program that provides critical health care services. It also 

ignores the fact that 3 to 4 perc¢nt of program growth is for the increasing number of people 

being covered, without which mplions more Americans would be uninsured. 


,r 
• 	 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 lare spent on services for elderly and disabled Americans. 
Without Medicaid, workihg families with a parent. or spouse who need long-term care 
would face nursing hom¢ bills that average $38,000 a year. 

. . :1 	 . 
• 	 MANAGED CARE SAVINGS NOT NEARLY SUFFICIENT: Savings from 

managed· care cannot proauce anywhere near the magnitude of cuts proposed by the 
Republicans. Two-thirQ~ of Medicaid funds are spent on the elderly and disabled, and 
there is little to no evid~nce that putting them in managed care can produce savings. 
And. because the baselim~ projections already ass~me 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. 

. 	 I 

• 	 FLEXIBILITY CAN'T MASK DEEP CUTS: Republicans defend these cuts by 

saying that what they ard doing is giving added flexibility to states through block 


.1 	 . 
grants. . Issues of flexibi.1:ity 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 priQrities ---' and that's unrealistic. . 

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

• 	 5 TO 7 MILLION KID,S WOULD LOSE COVERAGE; and 
• 	 800,000 TO 1 MILLION ELDERLY AND DISABLED BENEFICIARIES 

• ~ I 

WOULD LOSE COVERAGE; and 
• 	 TENS OF MILLION U,OSE BENEFITS: All preventive and diagnostic screening 


services for children, hOme health care and hospice services would be eliminated - ­

as well as· dent~l care it'lthe $190 billion were cut; and 


• 	 OVER TEN BILLION IREDUCED TO HEALTH CARE PROVIDERS: Already 

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


I 
:1 
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GOP Disaster 
I 

_ _ .:I

Over Medtcare
; I 

. By PETER J. F'ERRARA I 
The Republicans face a potential pOlit­

ical disaster over Medicare. Th~ reform 
plan developed over the pasf iseveral 
weeks at the House and Senate staff lev. 
els would impose penalties elderly 
Medicare beneficiaries unless choose 
to receive their health care fro'm health 

. maintenance organizations. The plan 
would then squeeze Medicare pa$Ients to 
the HMOs and let the HMOs ration retiree 
health ~are. . ! 

If this sounds familiar, it should. It was 
the essence of the Clinton health plan last 
year. the most decisivelyrejectea idea in 
American pOlitics since slavery. I . 

But it gets even worse. ThJ current 
staff proposals would increase ,Medicare 
premiums paid by the elderly, already to-. 
taling $1,100 per year for a couple. These 
Medicare premiums are deducted directly 
from Social Security checks. The planned 
premium increases would consequently re­
duce net Social Security payments. Politi­
cally, this would inevitably be seen as a cut 
in these benefits. directly contrary to re­
p~ated Republican promises tOi ieave So- ­
clal Security alone. ' : 

The political impact can be s~en in the 
fight over catastrophic health insurance in' 
the late 1980s. Congres~ at that ,time in­
cre~sed Medicare premiums on the elderly 
to fmance added Medicare benefits. The 
result was a political firestorm that forced 
the repeal of both the added premiums and' 
the added benefits. Unfortunately, some 
Republicans in a position to pose as reform 
strategists now want to adopt. 'the same 
premium increases, but without the added 

r~opurchase private coverage reflecting
what they would need to buy'it. In con­
trast, those who are younger and healthier 
would receive less, reflecting the lower 

' 	amount they would need to buy private 
coverage. Each retiree would be perfectly 
free to. stay in Medicare and not ch.oose 
any pnvate coverage. 

Under the .MSA option, each retiree 
could devote his or her share of Medicare-
funds to the MSA, as well as the amounts 
that ~ould have. been paid in Medicare 
premlU~s and pnvate Medigap insurance. 
The retIree could ~lso cont~ibute the funds 
that would otherwise be paid out of-pocket 
for health care, estimated by the Ameri­
can Association of Retired Persons to be 
abo~t $1,500 per year for each retiree. Ac­
tuanes have calculated that funds from 
th~se soyrces would be. sufficient to buy 
pnvate Insurance covermg:all health ex-. 
penses over a $3,O~0 .deductible, with more 
than enough remaining to put $3,000 in the 
MSA. The MSA funds would then be used 
fO pay for expenses below $3,000. Whatever 
~SA funds the retiree did not spend by the 
_~nd of the year could be withdrawn and 

- used for any purpose. ' 
. Employers have already begun adopt­
~ng MSAs around the country and are find-
I~g that the powerful cost control incen­
tlves they provide sharply reduce their 

. health expenses. MSAs would produce 
~uch the same savings for Medicare. help­
m,g .the p,rogram to hold expenditures
wlthm available revenues. . 

The final' component of the reform 
would be to add an up-front deductible to 
the program adjusted each year to ensure 
that, costs for; those staying within 

,Medicare do not exceed available rev­
enues. This would reduce Medicare ex­
penditures for .the smaller, routine ex­
penses that coul~ be managed by most of 
the elderly, while maintaining essential 
coverage for higher expenses. The poor 
would be exempted from these increases 

benefits.' , I .• an.d the .rest of the elderly could purchas~ 
House Speaker Newt Gingrich whose 

staffers are among the few whoh~ve rec­
ognized these problems, pulled tpe Repub­
hcans back from this course last,week. He 
effectively called for the development of a 
new plan outside the budget pt()cess that 
~ould leave manage.d care as just one op­
tIOn amo~g n:any..' . ; 
. Mr. Gmgrlch [low seems to :be leaning 
m favor of a proposal alreadYdeveloped by 
f:-ee-market and conservative lorganiza­
tIOns,led by the National Center, for Policy 

_AnalYSIS m Dallas. The essence of that 
proposal is to allow the elderly to withdraw 
their share of funds from Medicare in-
eluding Parts A and B, and purchase their 
coverage from any alternative private 
source they may prefer. The private op­
hons would i{lclude Medical Savings Ac­
counts (MSAs), HMOs, emploYer health 

. plans, or any other private insu'rance. 
The share of Medicare that each elderly 

retiree could withdraw to purchase private 
coverage would be limited to grow no 
faster than Medicare revenues, averting 
the program's impending financial col­
lapse. Each retiree's share ot Medicare 
would also be risk-adjusted to reflect his or 
her age, geographic area and health risk 
Consequently, those who ar~ Io)d~r and 
-- .' .. _ ..... ,~ ____ :_. _____ '_-I v __,,____ 

pnvate Insurance to cover it to the extent 
they desire.. ­

The d~ductible inc~ease is more politi­
cally feaSible because It leaves the funds in 
the hands of the elderly, and they choose 
when and how to spend it. By contrast, in­
creased premiums hand more retiree 
funds over to th.e government, with the 
gover~ment making those decisions. 

T~ls pr~p?sal .solves the Medicare fi­
nan.cmg cnSIS, With huge overall budget 
savmgs, -essentially by giving the elderly 
dlr~ct control over the program's funds. 
Retirees can consequently profit by wise 
use of those funds. By avoiding unneces­
sary expenses, they can each pay them­
selves a large rebate each year under the 
MSA option. When they get sick, this re­
form would allow them to escape the in­
crea~ing rati?ni~g of health care under 
MedIcare. which IS reducing the quality of 

, care and access to care for the elderly. In­
stead, they ~ould be free to choose the 
~octors, hospitals, treatments and bene­
fits they want. These and other benefits of 
the plan would make the necessary reduc­
tjon~ in program expenditures politically 
pOSSible. 

. Mr. Ferrara, senior fellow of the Na­
tzonal Center jor PoliclI Anal.lIsis. is based in 
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Medicare Proposals Raise .Questions-and Anxiety 

By LAUHlE MCGINLEY 

Slaff R<!'porlcr oj TnI-: WAI.L STHEwr JOUIlNAL 

>-11 House Speaker Newt Gingrich's pledge this past 
,;; . 'weekend to drastically slow the growth of Medicare spend­
..., ing over the next seven years engendered new concems 
~ among those enrolled in the program. 
~ No matter that Mr. Gingrich 
Vl promised that Congress would keep the 
>-1 current system as an option for en· 
~ , rollees who want H. Many people are 

. tx:1. ~_non~l}ele~nxiojls:andJ:QIlfused about 
>-1 . the future oC the government health-in­
to.< surance program for the elderly. o 

Here are some answers to commonly· asked ques­
tions about Medicare: ~ 
Q
What does lhe budget debate mean to the 37 million Ameri­
~ cans who are enroiled in the program, and 10 the doctors

1-3
C! and hospitals who provide care? 

Specific Medicare changes will probably be 'debated 
A 	 for several months, but any substantial effort to curti 

Medicare growth is likely to affect everyone involved ~ 
in the system. White House officials have suggested 
that, as a result of the GOP drive to cut costs, benefi­
ciaries could end up paying an additional $3,000 or 

.~ 

~ more in out-of-pocket expenses over seven yearS-but:J critics say that number is based on faulty assump­
<.C 
u:: tions and is too high. ' 

It's safe to assume that beneficiaries would face 
some increase in costs-whether from higher de· 
ductibles and premiums or the imposition of addition­
al copayments. (The current monthly premium 
by Medicare beneficiaries is about $46.) 

Those electing to· move into lower'cost managed-care 
networks would probably be spared the extra expense. 

The Progress and Freedom Foundation, a think 
tank closely linkedto Mr. Gingrich, has developed a 
proposal that would reduce projected Medicarespepd, 

ing- by $250 billion over seven years by encouraging 
the Wider lise of managed-care arrangements and 
medical savings accounts. Under the plan, a tradi­
tional lee· for-service option would be retained for 
those who want it: but some services lhat are now 

fully-covered, such as home health vis, 
its and laboratory tests, would require 

. copayments by beneficiaries. 
Hospitals are bracing for proposed 

changes affecting capital expenditures 
and inflation adjustments for inpati~nt! 

:...procedures;-Doctors~are-likely-'1o~race:-a---
further decrease in reimbursement rates. 

In'remarks yesterday, at the Heritage Foundation, 
Rep. William Thomas, chainnan of the House sub­
committee on heaHh, said his panel would develop 
Medlcare-refonn recommendations that used a "bal· 
anced, shared" approach to shore .uP the system 
among beneficiaries and providers. And he said that 
down the road, Congress would have to consider rais­
ing the eligibility age for Medicare from the current 
65; the age for full Social Security benefits will rise 
gradually to 67, beb>inning in the year 2000. 

QThere is a lot of talk aboui moving the elderly into managed-
care or similar arrangements. But didn't Speaker Gingrich say 
that no one would be forced into making such a change? 

, AYes, the speaker and other Republicans, mindful of the 

political sensitivity of the freedom-of-choice issue, have 
repeatedly said the elderly won't be forced into man­
aged'care or "coordinated care" networks. But they 
say many of the elderly will voluntarily make the 
change to get the additional benefits offered by many 
health-maintenance organizations, including coverage 
for dl1Jgs and eyeglasses, Rep. Thomas said flatly yes' 
terday that those among the nation's elderly who opt to 
stay in the traditional, fee-for-service program proba­
bly would be required to pay more as the cost of the 
prof,,'T<l1l1 increases. 

QIs it true. as the Republicans say. that Medicare is in financial 
trouble and needs a!1enlion? 

' , 
AYes, Last month, the Medicare system's truslees 

. 

warned that unless chang-es are made. tile hosri lal in 

sur-alice Irllsl fund will he insolvent by :wn2. 


Hut, some Democrats argue tlial !tIC extrerrl(! 

gency Ir1 fiXing Medicare has been 

~he GOP for political and budgetary reasons. 

that last year's lnlstees' repor1, which was Similar to 

tillS year's, didn't stop tile Ecpublicans from blocking 


,ildr11lnlstratlOn . effor.!s...,JQ makc-:.'l!!~j.o.!:..}ledl~m; _.:.:..:..::~ 
changes as part of comprehensive health reform. I,. 

Karen Davis, president of the New York,based says. 
,Commonwealth Fund, contends that the insolvency 

Q:projections are "highly uncertain" and extremely 
scali nsenSitive to economic and health-care trends. 
grOWlThere is little doubt, however, that Medicare faces a 
sive IIlong-term funding crisis, especially as the baby-boom 
and Iigeneration begins to reach elig-ibility in 2010. Action 


needs to be taken to shore up the progTam, and the 
 vatel: 
sooner the better, many analysts say. "Any delay will reven 
require more dramatic cuts and proi,'Talll changes in A: 
the ~lIture," says June O'Neill, director of the Congres· 111 tiC h 
siondl Rudget Offtce. compQAren't waste, fraud and abuse a big part ol.Medic3re's prob- anal) 

wOlll(lem? What's being done aboulthaP 
theyNo one knows exactly how much is'lost each year to 
buyA 	 waste. fraud and abuse, but the General Accounting 
man)Office, in an admittedly rOllgh estimate, puts the 


number al around 10% of the program's total budg-et. 

Last week, President Clinton announced "Operation 

Hestol'e Trust," an intensive effort to ferret Oil! fraud 

in five states- New \,o'rk, Florida, Illil1ois, Tex;ls all(1 

California that together have liearly 40% of all 

Medicare and Medicaid recipients. The GAO said last 

week that ailuse of 'Ihe Medicare !l1'Oi:ram's billini: 


I)ICII~I' '/ilm Iv FilY!? HI), I., "111111111 .j 



Q: What about the 'argument thai 
scaling back the rate of i\ledicare'spending 
growth v.'ithoul first passing comprehen­
sive health-care reform will cause doctors 
and hospitals to raise prices for lhe 
vately insured patients to make up for 
revenue'! 

i\: So-called COSI shifting has become 
much more difficult in the current highly 

cost-conscious environment, 
say, "Five yeJrs ago, people 

shift costs," Mr. Scully SJYs, "Now, 
they tend to layoff nurses or do.ctors, or 
buy less efluipment. There jllst rtren'l 
many people 10 shift the costs 10," 
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MEMORANDUM, 

To: Distribution 

From: Chris Jennings. 

Date: May 8. 1995 'I ' 

Re: Panetta letter to Dole antl Gingrich 'on Tax CutslMedicare ' 

In case you haven't alrJdY seen it. attached for your information is the letter Leon 
, Panetta forwarded to the Hill l~te this afternoon, challenging the Republicans to provide an 

assurance that no Medicare cut~ would be utilized for tax reductions for the well-off. ' We are 
sending it to you so that you cah be prepared for any questions about it and the 
Administration's position on the' funding of tax cuts. 

,[ 

,I
I 

': 



,
II THE WHITE HOUSE: 
I 

,[ WASHINGTON 

:1 May 8, 199.5 
1 

, :1 
The Honorable Newt Gingrich 
Speaker 'j 
United States House of Rep~sentatives 
Washington, D.C. 20515 ~ i 

I 

Dear Mr. Speaker: 	 'I 
;1 

I 

'-- , This week both the libuse and Senate Budget Committees are reported to be laying 
down budget plans that include Medicare cuts totalling between S2S().$300 billion. As the 
President stated. at the White!House Conference on Aging, while the status quo is not . 
acceptable, we also must ma.F sure that we are dealing with Medicare and the Medicare 
Trust Fund in the right way~ I The right way to address such health care issues is to ensure 
that the steps we arc taking ~ot only control costs but also expand coverage, preserve choicet 

and ensure quality and affo~able health care for our people. 
I 

The wrong way, as Je President stated, is to use Medicare and Medicaid as a bank to 
, pay for tax cuts for well-off :Americans. Re&ardless of what budget or accounting devices 
are used, it is clear that curr!ent proposals wOllld mean that Medicare and long-tcnn care are 
b~g cut dramatically in orCfcr to ensure that there arc enough savings to fund a huge tax 
cut. It is unwise and unfair ito ask senior citizens to bear the largest cuts in history in 
Medicare and long-tenn care in order to free up funds for a tax cut for our most well-off 
Americans. How could we ~ustify asking hundreds of thousands of families to lose their 
long-tenn coverage and tens; of millions of seniors to pay thousands more in out-Of-pocket 
costs at the same time we give the top one percent a $20,000 tax cut and allow major 
corporations to pay no tax Whatsoever?, ' , 

;1I' 

The only way to gu#a,ntcc that historic cuts in Medicare and Medicaid are not 
funding tax cuts for the wc#lthy is to drop such tax cuts now, clearlyand.unequivocally_ 
Only when you have propoSed and passed a specific budget that explicitly rules out tax cuts 
for the wealthy and ensuresi that health care savings are part of a sensible overall health 
refonn effort that works for everyone, can we stan the vital discussion of how to secure 
health care and responsible; ~deficit reduction for the future. 

I 
I 

jl 	 .•

!I Sincerely. 

;i -ss&;>

i~E. Panetta 

,., 

I Chief of S taif 
,I

I 

. ~ e 1"'1 ~ t~l 0", T'I I M ~ 'I f 
,I T 1\ I 
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THE WHITE: HOUSE 

WASH I NGTON 

May 8, 1995 
II 

The Honorable Robert Dole Ii 

Majority Leader : ( 


. United States Senate _!! 

Washington, D.C. 20510 :1 

Dear Mr. Leader: Ii 
II 

This week both the House and Senate Budget Committees ~ reported to be laying 
down budget plans that inclUde Medicare cuts totalling between 5250-$300 billion. As the 
President stated at the Whi~ Hou~ Conference on Aprig, while the status quo is not 
acceptable, we also must ~ sure that weare dealln~ with Medicare and the Medicare 
Trust Fund in the right wayl The right way to address such health care issues is to ensure 
that the steps we are taking; inot only control costs but also expand covera&e, preserve choice, 
and ensure quality and affo~le health care for our pcople~ ­

The wrong way, as i~e President stated, is to usc M~care and Medicaid as' a b~ to 
pay for tax cuts for well-o~ Americans. -Regardless of what budget or accounting devices 
are used, it is clear'that curirent proposals would mean that Medicare and long-term care are 
being cut dramatically in o~der to ensure that there arc enough savings to fund a hu,e tax 
cut. It is unwise and unfili to ask senior citizens to bear the largest cuts in history in 
Medicare and long-term cale in order to free up funds for a tax cut for our most well·off 
Americans. How could w¥ justify asking hundreds of thou~ds of families to lose their ' 
long-term coverage and tc~s of millions of seniors to pay thousands more in out-of-pocket 
costs at the same time we tive the top one percent a 520,000 tax cut and allow major 
corporations to pay no tax'/whatsoever? 

The only way to gkrantee that historic cuts in Medicare and Medicaid are not 
funding tax cuts for the w¢aIthy is to drop such tax cuts now, clearly and unequivocally. 
Only when you have proppscd and passed a specific budget that explicitly roles out tax cutS 
for the wealthy-and ensur~~ that health care savings are part of a sensible overall health 

, reform effort that works ~6r everyone, can we start the vital discussion of how to secure 
health care and responsibl:rdeficit reduction for the future. 

- :1 
Ii' 

E. Panettail Chief of Staff 
I 

~asnou al~UM aUf , 11~: P l ~ _ _ , 
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POINf'S ON MEDICARE AND MEDICAID . 
I':I . . 

10 SEPARATE ACCOUNTS ;9R BUDGET RESOLPTION CANNOT MASK THE 
FACf THAT THE HOUSE REPUBUCANS WOULD NOT HAVE TO CUT 
MEDICARE BY $300 BILUON IF THEY WERE NOT PAYING FOR A 5345 
BILUON TAX CUT: Republip.n proposals for separate accounts can't hide the fact that 
they are making cuts in Medidsre that would not be necessazy if the Republicans did not have 
'to pay for their large tax cuts ~~r the wealthy. (Currently •. according to the Treasury 
Depar1:Dlent their tax cut costs ~34S billion over seven years. The Republican Joint Tax 
Committee has estimated higbet costs) As long as Republicans have a $345 billion tax cUt, 
they cannot claim that they hav:~ to cut Meclicare by $300 billio~ either to balance the budget 
or to shore up the Medicare Trust Fund. They could easily use redirect the savings 'they are . 
using for the tax cut to the Medicare Trust Fund. . ,

,I
:1 

The Republicans are say;ing that cuts in RepubliCUJs are like a family that teUs you 
they are Iowan money and theihforc have to cut their children's health care, while they have 
$20,000 special accoUnt put aw~y for a Hawaiian vacation. Most people would say why don't 
you use some of the 'special va~tion account before you cut your kids health care. 

:1 
Gingrich continues to sta~e ,that they' are evezy penny of Medicare changes are for 

Medicare. That is a pUIposely nilsleading statement. The House Republicans clearly need the 
Medicare savings as a key part ~f their savings for tax cuts and hitting a balanced budget by 
the year 2002. Indeed, Gingrich~s spokesperson Tony BlaDkley candidly admitted "At the end 
of the process, whatever solutio& are reached on Medicare will be part of the budget's 
bottom line." Washington fgst. way 2, 1995 (See attached) 

1\ 

New York Times:: "Little Meaning'f: As the New York TImes said, "The 
Republicans willa~opt new budget rules setting Medicare "off budget" and 
asserting that no &15 in Medicare could be used for anything but to shore up . 

• 1 • 

the Trust Fund. ~ a practical matter. this has little meaning. When the deficit 
is calculated. off budget items are counted the same as others ...• The 
Republicans will SI~lill have to propose large cuts in projected spending for 
Medicare if they ~~pe to balance the budget." (see attached) 

:1 
2. THREE TIMES THE IAR~EST MEDICARE CUT IN HISTORY: As US News & 
:World Report stated, the Republidan proposals would be three times the largest Medicare cut 
in history. Unlike the Clinton h¢~lth care plan. none of the savings are plowed back into 
health care benefits. ' ! \ 

3. NO PROOF THAT THEY CAN GET SUBSTANTIAL SAVINGS FROM' MANAGED 
!!CARE: d 
':" 
!I 

Medieare and Managed ~are: Because: Republicans are simply ttying to fill arbitrary 
health care savings targets; ~hat they need to hit to fulfill their campaign promises, they 
are arguing that they can g~t substantial benefits through managed care savings. While 
manage care can bring soJ#c savings over the long run, the Republicans have no proof 

:\ 
I 

' 

\1 

\1 

:1 
;\ 
II 
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or support for the savii.lgs they claim. Even Republican appointed CBO Director lune 
O'Neill has been unwilling to say there are substantial savings through managed care 
in Medicare. 

,Ii 
:I ' 
II 

Medicaid and Manage~ Care: Concem~ng, Medicaid, the numbers speak for 
themselves~ Savings frC)In managed care can:oot produce anywhere near the magnitude 
of cuts proposed by th~ \Republicans. 1Wo-thirds of Medicaid funds are spent on the 

, elderly and disabled, an;~ there is little to no evidence that putting them in managed 
care can produce savings. And because"tbe,baseline projections already assume that a 

" " 

growing number of motpers and children on Medicaid will be in managed care plans, 
there are little additional! savings left in the rema:ining one-third of the program.

I: ' 
4. ARE WE JUST CUTI1NG\GROWTH RATES OR BENEFITS AND 
BENEFICIARIES: Gingrich *"equently points to slowing down the growth rate,to imply 
that Medicare and Medicaid can: be cUt in a painless fashion. Yet, there is 3.8% annual 
growth in Medicaid (over 5% annual growth in the elderly and disabled category). If 
Republicans su~ with a 5% leap, it would limit inflation to about 1 % per pexson -- a 
severe real Cut each year. HCFA estimates that this would lead to 5-7 million less 
children covered and 800,OOO~!t .rnillion less disabled and elderly, often in nursing homes. 

!\ . ? . , 

Medicare growth per perSon is very close to the' per Person costs in the private sector. 
While there may be savings in M,edicare, so unless there is real health care refonn that lowers 
costs overallt or lowers costs in ;ihe public health care system better than the private sector 
system, the elderly will be getting fewer benefits or paying mare costs. That is why evCll if 
you assume that only half of the; :projected Medicare cuts go to beneficiariesJ this would cost 
the average Medicare recipient b:~tWeen $3100-$3700 oVer seven yeazs, and around $900 per 
year out-Of-pocket by the year ~OO2.· . 

Ii 
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!I 
MR. CHAIRMAN AND MEMBERS OF THE COMMITT'EE: 

;1 
I' 
!i 

:j 
': 

'I '. 

Thank you for theoP1ortunity to testify before you on the Hospital Insurance (HI) 

" ..' II 
r Trust fund. I 

. 'I 

Ii
I 

Before I begin that dis~ussion, let me call the Committee's attention to a matter in 
, I,. ' , 

which I know you have a grJ~t interest. 


I 

;1 
I 

Last week; at the Whit~ House Conference on Aging, President Clinton 
II 

announced that as part of th~1 Vice President's Reinventing Government initiative, the 

Administration has formed a i~ulti.stateeffort to identify cases of Medicare/Medicaid
II 


frau'd, 'and to prosecute and ~unish those who willingly cheat the government 'and 

I ' 


,victimiie the public. il 

I 

i , 

We call it "Operation !Restore Trust. l
! This is the first step in our aggressive plan 

to reduce fraud, waste and aJuse in the Medicare and Medicaid programs. We will 

shor~ly be sending you a leg~llative proposal to insure strong inv~th1ents for this effort. 
, :I ' 

We look forWard to bipartis~h SUPfJ0rl (or this important legislation. 

:1 
I 

the first step we've JeadY taken is an unprecederited partnership of federal, State 
.j 

and private agencies in five ~tates with nearly 40 percent of all Medicare and Medicaid 
: ' r , 

Ii 

beneficiaries: New York, Fl6rida, Illinois, Texas and California.
'I . 
I ~ 

I 


I 

I 

!I 
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For every dollar we spend on Operation Restore Trust, we will save six to eight 
I ' 

, ' 

dollars in reduced spending ~ihd court awards. It is an effort that makes fiscal sense an'd 
. " .! . 

will assure all Americans thatiwe will not tolerate these crimes against our seniors. 

I 


I 
i 

It includes a vo'untaryldisdosurp. J1ilot program that will allow companies to Come 
i 

forward with evidence offraud or errors they have discovered within their own 
I 

organizations. 

i 
I 

Participation by the pJblic, indudill)5 pliy:;iLidns and beneficiaries, will be crucial 
, I ' , 

to the success of Operation Restore Trust. A special Hotline for the publk to re'port fraud 
I, 

and abuse will be put into effect later this month. 
, Iii 

i 
Our responsibility to ~ur seniors is one that this Administration takes very 

j 

!:Ieriously. Operation Restore! Trust is pnrt of th.:lt responsibility; the solvency of the,I ' 
Health Insurance Trust Fund !iS another. 


I 


I 

Mr. Chairman, turning to the matter oftoday's hearing, I want to quote the great 

words of Franklin Delano Rdosevelt, who gave voice and vision to America's ue-sire to 
f , 

I 

provide income and health sieclirity to older Americans. 
, I 

:/ 
I 

. I' 
Roosevelt once wrote/ that, as Americans, "we always hope ... there is a better life, 

. I 

a better world, beyond the Horizon." 

I 
I 

:1 
i 
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I . 


It is reaching that hori~on - and protecting our older Americans - that brings us 

here today. < ' 

,II 

I 
As you know, my fell6r Medicare Trustees and I recently rep<orl~ Lhallhe HI 

I 
Trust Fund will hf! rif!pleted i!~the year 2002. 

i 

I
I . . 

The Clinton administration believes that this is a major problem that deserves. 

serious bipartisan attention. ! . . '. < 

i 
I 
I < 

. I·.· . 
Let me begin by describing the HI Trust Fund and the serVices itsuppdrts for 

Iolder Americans. 

I 

The HI Trust Fund Pri~arilY pays for in-patient hospital care and also covers 

expenditures for home healtH services, skilled nursing care, and hospice care. 
I 

I 
I . I . 

In 1994, it paid for $1104.5 billion dollarsin services for 32.5 million aged and 4 

i 

million disabled beneficiaril:!s. 
I 

I 
I 
I 

The Irust Fund is fint:l;nc:ed primarily by ~ayroll taxes: Employees contribute 1.45 

. percent of wages, and there ,is a matching contribution by employers. 
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However, in the years Ito come, Trust Fund expenditures are projected to rise 
. . I 

more rapidly than Trust Fundi revenues .. 

ThiS is because of a current and anticipaled im.:n:!C1se ill the nurnber and 
I 

. . f . d' I ,II me servICes.comp eXlty 0 Ica 
. :! 

,l 
i 

Driving the expected i~balance between expenditures and revenues is the
I . 

. I 
I . 

demographic shift that will occur with the aging of the baby boom generation . 
. ! . 

:1 

As that shift occurs, a. ,arger per\=eritage of our population, will be eligible for' 

Medicare, and a correspondi~gly smaHer percentage ~ill pay the taxes that support the· 

Trust Fund . 

. What does this mean? The 1995 HI Tru!;tees Rp.f1ort rrojp.d~ roughly another 7 

years of solvency. 

The fund is exhausted in 2002. 

These are well-Uriders~ood trends: 
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Over the past 15 years) the Trustees have projected the date of insolvency to be 
i 

, anywhere from 1987 to 200s! and each year they recommend that Congress take action 

"to protect the fund. ' I - , 
,I 
! 
i 

When this President tdok office on January :W, 1993, hp. inherited an escalatingI . 
, I 

'deficit and a Medicare Trust fund that was projected to be insolvent in 1999. 
. , I 

I 
Twenty·seven days !at~r he proposed arid then helped to pass a historic deficit 

i 

reduction plan - [he Omrilbu~ Budget Recom.;ilidliun Act of 1993 (O'BRA 93) that 

, , I ' .' , 
ihdudp.d seve'ral strong policies to strengthen the economy and the Trust Fund. 

, 

Indeed, these proposals pushed out the insolvency date by three full years. 
i ' 

The fact is, any signifi~ant changes in Medicare - whether in the financing, 
i 

eligibility, benefit provisions ~r payment rates - will affect the entire health care system. 

, I 

I 
Therefore, this administration believes that strong action to avoid depletion of the 

! 

HI Trust Fund should not beiundertaken by looking at Medicare alone. 
. i 

I 

Instead, we must consider this issue in the larger context of health reform, as the, 

Trustees recommended. I' . , ' 
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We need an approach to protecting Medicare that is both bold and balanced. 

The President has repeatedly called for meaningful bipartisan action on health. 

reform. 

Some incremental measures have been proposed which may help buta.re far from 

sufficient. 

For example, we SUppOlt managed care as one of the choices available to 

Medicare beneficiaries. This Administration has been aggressive in expanding HMO 

enrollment by Medicare beneficiaries. And we are seeking ways to improve the choices 

for Medicare beneficiaries, including the development of a new PPO option. 

Over all, mun'lgcd care enrollment is currently growing at an average ·r~tp. of over 

1 percent per month over the last year. In addition, 74 percent of all Medicare 

beneficiaries have a least one managed care plan available in their area. 

However, we do not belieVe that financial coercion should be used to rorce 


seniors into HMOs. 


Neither do we bel ieve that managed care is the cure to all the troubles of the: 


. Trust Fund. 
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Even the Congressional Budget Office acknowledged that managed care will not 

achieve the savings required to maintain the Trust Fund's solvency, 

Medical Savings Accounts (M:>As) have also been suggested as a way to help the 
1 

trust fund. 

Generally, MSAs would replace Medicare with catastrophic.:only coverage. They 

would give beneficiaries tax incentives to Siive for all of their other health care expen~es. 

Usually that wouid amounllo tht! first several thousand dollar's per year. 

While MSAs might have some appeal to the young, healthy and wealthy, most of 

our sen iors are none of these. 

There also has been talk of Medicare vouchers. In such a scheme, Medicare's' , . I 

guarantee of coverage would be replaced With a check - of a fixed amount ~ that seniors 

would use to shop for insurance. 

Our concern is that vouchers have the potential of leaving our chronically iii 


seniors, who are the most vl.llnp.rahlp. and whose treatment is the most expensive, 


without effective coverage. 
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Letthere be no mistake, solutions focused solely on Medicare could cause great 

harm. let me give you a few examples: 

Reductions in payments to providers would have significanteffecb Of! lheir 


overall financial r:ondition. 


This is especially true for facilities whose patients are predominantlyMedicare' 


b~neficiaries or uninsured persons, whether located in inner cities or rural areas, 

" ,) 

In fact, large reductions in Medicare payments would have a devastating effect on 

. urban hospitals that already are providing adisproportionate share of uncompensated 

carE!.. 

large reductions. in Medicare payrr;ents could also pnc1angp.r rural hospitals. 

Nearly 10 million Medicare beneficiaries (25 percent of the total) live in rural' 

America where there is often only a single ho~pital in their county. 

these rural hospitals tend to be small and serve primarily Medicare patients. 
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Significant reductions in Medicare revenues will cause many of these hospitals~ 

which already are in financial distress, to dose or to turn to local taxpayers to increase 

.What are often substantial local subsidies. 

For example, in 1993-94, for S6 percent of rural hospitals Medicare payrrt'ents, 

were less than the hospitals' costs for treating their Medicare patientS~ For 29 percent of 

rural hospitals, their total revenues did not meet their costs. 

Rur<ll residents are more likely than urban residents to be uninsured, so the 

practice of offsetting the effects of Medicare cuts by shifting costs to private payers is 

mote' difficult for small rural hospitals. 

Moreover, rural hospitals are often the largest employer in theircomrnunili~s; 

closing them will result in job loss and physicians leaving these communities. 

Other providers may shift their costs onto payers who do not have the market 

power to negotiate advantageous rates. 

This means that ultimately many small businesses and individuals - those 

Americans who are already paying the highest health insurance premiums ..... will 

shoulder even larger shares of health care costs. 
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! ' 

Large cuts in Medicare could also hurt ben~ficiarie5 - about 75 percent of whom 

have incomes below $25,000 dollars.' 

For the tYpical beneficiary, outaOfapbcket health tu~ls r~w'eselll 21 jJercent of 


income. 


I 

Increasing out-of-pocket costs would be the equivalent of reducing their Social 

Security. Dr. Chater will provide ydU with rnore information about the intomeposition 

'of Sodal Se'curity rccipic'nts.
, , 

Attempts to restore the solvency of the Trust Fund cannot undermine our 


commitment to provide health security for older Americans .... right now arid in the 


future. 


Mr. Chairman, we cannot destroy Medicare in order to save it. 

The Administration takes seriously its responsibility to current and futu.reMedi'tare ' 

, beneficiaries to insure Lh~ )ulvency of the Trust Fund. 

, The Health Care Financing Administration (HCFA) continues to make many 

program changes to improve the efficiency of the Medicare system. 

" 
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As a result, on a per enroUee basis, Medicare grew at a slower rate than the 

private sector between 1984 and 1993 - 7.7 percent compared to the private sectorfs 

9.8 percent. 

Medicare continues to compare favorably with the private sector. 

For th~ years 1996 to 2000, CBO projects that the average annual per capita 

growth rate for Medicare will be 8.2 percent. This rate only slightly exceeds the groWth 

rate of 7.2 percent for private hC<llth insurance. 

As we address these issues, we must remember that Medicare does not stand 

alone.. 

It is an integral part of a larger hp.;;Jlth r:~re ~y~tem, as well as the federal budget. 

Therefore, the Congressional budget process cannot be divorced from the attempt to 

assure the solvency of the Trust Fund . 
.I 

We continue to insist Lhal incremental health reform - and riot tax cuts for 

wealthy Americans - should be the context for long-term solutions to the problems of 

the Trust Fund. 
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Last week, in his speech at the White House Conference on Aging, President 

Clinton challenged, aI' of us to put aside partisan differences and address the long-term 

needs of Medicare and Medicaid. 

He was very clear in s;.;;tying that he does not support the status quo. 

And he was equally clear in saying that he does not support proposals that will 

slash these programs and worsen the health care available to hard working American:' 

families. 

He emphasized that we must put the American people first. 

Let me quote the President when he said, "I will evaluate proposals to change: 

Medicare clnd Medicaid based on the issues of coverage, chnir:p., quality, affordabilit~ 

and costs." 

With these principles in mind, we look forWard to working with the CO'ngress;to 

develop lasting solutions to' Medicare's fiscal jJroblenls - to reaching for a horizon f~ 

which ~" Americans enjoy long-term health security. , 

. Thank you, and after Dr. Chater's statement, we would be happy to answer any 

questions you may have. 


