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COMPARING APPLES WITH APPLES
ON MEDICARE

By Stuart M. Butler
Vice President and Director of Domestic and Econom:c Policy StUdlES

The White House and congressional Democrats have attempted in recent weeks to draw a stark
distinction between the Medicare savings projected in the House-Senate Conference Budget Resolu-
tion and President Clinton’s budget plan; released in June. Americans are being told that while the
President’s plan seeks to achieve only $128 billion in savings over the next seven years, the Confer-
ence Budget Resolution seeks to achieve $270 billion in savings. Hence, the impression is created
that Congress intends to reduce projected Medicare spending by more than double the amount fa-
vored by the White House.

The facts are quite different. Because the “baseline” used by the White House is different from the
one used by Congress, the comparison made by the White House is the numerical equivalent of com-
paring apples with oranges. When the same baseline is used, the savings desired by each end of
Pennsylvania Avenue turn out to be much closer.

A baseline is a projection of spending under current law, usmg assumptlons about utilization,
growth of the eligible population, and other factors. There are savings in a Budget Resolution or a
White House budget if the spending targets in the budget document are below the baseline. Obvi-
ously, the level of saving will depend on who develops the baseline and what assumptions they use.

The reason the White House greatly exaggerates the difference in projected savings between the
Administration’s plan and that of Congress is that the White House uses a Medicare baseline devel-
oped by its own Office of Management and Budget, while Congress uses the baseline developed by
the nonpartisan Congressional Budget Office (which “scores™ all budget-related legislation). '

Even small differences in assumptions can make a significant difference in a baseline. For Medi-
care Part A, for instance, the CBO projects an average annual cost growth of 7.9 percent over the
next ten years, while the OMB projects the rate at 7.5 percent. For Part B, the CBO expects a 12. 3
percent growth rate, while the OMB projects only a 10.9 percent growth rate.

Because the OMB baseline projects a lower rate of Medicare spending under current law than the
CBO projects, the savings achieved by any particular budgeted amount for Medicare would seem
lower using the OMB baseline instead of the CBO baseline (or, in Washmgton parlance, a Medicare

“cut” looks smaller using the OMB baseline). FYiHs8/1995

Nothing written here Is 10 be construed as necessarlly reflecting the views of The Herltage Foundation
or a3 an ateempr 10 aid or hinder the passage of any bill before Congress.
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While there can be a debate about which baseline is a more - accurate forecast of Medicare spend-

- ing under current law, it is clearly very misleading for the White House to use one baseline to score
Congress's Medicare plan and another 1o score its own (especially when that suggests a lower “cut”
for the White House plan) ‘ :

For Members of Con gress and ordinary' Americans to compare the two budget proposals, it is thus

pecessary to provide a comparison nsmg the same baseline. Doing so, as the following chart indi-
cates, reveals that the projected savings are closer than the White Ho:;sc suggests.

. 4 Using the OMB baseline for the White House plan and the CBO baseline for Congress’s plan
wrongly implies that the White House wants to reduce future Medicare spending by $128 bil-
lion (FY 1996-2002), while Congress intends to reduce it by $270 bﬁhon (that i Is, by $142 bxl— .
lion more than the White House). 4

4 Comparing the two budget plans with the CBO basehm: however, indicates that the Wlute
House wants savings of $192 billion, not the $128 billion it claims when comparing its plan
with that of Congress. This makes the difference between the two plans just $78 billion over
seven years, not the $142 billion claimed by the White House. This difference is about half the
amount implied by the White House’s apples/oranges comparison.

4 If the two budgets are co:ﬁpared with the OMB baseline, it is Congress's savings which must
be revised down to reflect the lower baseline. Using this baseline means Congress’s savings
. amount to $205.7 billion (compared with $128 billion for the White House plan, usmg the

same basehne)

~ Comparison of Budget Plans:
Medicare Spending FY 1996 - FY 2002
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Projected Savings In Billions
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Intensive Care. We Must Save Medlcare and Medlcald Now ~

by Ross Perot

General Overview .

. The first three chapters pr0v1de an 0verv1ew of the Federal budget deﬁcrt and the Medlcare :
and Medicaid growth rates.

o Dlscusses OMB’s and CBO’s dlfferent deﬁcrt prOJectlons He refers to CBO s-as “more

pessimistic” than OMB’s.

> : Warns that reducing spendmo on Medicare and Medlcald could result in cost Shrftmg to
the private sector ' :

> - States that slower Medicare and Medrcald growth rates do not equal cuts, and he pr0v1des ;

. the following quote by the President whlch also makes this point:

Today, Medicaid and Medicare are goz‘ng up at three times the rate of inflation. We
propose (o lel it go up at two times the rate of inflation. That is not a Medicaré or
Medicaid cut. So when you hear all this business about cuts, let me caution you that that is
‘not what is gomg on. We are going to have increases m Medicare and Medzcazd cmd a
reduction in the rate of growth. N '

(from a spéech to'the AARP in Culver Ctty, CA on October S 1993)

> Recommends piloting any Medicare or Medicaid reforms ﬁrst to see if they work.. Also
states that we should not require that the same program be adapted thrmwhout the U.S. --
“what works in Miami may not work 1 in Seattle :

> 1t should also be noted that he uses a varrety of data sources (e g., OMB..CBO,
‘Representative Shays 1995 Hospital Insurance Trustees Report), making it difficult to -
compare across charts. In one case he even uses CBQ® and OMB numbers on the same

chart.
-
Medicare

> Chapters {our five and six mve a oeneral mtroductlon to Medl(:dre and tte problems facmg
the program. .

> Perot notes that the Trustees have forecasted the. rmpendmg bankruptcy of the HI Trust
* Fund for years. :

Short-term Medicare Reform

> - Perot outlinés possible short-term reforms, but he makes no specific recommendations.
‘ Instead, he provides a menu of possible optrons (see attached table). In most cases, Perot
_provides seven- year totals. However, tor several ofthe proposals, only five-year totals are -
"l\’Cﬂ
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> Staff put together one possible package, based on the most aggressive proposals' from
‘Perot’s menu for which seven year totals were provided or could be estimated. This
package would generate about $260 billion in savings over seven years. It should be noted

that these seven-year savings estimates are extremely preliminary since they are often

based on rough projections of five-year estimates. In addition, the seven-year savings
estimates do not take into account any interactions among the various proposals. These
proposals are h1gh1y mteraetlve thus the seven-year total probab y overestlmates the actual
savings possﬂ:)le

> Most of the preposa}s on Perot’s “savers menu” are targeted toward beneficiaries or
hospitals. '
Medicaid
> Chapters eight and nine discuss Medicaid and Medicaid reform.
> Perot depicts Medlcald asa program that 1s growmg out of control, but is essential as a
’ safetv net. . :
> . Perot high lights that children comprise 50% of the population, but only spend 15% of total

Medicaid funds. Fact Check: In FY 1993 children con?posed 309’ of the population, but
only spem’ 19% of total Medicaid funds’.

“» . Perot emphasizes that 67% 'of Medicaid expendiltures are for senior citizens and t_he
disabled, while these populations only account for 25% of Medicaid recipients. Fact
check: In FY 1993, the aged and disabled spent 6 7% of {ofaZ Medzcazd /unds and
comprised 27% of Medicmd recipients’.

The Problems - - | . , | B ' , ( ]

> - Perot highlights several problems in Medicaid \«vithout"providing specific solutions. '
»  Federal and State spending are expected to grow at an- unacceptable rate. Medicaid must

commuc to be affordable to Amerlcans

LA Perot cites asset transfer as one of the most expensive abuses of Medicaid.

. 'Proposals mcluded in the ¢ aﬂareséi';/e option: increase Part B deductible to.$150 and index it to Medicare cost
growth: 20% coinsurance on home health, SNF, and clinical labs; prohibit “first dollar” medigap coverage; set Part B
premium at 30% of costs; eliminate payment of bad debts; eliminate DSH immediately; reduce GME and IME; reduce
paymen{s to high-cost medical staffs: income-relate Part B premium. o

*Source: Urban Institute analvs{s of HCFA data, 1994 for The Kaiser Commission on the Future of Medicaid.
The “children” category only includes non-disabled children. Data excludes Arizona and U.S. Territories, accounting
adjustments, and admmlslratwe costs :

Shid,



Reform
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Perot targets DSH as an accounting scheme States have used, and largely attriAbu’tes the
growth in Medicaid to DSH cychng Perot notes that DSH must be studied and further
reformed.

L

Perot cites a GAO report that projects a 6% increase in Medicaid spending for every 1%
increase in the unemployment rate.

Finally, Perot lists drug users, alcoholics, smokers, immigration, and AIDS as conditions
that contribute to the costs of Medlcald He does not offer any specific solutions to
address these issues.

Perot lists several Medicaid reform ideas that should be studied and ahaly’zed; and possibly
tested on a limited basis. None of the ideas have savings (or cost) attached to them.

According to Perot, DSH reform should be siniple. No solution to DSH cvcling is offered, v-

Expanding the use of rural and urban community health centers might be one way for
Medicaid to improve quality and access while controlling costs.

Medicaid could become a voucher system. . The value of each voucher would be enough to
purchase private insurance or a managed care plan for basic health.

One alternative could be block grants, with an emergency fund. Differences in State
growth rates will need to be addressed. No specifics were offered.

Another alternative would be to give the federal government full control over the program.
States should still contribute to the cost. Again, no specifics.

Federal and State financing of Medicaid could be split into acute/primary care and long
term care, with the Federal and State governiments taking one pomon or the other. Itis
unclear, accordmn to Perot, tftns would save money.

More Medicaid recipients could be moved into manawed care. Perot cites TennCare asa
managed care program, but states that it is pxemature to label this program as a success or a
failure.

()
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Over the 1011g%term, Perot argues that two ehanges'in Medieare and Medieaid must occur:

Lono, -term_Reforms for Medicare and Medicaid

> First, Medicare and Medicaid need to increase the use of managed care.
Perot does not guarantee that i mcreasmg the use of managed care will control the rismg costs of
Medicare and Medrcaid He : says we will not know thrs until it is tested : :

. For Me.dieare, beneﬁciaries should be given a choice of health care plans, includingmanaged care
option(s). He notes that, for Medicare, the choice among plans should be made by the
beneficiaries, and not the government. He does not discuss, however whether incentives could be

- used to make lower cost plans more attractive. :

Perot inaccurately describes current Medicaid managed care enrollment, citing 15% of
beneficiaries are in managed care. As of June 1994, 24% of recipients were enrolled in managed
care. ' ’ '

 Perot also does not believe that the AAPCC is flawed. He states that “some studies show the
Medicare patients in managed care have the same health characteristics as the av eraEe
' populatron However, he does not provide cites for these studies.

. Second, Perot believes that we must change how Medicare and Medicaid are financed.
One possible financing mechanism Perot suggests is medical savings aeeounts {MSAs). -

At the beginning of the MSA chapter, Perot states that much oi the chapter 15 based on John
Goodman’s work Goodman 1s.a strong advocate of MSAs. ' ~ :

Perot srates that, with'an MSA, anindividnal v;fould have‘$0 in out-of-pocket costs because his/her

employer or, in the case of Medicare and Medicaid, the government would contribute the entire-

MSA amount (i.€., the entire deductible amount). This assumes that the employer/government

could use the savings from replacing the current comprehensive plan with a catastrophic plan to

fully cover the MSA. However, anal)sns indicates that employers probably would save much less
- on the catastrophic plan than would be necessary to fully cove er the high deductible.

Again, Perot does not wuarantee that MSAs can help hold domr the g ;,rowth ratcs or \/Iedicare
Medicaid. or, for that mattei the entire health care system. He recommends testmﬂ them to see
* what benef ts, if any, they can vreid ‘ '

. Conclusions .

> Discusses again the challenges oftoday ] somety, porming, out ehanges in urban Amcrica
modern medicme and technologv

»  Emphasizes personal responsibility.

> Finally, Perot states that just reforming Medicareand Medicaid will ot be enough. The
entire health svstem must also be strengthened. S :



Possible Medicare Savings' Proposals — Perot Menu

(S in billions)

~

5-yr Total . 7—)":? Total

Increase and index Part B deductible
20% home health, SNF, and lab coinsurance »
Prohibit Medigap from paying first $1;500

Part B premium:
$20 increase in 1999
30%
50%

Eliminate payments for bad debt

DSH:
Reduce to 5%, pay only to large urban hosp!tals
Eliminate immediately
Phase out

Reduce GME
Regiuce IME

-

High-cost medical staffs

Income-related Part B premium

Merge Part é&B

Pay 10% of recoveries to.beneﬁciaxies reporting

fraud and abuse

{ .
Increase eligibility age

i

iH

1

2/

2/
1/
Y

1/

I'I‘ota], Aggressive Plan

15.2
28.3 45.5
34.9 55.9
‘ 38
26.3 "46.6
1215
2.7
21.9
224 332
13.4 267
6.1
2L1. .
© 60
13.9 28.2
NO ESTIMATE
NOQ ESTIMATE .
NO ESTIMATE
260.5"|

Notes:

Savings shown are from the Perot book., Staff estimates would differ marginally.

‘1 Seven-year estimate done by staff based on Perot five-year estimate and the CBO Savers Book.
2/ Unable to estimate seven-year savings with the information given.

3/ The "aggressive plan” includes the highest-saving provisions for which: seven- year savings were prov1ded or could be projected.
The proposals included are highlighted in bold.- Adding up one combination of the savings estimates in Perot's book produces
$154 billion in savings. However, this LoLal is incorrect becayse it mcludes both five- and seven-year estimates.
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‘Medicare’s 30th Anmversary

GOP Tells Seniors to
Pay More/Get Less

o On the 30th Anniversary of Medicare, remember that Medicare
is @ Democratic priority. Democrats always have taken the lead
in protecting seniors and strengthening Medicare. The historical
record is clear: lf it had besn up to Republicans, Medicare
never would have been enacted.

@ Hepubhcans want to break the 30-year contract with seniors in
order to pay for tax breaks for the rich. .

@ Republicans are keeping their secret plan to cut Medicare under
wraps, but from the details we have it is clear that the conse-
quences of the GOP plan ara: Seniors pay more/get less.

Democratic Policy Committee , _ Tom Daschle, Chairman
United States Senate : 4 Harry Reid, Co-Chairman ~
~ Washington, D.C. 20510-7050 | o



“On‘the 30th’ Annivarsary of Medicare, remember Medlcare is

~ ":a'Democratic priority. Democrats always have taken the lead
B ) proiecnng senlors and strengthening Medicare. The his-

-uedlcare never would have been enacted.

July 30 marks the thirtieth anniversary of the signing of Medicare into law by
President Lyndon B. Johnson. The bill was signed in Independsnce,
" Missouri, home of former President Harry Truman, whose campaign for
national health care reform was the impetus for Medicare.

For 30 years Medicare has enabled Americans to receive quality health care
through their retirement years without risking their financial securlty— a
successful program of which Democrats can be proud.

The historical record is clear: Medicare is a Democratic priority.
President Truman offered several proposals to Congress.

President John Kennedy made health care for seniors an issue in his
1960 campaign and saw his plan defeatedin Congress. Overandover
again, Democrats attempted to pass Medicare legisiation. Over and
over again, Republicans votad overwhelmingly against it.

OnlyaftarDembcrats calledthe 1964 election a “mandate*for Medicare,
and tnumphed at the polls, did the Democratic vision of Med;cam ,
become a reality.

Even then, the majority of Republicans voted against it. They called it
socialism and said we did not need it.

DPC Talking Points | - . - p2



Today, Medicare is once againunder Republican attack. They are making the
same arguments they made in the 1960s, when they sought to defeat it.

« - Back then Republican Senator Gorton Allott called it 2 “foot in
the door” for socialized medicine.

« House Majority Leader Richard Armey says he “deeply resents
the fact that when | am 65, | must enroll in' Medicare.” He calls
it part of government that teaches dependence, and says it is
a program “l would have no part of in a free world.”

DPC Talking Points - o : \ p.3



want to hreak the 30-year contract with seniors
. in order to pay for 1ax breaks for the rich.

Republicans threaten Medicare by proposing unprecedented cuts in orderto
provide tax breaks for the rich.

Republicans want to cut $270 billion from Medicare so that the wealthiest
- Americans can get thousands on tax breaks. Seniors will pay more——and
nothing will be done to protect Medicare for the future.

Republicans are using concerns about the soivency of the Medicare Trust
Fund as a smokescreen to get the money they need for tax breaks for the
wealthy. Fromthe beginning, Republicans fought this program tooth and nail.

Democrats fought tor ssmors and for Medicare.
Democrats have always taken the lead in protecting seniors and Medicare.
» During this year's budget debate, Democrats tried to put money
back in Medicare by eliminating the GOP tax breaks for the rich.
Republicans voted in lockstep to defeat this effort.

» In 1993, Democrats took steps o strengthen the Medicare trust
fund—without a single Republican vote. «

~ In1985, Democrats will continue to protect Medicare and fight for its solvency.

DPC Talking Points v ‘ p. 4



ro"'keeptng thelr secret plan to cut Medleare
- 's, but from the detalls we have it is clear that the
consaquancas of tha GOP plan are: Seniors pay more/get

The Republicans have tried to keep their secret plan to cut $270 billion from
Medicare under wraps. But leaked documents show that their proposal relies
on a “voucher system.” Without a doub! the secret GOP plan will mean
seniors pay more/get less.

“Seniors will have to pay more in premiums, co-payments and deductibles—
an extra $1000 per year or more.

" Under the “secret™ Republican plan:

 seniors who wish to keep their family doctor instead of joining
an HMQ will have to pay more,-

- seniors who are forced for financial reasons to choose an HMO
will have their current benefits threatened—they will get less;
and, V

* Republicans want to cap Medicare at a rate far below private
sector health care costs.

That's not choice; that's financial coercion!

Whiie the weanthiest Amaricans are receiving tax breaks underthe GOP plan,
seniors on fixed incomes will be paying an extra $1,000 or more a year by
2002 for their health care.

The GOP plan is untfair to seniors and Democrats will continus to fight to
ensure that seniors have access to quality and affordable health care.

DPC Talking Points ‘ : p.5



Republicans say people should ask Democrats the following
questions. We're glad they asked!

Republican Questlon #1: If Republicans increase Medicare spendmg from
$4,800 today to $6,700 in 2002, where’s the cut’

If seniors are going to pay more but get Iess that's a cut. Accordmg to the
GOP secret plan: '

the annual deductible would increase each year,

« the average senior receiving home health care services would .,
pay $1,020 more; '

. the avefage senior recipignt of skilled nursing home services
would pay about $1,000 more; and, :

- the average senjor choosing to stay with their current plan (and |
doctor) would pay at least $400 more in part B premiums.

If Republicans are not cutting Medicare, then why willtheir plan require senior
cltizens on fixed incomes 10 pay more—-——by increasing prem:ums co-pay-
ments and deductibles?

How can they argue that they are not rhaking drastic cuts?

‘Our Question to Republicans: -

How are you going to reach $270 billion in cuts?

DPC Talking Points | | |  p.6



Republican Question #2: Do Democrats accept the warning ofthe Medicare
Trustees and three Clinton cabinet members that Medicare is going to be
bankrupt in seven years?

Yes, and thatis why Democrats are asking Republicans to sitdown and solve
this problem outside of the budget debate. In the past. when action was
needed to strengthen the trust fund, Democrats always took the lead. Most
recently, in 1993, Democrats extended the solvency of the trust fund—wathout
a single Republican vote.

Democrats are committed 1o finding a long-term solution to ensure that
Medicare will be there for future generations. Republicans are cutting
Medicare in order to pay for theirtax cuts for the: waal'thy-~— that's not reforming
Medicare!

Our Question to Republicans:
If you accept the warning, are you willing to

abandon your plan to give the top one percent
of America’s wealithiest-a huge tax break and
. put the money back into Medicare’s future?

DPC Talking Points . | | - p-7



Republican Question #3: What is the Democratic Plan to save Medicare?

Democrats always have taken the lead in protecti ng seniors and strengthen-
ing the Medicare Trust Fund. The real question is what is the Repubhcan
agenda for Medicare? - :

The GOP plan does not address the long-term solvency of the program.

« Their unprecedented cuts in Medicare are used to fund the tax
“cuts for the rich—not a single dollar is reinvested in Medicare
10 help it remain solvent in the long-term.

« Their plan does not address the problem Medicare will face in
2010 when the baby boomers begm to ratire.

It's hard to believe that Repu blicans—who fought against enactmg Medicare
and continue to try to privatize it—are concerned about Medicare when they
are cutting it to pay for tax breaks for the rich. We should be saving the trust
fund, not creating a slush fund.

- Can Americans Trust Republicans
to Protect Medicare?

Before ti\e election last year, hepubﬁcans promised they would not make "
massive cuts in Medicare: . , .

Majority Leader Bob Dole said, “President Clinton and Vice President
Gore are resorting to scare tactics... fa/saly accusing Republicans of
secret plans to cut...Medicare benefits...” Washington-Post, 11/6/94

V‘Hafey Barbour, ANC Chair, Said, -mne outrage, asfaras I'mconcerned
is the Democrats’big lie campaignthatthe Contract with America...would
_require huge.. Med:care cuts. ltwould not.” CNN's Late Ed:t:on 11/
6/94. -

DPC Talking Points , S L - p8
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- In 1995, they passed a budgst which cuts Medicare by an unprecedented
~$270 billion in order to pay for tax breaks for the rich.

In 1895, Republican House Majority Leader Armay‘says.that Medicare is “a
program | would have no part of in a free world.” Chicago Tribune, 7/11/95

Our Question to Republicans:
What are the details of the secret

GOP plan and why won't they share them |
with the American people?

DPC Talking Points o | | o - p9
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NOTES ON MEDICARE MEANS TESTING

SENT BY:Xerox Telecopicer 7020 ¢

The Prosident's comments on means testing last night werc completely consistent with
his past position and the comments of his Chief of Staff Leon Panetta and his OMB Director
Alice Rivlin on last Sunday’'s moming news shows. The President and his top cconomic
advisors have stated that they are uot upposed to means testing in principle, but that they do
not believe that there should be any new increases in premiums in a budget plan that uses
those savxngs to pay for a large and unneccssary tax cut. .

"Look, we don't object to the principle of means testing, but if you don't
have 10 do it, why do it? The puzpose is, let's look at the Trust Fund.
What do you need to rcpau' the Trust Fund?" -

‘ | Chicf of Staff Leon Panetta on "Face the Nation,"
v - : : Scptember 17, 1995

"The President docs niot think that at this Ume it is necessary to put
more burden on beneficiarics. Well, the Republicans want to do this in
order to... have people pay morc for Mcdicarc at high incomes 5o that
they can give more money in a tax break to people at high Incomes. We
. just don't think that i§ necessary....We do not think that means testing
Medicare it necessary if it has to be donc for pzoducmg a lax cut for
the wealthy." ,

OMB D:rector Alice Rivlin, "Meet the Press," Scptcmbcr
17, 1995
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OFFICE OF THE MAYOR
. cITY OF CHICAGO
RICHARD M. DALEY Septemper 28,1985

- MAYOR

The Honorable William V. Roth, Jr.
Chairman

Commitlee on Finance

United States Senate

104 Hart Senate Office Building
Washington, D.C. 20510-0801

Dear Mr. Chairman:

| am waiting in strong opposition to the Finance Committee’s proposal to impose a mandatory Medicare
tax on pre-1986 employees of state and (ocal governmaents,

, While | realize that reform of the Medicare system is a vital national issue, this proposal is a direct
assauit on the taxpayers of the City of Chicago. it would require the spending of $17 million in 1996 aione
directly out of the City's corporate budget for the cost of the City's share of these employee's Medicare taxes.
The Chicago Board of Education will also be taxed $14.7 miliion for these costs just at a ime when it has made
great progress in balancing the Schools budget for the first time in many years. Other local government bodies
in Chicago, including Cook County, the Chicago Transit Authority, City Colleges and the Chicago Park District
face increased costs of $12.6 million. The total impact on Chicago taxpayers is over $44 million, and when the
requirement of matching individual contrbutions is taken into account, the total Medicare tax increase is over
$88 million for the Chicago area alone. This also represents a tax increase on those individual employees who
are currently exempt from the Medicare tax. While | know that these amounts do not sound like a lot to the

~ federal government, this additional tax on local government will have to be paid by Chicago taxpayers or we
will have to make cuts in essential services.

‘Senator, not only is this a new tax on local government, but it is just the kind of mandate on local
officiais which Congress has said it is no {onger going to pass on to local government. in fact, | believe that it
would be subject to a point of order under the mandates legisiation passed just this year but not formally in
effect until January 1st of next year. | am disappointed that Congress would see fit to so quickly abandon its
commitment o stop imposing new mandates. This proposal aiso represents a reneging by the Congress on
an agreement made in 1886 to only impose mandatory Medicare taxes on a prospective basis.

As Mayor of Chicago, it &s my responsibility to defend the interests of the taxpayers of my city. | ask that
the Finance Committee rethink its proposal, keeping in mind all the discussion in Congress earlier this year
about how the time has passad when Washington can ssmpw impose new costs and mandates on l{ocal

. governmant in order to raise #ts bwn revenues.
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Year .
1983
] 1994
1993
1 1996
~ 1997
1988
1999
2000

2002 .

:t B ?remium

25 31,5 723810 31. 5%

Parcent Parcant Diftetence _ S e
$36 60 - i —_— S
';46.10 o I f
. 43.50 354 70 +$11 zoh S o
47.80 -~ 60.20 - - #12.40 . - - . ..
;52,50 66,20 . +13.70 ' S Lo ‘
'§7.70 .- 72.60 +14.%0 - . Ty
©63.20 . 79.60 - +16.40 . o T
69.40 .- '87.40°  +18.00 = e

Preaident ) Budget ,§

i

The 25 percent premium rlgurea retlects the President’

budget proposal to extend the 25 percent ParlL B premium. tor -
, 1999 and therearter (using the Administration baseline), but
- oxcludes the effoct of the other President's budget . -
extendars whicn would slighr1y lower tha Part ‘B premium.
Domenici osal ‘ ' - ) o
QI ‘The 31. 5 parcent. premium figuros showag-the projected maximum

monthly Part ‘B. premium under the Domenici propasal. -The
actual Part B premium. will be logs if other Part B savinqs
propoauls ary anactad.;;v‘, C . AR .

COmgarison B L

Tha dollar diffarence shows how much more beneficiairoa will
have to pay each month for their Part B coverage under the

Domenici proposal compared. to what they - would pay unde; Lha
.Preaident's budget. \ , ‘ _ 4

%

+ " In 2002, beneficiaries would pay $19.90 each month- morO'f:
. ‘under. the Domenici - proPOSal than under the Prealdent 8 ,‘ 

.

‘budget proposal o

o
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qiln'ZdbE, Medicare: banaficiaries would -pay up to $239 90 more‘

for the Part B premium under the Domenici’ {31.5 percent)

:proposal than’ under the:Pregident's budget propcaal
((extension of the 25 percenc premium). ' o »,"'

+. The $236 80 figure 13 based on a monthly incraase of
$18. 90 timos 12- mcnths.-‘) o _

The Domenici proposal will 1ncroase beneflclazy payments for

'\the part’ B premium in each year from 1996 and 2002. 1

-/

-+ The annual incraaae-rises from $134 40 in 1996 (311 20

times 12- months) to 3238 80 in 2002 {$19 90 timas 12
months) - » . .

o

"+ For tha seven years 1996Atc.2002, a<Medicare

.ginasiciary will ‘be responsible for an additional.
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- TALKING POINTS FOR :
SIGNING HR 483 (MEDICARE SELECT)

By extending and expanding the Medicare SELECT demonstration to all 50 -
states, thls bill allows Medicare beneficlariss to coatinus to voluntarlly purchase
Medicare SELECT policles, which are special typ&fdt Medicare supplemental
heaith Insurance, SELECT enrolises agres to use a restricted provider network
in exchange for premiums that are typleally lower than those of regular
Medicare supplemental heaith insurance policies. ‘

While | am signing this bill, | remain concerned about Issues ralsed in the
preliminary results of our evealuatlon of the demonstration, particularly the
potential for Medicare cost increases and concerns about the requirements for
quality of and access to care in the SELECT networks.

The Medicare SELECT debate during this Congrese has also ralsed awareness
of problams associated with the use of attained-age rating for establishing
premiums. Under this type of rating methodology, the insurer adjusts the
premlums based on the beneficlary's age. This means that a policy may be
sold at what appears to be a bargain rate whan the beneficlary is younger, but
that it becomnes rapidly unaffordable in tater vaare when the policy may be
needsd the most. Although SELECT policies have been touted by some as a
"great vaiue,.' | am concerned that the use of attained-age rating may
exaggerate the reported value of these products.

While we ere commitied to expanding and improving cholces for Medicare
beneficiaries, we want to do it the right way. We will be closely watching this
program as it is expanded tc the additional states and will not hesitate to
return to the Congress If the final svaluetion results do not demonstrate that
this new option is a trus value for Medicars beneflciaries.
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‘ POINTS FOR
SIGNING HR 483 (MEDICARE S8ELECT)

By extending and expanding the Medicare SELECT demonstration to all 50
states, this bill aliows Medicare beneficiaries to continue to voluntarlly purchase
Medlcare SELECT policies, which are special types of Medicare supplemental
health Insurance. SELECT enrollees agree to use a restricted provider network
in exchange for premiums that are typically lower than those of regular
Medicare supplemental health insurance policies.

While | am signing this bill, | remain concerned about issuses raised by the
preliminary results of our gvaluation of the demonstration, particularly the
potontial for Medicare cost increases and concerns about the requirements for
quality of and access to care in the SELECT networks.

The Medicare SELECT debats during this Congress has also raised awareness
of problems associated with the use of attained-age rating for establishing
premiums. Under this type of rating methodology, the insurer adjusts the
premiums based on the beneficiary's age. This means that a policy may be
sold at what appsars to be a bargain rate when the beneficlary is younger, but
that it becomas rapidly unaffordable in later years when the policy may be
needed the most. Although SELECT policies have been touted by some as a
‘great value,” | am concerned that the use of attained-age rating may
exaggerate the reported value of these products.

While we are committed to expanding and improving ¢hoices for Medicare
beneficlaries, we want 1o do it the right way. We will be clossly watching this
program as it is expanded to the additional states and will net hesitate to
return to the Congress te work with them if the final evaluation results do not
dsmonstrate that this new option Is a real value for Medicare beneficiaries.




THE WHITE HOUSE

 WASHINGTON

July 5, 1995

MEMORANDUM FOR ALL EOP STAFF

FROM: JODIE TORKELSOMY
DEPUTY ASSISTA
MANAGEMENT

HE PRESIDENT FOR -
MDMINISTRATION

SUBIECT: ’ New EOP Pass Syste

On Monday, June 26, the United States Secret Service introduced a revised pass system at
entry points at the White House and Old Executive Office Building, similar to the system

- used at the New Executive Office Building. This new pass system includes "hard" '
appointment, volunteer, intern, worker and temporary badges which will replace the " paper
passes presently in use.

There are only four "forgotten badge stations" located on the complex: 17th & G Street
entrance, Southwest Gate, East Appointments Gate and the NEOB. Staff without their pass
must enter the complex through one of these gates to receive a temporary pass for the day.

* The passholder’s pin number will be transferred to this temporary pass for the period of 12
hours. This temporary pass is to be used by that staff member during this period of time and
returned only at the end of the day.

- Appointments entering the building as part of a large group, 20 or more attendees, will
receive a "Large Event" badge. Visitors cleared as appointments for specific events on the

. complex should only attend that event.- The visitor will need to be cleared through WAVES |
as a regular appointment and switch badges at any entry point if there is a need for them to
remain on the complex for other matters. Visitors with "Large Event" badges roammg the
halls will be challenged by the Secret Service.:

Passholders parkihg in the NEOB parking garage must have their pass, to enter the garage. If
passholders do not have their pass, they must proceed to the NEOB lobby to get a temporary
pass before being allowed to enter the NEOB garage.

Please call the United States Secret Serwce White House Division at x54259 with any
- questions reaardma thlS rewsed pass system.
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_Attached is draft language for the Medicare SELECT enrolled bill memo. It is written from

the perspective of the Director concurring with views expressed by HHS. That is the
current structure of the enrolled bill memo.
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DRAFT
Language for the Medicare SELECT Enrolled Bill Memo

HHS recommends approval of H.R. 483. However, in its views letter, HHS pomts out that
it has consistently recommended a six month extension of the existing program in order to
allow HHS to complete research that is currently underway.” HHS has pointed out two
concerns. The first concern is the adequacy of the beneficiary protections in SELECT
plans, There is no requirement for states to review the actual operations of SELECT plans
for access and quality once they are approved [checking this].

The second concern is whether SELECT will make any contribution to the efficiency of the
Medicare program. HHS points out that its experience under the demonstrations is that
pla.n‘,:achieve savings for the beneficiary through discounting arrangements. However, since
“the plans do not manage care, no program savings accrue. In point of fact, preliminary
evidence that has only reccntly become available from the two research organizations
evaluatmg the program point to increases in Medicare expenditures. That research indicates
that in & of the 12 states the demonstration is currently operating in, Medicare SELECT
-Siguifionntly mcreased Medicare expenditures an average of 17.5 percent. (Only 1 state
showed sigmfeanddy declines in Medicare expenditures, the remainder showed no impact)., 4epuwavics
Although these results are preliminary, they are compelling enough for the HCFA eae‘r/
estimate a PAYGO impact associated thh the extension of Medtcare SELECT to all 50
StBtCS

PAYGO Impacts

FYS$S <$50 million
FY36 $0.9 billion
FY97 $1.4 billion
FYgs $1.8 billion
FY99 nc impact in
FY00 FY99-00 because

the Secretary

" of HHS is assumed 4D
discontinue ths program
due to costs.
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The Administration supports a temporary extension of|the
‘15-State Medicare SELECT demonstration| program. However, |the
Administration does not support H.R. 4%3, in its present form,
for the reasons stated in the attached| letter from Secretary
Shalala. The Administration looks forward to working |with the
Congress on this matter. .
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March 7.198%

The Honorable Bill Archer
Chairman, Committee on Ways and Means
House of Representatives
Washington, D.C. 20515

Dear Mr. Chairman:

|
|

This letter expresses the Admxnlstratlon's views on H.R. 483 as
Teported by the Subcommittee on Health! H.R. 483 would mke the
Medicare SELECT demonstratlon programs ent and exﬁend it to
all states. L i

our experzence vith the Hedxcare SELECT demonstration: ﬁh ld be
part of the effort to improve current and future managed care
choices under Medicare. We have previously made avail 1e}the
case study portion of the Medicare SELECT evaluation. t ther
pieces of the evaluation are still in process; these i lude a
survey of SELECT plan enrollee satisfaction and an analysis of
SELECT enrollee utilization experience. Preliminary results will
not be available until the later part of this summer. we believe
that Congress would benefit from a review of the full evaluation
results before beginning the deliberations an Medicare SELECT as

a permanent program.

The case study portion of the Medicare SELECT evaluation has
already raised a number of questions about the Medicare SELECT
demonstration. As managed care options under Medicare are

" expanded, we want to ensure that our beneficiaries are guaranteed

choice and appropriate consumer protections. In addition, many
of the SELECT plans consist solely of discounting arrangements to
hospitals. We would be concerned if the discounting arrangements
under Medicare SELECT were to be expanded to Medicare
Supplementary Insurance (part B) services. Discounting
arrangenents, particularly for part B services, may spur
providers to compensate for lost revenues through increased
service volume. Consequently, we are concerned that such an
expansion would lead to increased utilization of part B services,
rather than contribute to the efficiency of the Medicare program
through managed care. We would therefore oppose such a change.

374
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Page 2 — The Honorable Bill Archer

Given that the Medicare SELECT demonstratlon is under an explrzng
authority with an impending deidline, the Administration supports
a temporary extension of the 15-State demonstratxon. Such an
extension would provide sufficient time to examine what we have
learned from the demonstration and to make needed changes to
SELECT based on our findings.

We are committed to working with the Congress to improve and
extend the available choices to Medicare beneficiaries so that
they have the full range of managed care optlons enjoyed by the
general insured population. .

We are advxsed by the Office of nanagement and Budget that there
is no objection to the presentation of this report from the
standpoint of the Admlnlstrq;>pn*s~ ogram.

474
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OMB Legislative Affairs
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To: - ERIN O’/CONNOR (WH/IR) (224

: CC: CHRIS JENNINGS gmryy —498F8
NANCY-ANN MIN  §~574
BOB PELLICCI  (isq ¢

- ERIN--AS A FOLLOW-UP TO YOUR CONVERSATION WITH CHRIS JENNINGS,
PLEASE PAGE JANET MURGUIA REGARDING THE ATTACHED SAP. THANKS.
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' Draft--NOT CLEARED FOR TRANSMITTAL

May __, 1995
(Senate)

H.R. 483, A Bill to Permit Medicare Select Policies
to be Offered in All States

The Administration supports a temporary extension of the
15-State Medicare SELECT demonstration program. However, the .
Administration has concerns about H.R. 483, in its present form,
for the reasons stated in the attached letter from Secretary
Shalala. The Administration looks forward to working with the
Congress on this matter. ‘

'

* & € & & k %
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March 77,1995

The Honorable Bill Archer

Chairman, Committee on Ways and Heana
House of Representatives

Washington, -D.C. 20515

Dear Mr. Chalrman:

This letter expresses the Administration’s views on H.R. 483, as
reported by the Subcommittee on Health. H.R. 483 would make the
Medicare SELECT demonstratxon program permanent and extend it to
all States. )

Our experience with the Medicare SELECT demonstration should be
part of the effort to improve current and future managed care
choices under Medicare. We have previously made available the
case study portion of the Medicare SELECT evaluation. Other
Pieces of the evaluation are still in process; these include a
survey of SELECT plan enrollee satisfaction and an analysis of
SELECT enrollee utilization experience. Preliminary results will
not be available until the later part of this summer. We believe
that Congress would benefit from a review of the full evaluation
results before beginning the deliberations on Medicare SELECT as

a permanent program.

The case study portion of the Medicare SELECT evaluation has
already raised a number of gquestions about the Medicare SELECT
demonstration. As managed care options under Medicare are
expanded, we want to ensure that our beneficiaries are guaranteed
choice and appropriate consumer protections. In addition, many
of the SELECT plans consist solely of discounting arrangements to
hospitals. We would be concerned if the discounting arrangements
under Medicare SELECT were to be expanded to Medicare
Supplementary Insurance (part B) services. Discounting
arrangements, particularly for part B services, may spur
providers to compensate for lost revenues through increased
gervice volume. Consequently, we are concermed that such an
expansion would lead to increased utilization of part B serxrvices,
rather than contribute to the efficiency of the Medicare program
through Banaged care. We would therefore coppose such a change.

374
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Page 2 ~ The Honorablce 3i11 Archer

Given that the Medicare SELECT demonstration is under an expiring
authority with an impending deadline, the Administration supports
a temporary extension of the 15-State demonstration. Such an
extension would provide sufficient time to examine what we have
learned from the demonstration and to make needed changes to
SELECT based on cur findings.

We are committed to working with the Congress to improve and
extend the available choices to Medicare beneficiaries so that
they have the full range of managed care options enjoyed by the
general insured population.

We are advised by the Office of Management and Budget that there
is no objection to the presentation of this report from the
standpoint of the Administrat}pnﬁ; ogram.
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President Signs Medicare Select Extension Into Law -~ Talking Points

. Today President Clinton signed into law H.R. 483, a bill to permit "Medicare Select”
policies to be offered to all 50 states. The law will expand choices for Medicare
beneficiaries who wish to purchase this new type of Medicare supplemcntal "Medigap”
insurance. 4

~ Background

Medicare Select polices are the same as Medigap policies (private insurance that fills
‘in Medicare gaps in coverage —— copayments, deductibles, etc.) except that they only
pay full supplcmcntal bencflts if covered services are provided through "preferred
providers."

‘These policies, currently available through a 15 state Medicare demonstration, are
popular among beneficiaries and insurers because they are frequently cheaper than
traditional Medigap policies. This is due to the fact that insurers offering these plans
can obtain discounts from "select" providers who agree to offer services more cheaply
if they are in a more limited pool of "attractive” providers whose services are 100
‘percent covered by the plan.

Before H:R. 483 passed the Congress, the Administration took the position that it
would prefer to have the results back from the demonstration study PRIOR to
supporting a 50-state expansion. (The final study won't be completc until the end of
this year.) We wanted to make certain that sufficient quality provisions were in place
and that there were no unexpected costs to the Medicare program itself.

" Legislative Action and the President's Response

Because of the Selcct program s popularity, the Congress dec1dcd to move ahead and
expand the program without waiting for the report on the 15 state demo program.
Despite some reservations, the President decided to sign the bill into law because of
his overriding commitment to expand choices for Medicare beneficiaries.

We will be monitoring this program closely in the upcoming years. We want to make
certain the Select option is delivering on its promise of providing a cost-effective,
high quality, and broadly accessible benefit to those Medicare beneficiaries who
choose it and the taxpayers who support the Medicare program. If it does not meet
this criteria, the HHS Secretary has the authority to terminate the program in three
years. If it meets this criteria, the President and the Congress can and should look
back at a bipartisan legislative achievement that was consistent with one of the
President's Medicare reform priorities: providing more coverage choices to
beneficiaries.
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GHAA Bl

Groupr HEALTH ASSOCIATION OF AMERICA

Memorandum
Date: June 21, 1995
To:  Julie James
From: Diana Jost
Re: Comments on Draft Insurance Reform Bill

Thank you for the opportunity to review the draft bill. We really appreciate this. It's nice to
be on someone's "A" list! I'm sorry we didn't have the time to review the data reporting
provisions in the bill; most of us are at our annual meeting in San Diego this week.



GHAA

GROUP HEALTH ASSOCIATION OF AMERICA

Comments on Draft Insurance Reform Bill .
Scope

Applies comprehensive insurance reform to the entire group market, both insured and self-
funded. ‘Appears to include a full range of health plans, including entities that are "similar" to
insurers, which presumably would include physician-hospital organizations and other emerging
entities. Applies more limited reforms to the individual market.

Comments: GHAA strongly supports the provisions applying insurance reforms to all
types of health plans. Such provisions are necessary to ensure uniform consumer
protections and a fair competitive environment. :

We reiterate our serious concerns about including the individual market in insurance
market reforms in the absence of either universal coverage or adequate subsidies. Because
of the selection issues in this market, individual reform of the sort proposed-- without
subsidies -- would lead to increased premiums for currently insured individuals and small
employers, and therefore may increase the ranks of the uninsured. Because of these
concerns, we cannot support reforms applicable to the individual insurance market as they
are included in this bill. '

Guaranteed Issue

Required for groups of all sizes. An exception to the guaranteed issue requirement is allowed
for health plans that reach capacity limits. The bill also would allow health plans to impose
participation requirements in the group market.

With respect to individuals not covered under an employer-sponsored health plan, guaranteed
issue would be required for those who: 1) had similar group coverage for nine months during
the previous 12 month period; 2) lost group coverage because of non-payment of premiums,
fraud or misrepresentation by the plan sponsor; 3) are eligible for COBRA continuation
coverage; or 4) had similar individual coverage for nine months during the previous 12 month
period and lose that individual coverage because they have a change in residence or
dependency status. (§2111(b)(1), pp.12-14) ‘

Comments: With respect to the group market, GHAA believes any guaranteed issue
provision should recognize that HMOs may face capacity limitations and that they provide
coverage only to persons working or living within their service areas. The bill recognizes .
the first of these issues, but not the second (although the bill summary indicates that the



bill does address the service area issue). Language should be included in the bill to require
guaranteed issue by HMOs (and other health plans with limited geographic service areas)
-only within their service areas. GHAA also supports the bill's inclusion of participation
requirements, which are used to minimize adverse selection, by helping to ensure that
health plans will receive a mix of both healthy and unhealthy enrollees.

With respect to the individual market, we believe substantial complications could arise if
portability rules are extended beyond “group-to-group” coverage to include individuals
moving to or from individual products. GHAA believes that group-to-group coverage
provisions are a good starting point for insurance reform. However, based on our A
experience in states that have adopted similar portability provisions, we believe that the
market is not yet ready to extend such provisions to people moving between individual
coverage or from individual to group (or group to individual) coverage, as the bill would
allow, under certain circumstances. ‘ '

The portability provisions raise another significant issue for HMOs. For health plans that
offer comprehensive coverage, such as HMOs, serious adverse selection problems can
arise if individuals can convert from high-deductible or bare bones coverage to
comprehensive HMO plans. The bill appropriately addresses this issue by limiting the
portability requirement to movement between similar coverage options.

Guaranteed Renewal

Required. Exceptions are provided for non-payment of premiums, fraud, misrepresentation,
noncompliance with plan requirements, and failure to maintain participation rates. (§2111(c),

p.19)

Comments: GHAA supports this provision, but the exceptions need to be expanded to
include cases in which individuals move outside of a health plan's service area.

Benefit Design

- The bill is silent on the issue of what coverage a health plan is required to provide on a
guaranteed issue basis.

Comments: To avoid gaming of the guaranteed issue requirement, e.g., by a health plan
offering only a bare bones benefit package to high-risk enrollees, GHAA supports
requiring that all products offered in the small group market must be made available on a
guaranteed issue basis.




Preex/Continuity of Coverage

Allows a 6/3 preex limit for group markets, 12/6 for individual market, except for pregnancy.
Continuity (portability) required for individuals with similar prior coverage in a benefit plan
that had lapsed for a period of not more than 90 days. (§2111(b)(2), pp.15-17)
1
Comments: GHAA supports eliminating the use of preexisting condition waiting periods
in the small group market. The provisions allowing continued, but limited, preexisting
condition restrictions provide no recognition of the fact that HMOs are not designed to
administer such restrictions. Even if the legal barrier to federally qualified HMOs' use of
preexisting condition restrictions is addressed (i.e., the federal HMO Act provisions), the
structural barrier HMOs face -- namely, that traditional HMOs are not designed to pay or
track claims -- would remain. To address this concern, if preex waiting periods are
permitted, HMOs should be allowed to use alternative, actuarially equivalent, methods to
address adverse selection, such as imposing a 90-day affiliation (delayed coverage) period,
during which no premiums are paid and no benefits are received.

In addition, provisions should be made for extended preexisting condition waiting
periods/affiliation periods for late entrants.

90-Day Initial Open Enrollment Period

Individuals would have "immunity" from preex requirements during an initial 90-day open
enrollment period. States could limit the number of enrollees health plans must accept during
this pCI‘lOd according to market share. (§2111, p.17)

Comments: As noted earlier, GHAA supports eliminating preex restrictions in the small
group market. However, we are very concerned that this provision could be interpreted to
require that health plans provide guaranteed issue coverage in the individual market. As
noted at the beginning of our comments, GHAA cannot support guaranteed issue of
individual coverage in the absence of adequate subsidies or universal coverage. We also
believe that the state programs to cap guaranteed issue enrollment according to a health
plan’s market share would be exceedingly complex and difficult to administer.

Rating

The bill includes no limitation on rating.
Comments: Guaranteed issue, in the absence of any rating requirements, would do little to
ensure access to coverage to high risk individuals. Health plans would be free to price

coverage for high-risk individuals beyond their reach, thereby ensuring that they would
continue to provide coverage only to healthy people. The bill thus f:_ails to address a major .



problem in this market -- the significant variation in rates small employers can be charged
as a result of the health status or claims experience of their employees.

GHAA supports modified community rating in the small group market. While we have
concerns about ensuring that appropriate adjustments are allowed for age and geographic
area, we believe that allowing experience rating would be a mistake. Many states have

. enacted modified community rating in one form or another (GHAA can supply this
information, upon request.)

FEHBP Provisions

The bill would require health plans participating in the Federal Employees Health Benefits

~ Program (FEHBP) to offer small employers (50 or fewer employees) and self-employed
individuals the option of enrolling in the same benefit plans -- at the same price -- that are
offered to federal employees. The bill provides a strict timetable, along with required
enrollment targets (tied to health plans’ market share) for enrollment of small groups into the
FEHBP. In addition, the bill appears to allow state governments to participate in the FEHBP
(8121, pp.25-33)

Comments: GHAA has serious concerns about this provision. The Office of Personnel
Management (OPM) currently manages the FEHBP for approximately nine million federal
employees and annuitants. Proposals to open up this program to the small group market --
which could more than quadruple that number -- represent a significantly increased
government role in the private insurance market and would exacerbate the administrative
problems OPM already faces.. Moreover, it would subject private health plans to ill-

- conceived government policies that would affect adversely their ability to serve the small
group market.

For example, OPM recently imposed a mid-contract year requirement for FEHBP plans-to

cover autologous bone marrow transplants (ABMT) for breast cancer. This action did not

permit plans to adjust their premiums immediately in light of the new benefit. OPM also

- failed to recognize the potential impact of this precedent on private sector coverages, which

“do not routinely cover this treatment because it is still considered experimental. In
addition, not long ago, OPM essentially closed the FEHBP to new HMOs, denymg them
the opportunity to serve an important segment of their markets.

In addition, because the bill's insurance reform provision include no rating restrictions in
the small group market, this provision -- requiring health plans to offer small employers
coverage at the same rate as federal employees -- almost certainly would result in adverse
selection against the FEHBP. Higher-risk small groups would flock to the FEHBP,
assured of lower rates than in the less rate-regulated group market, causing premiums to
rise for federal workers and the federal government.




Further, we believe that the required timetable and enrollment targets are excessively
prescriptive.

Finally, our concerns about significantly increasing the size of the FEHBP would be
exacerbated by allowing state governments to participate in the FEHBP.

Regulatory Structure

The bill provides federal insurance reform standards, implémented through the states, but
includes a federal fallback provision for non-compliant states. It also provides a role for the
NAIC in developing specific standards to implement the federal requirements. It provides for
a federal tax penalty for noncompliance equal to 25 percent of gross premiums. (§2101, p.4)

Comments: GHAA supports the overall structure of federal standards with state
implementation, but believes the federal fallback provisions are unnecessary, given the
significant federal tax penalty for noncompliance.

Medical Sa&ings Accounts

The bill would modify the current tax code to permit employees with employer-sponsored
coverage to make tax-free contributions to a medical savings account (MSA), but only if they
receive coverage under a catastrophic-type plan. Catastrophic coverage is defined as coverage
with a deductible no less than $1,000 ($2,000 for families). The favorable tax treatment of
MSA contributions would be limited; eligible individuals could deduct no more than the lesser
of $2,000 ($4,000 for families) or the difference between the premium of the "catastrophic”
health pans and the premium of the highest cost health plan offered by their employer (or such
premium to be defined under the statute).

The level of the deduction would be phased in over a five-year period. -Employer
contributions to employees' MSAs would be excluded from employees’ income and limited in
the same manner as individual deductions. Interest on amounts in the MSA would be treated
as taxable income. Eligible individuals could make tax-free withdrawals from their MSA for
approved health-related expenses. They also could make withdrawals for non-health related
expenses; however such withdrawals would be treated as taxable income and assessed a 10
percent penalty. ‘

Comments: GHAA has strong concerns with this provision because it: explicitly links the
favorable tax treatment of MSAs with catastrophic coverage; allows individuals to build up
an unlimited amount of "savings" in their MSA over the course of their lifetimes; and
permits MSA withdrawals for non-health related expenses. Such provisions. create
significant incentives for individuals to choose the MSA/catastrophic option over other
forms of coverage. Moreover, giving preferential tax advantages to MSA designs that



require the purchase or selection of catastrophic coverage would undermine advances in the
delivery of health care through HMOs and other managed care arrangements. These health
plans focus on coordination of care, prevention, and early diagnosis to control the full
range of health care costs and ensure that patients are recelvmg the most appropriate care
in the most appropriate setting.

June 21, 1995
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As we discussed, the President is scheduled to sign this bill into law sometime today,
Friday, July 7. However, please make certain he has actually signed the bill prior to using
these talking points.

If there on any questions, please don't hesitate to call either me (6-5560) or Nancy
Ann Min (5-5178). Since we are SIgnmg the bill, however, I don't anticipate many (or
maybe any) questions.



President Signs Medicare Select Extension Into Law —— Talking Points

Today President Clinton signed into law H.R. 483, a bill to permit "Medicare Select"”
policies to be offered to all 50 states. The law will expand choices for Medicare
beneficiaries who wish to purchase this new type of Medicare supplemental "Medigap"
insurance.

Background

Medicare Select polices are the same as Medigap policies (private insurance that fills
in Medicare gaps in coverage ~— copayments, deductibles, etc.) except that they only
pay full supplemental benefits if covered services are provided through "preferred

- providers.”

These policies, currently available through a 15 state Medicare demonstration, are
popular among beneficiaries and insurers because they are frequently cheaper than
traditional Medigap policies. This is due to the fact that insurers offering these plans
can obtain discounts from "select" providers who agree to offer services more cheaply
if they are in a more limited pool of "attractive" providers whose services are 100
percent covered by the plan. '

Before H.R. 483 passed the Congress, the Administration took the position that it
would prefer to have the results back from the demonstration study PRIOR to
supporting a 50-state expansion. (The final study won't be complete until the end of
this year) We wanted to make certain that sufficient quality provisions were in place
and that there were no unexpected costs to the Medicare program itself.

‘Legislative Action and the President's Response

Because of the Select program's popularity, the Congress decided to. move ahead and
expand the program without waiting for the report on the 15 state demo program.
Despite some reservations, the President decided to sign the bill into law becausc of
his overriding commitment to expand choices for Medicare beneficiaries.

We will be monitoring this program closely in the upcoming years. We want to make
certain the Select option is delivering on its promise of providing a cost-effective,
high quality, and broadly accessible benefit to those Medicare beneficiaries who
choose it and the taxpayers who support the Medicare program. If it does not meet
this criteria, the HHS Secretary has the authority to terminate the program in three
years. If it meets this criteria, the President and the Congress can and should look
back at a bipartisan legislative achievement that was consistent with one of the
President's Medicare reform priorities: providing more coverage choices to
beneficiaries. '
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While we recommend signing this bill, we remain concerned about issues raised in the
preliminary results of the evaluation of the demonstration, particularly the potential for Medicare
cost increases and concerns about the requirements for quality and access to care in the SELECT
networks, : :

HHS recommends approval of H.R. 483. However, HHS points out that it has consistently
recommended a six month extension of the existing program in order to allow HHS to complete
research that it was directed by Congress to conduct to assess the cost efficiency and quality of
* the Medicare SELECT demonstration program. Further, HHS has noted its concern with the
adequacy of the beneficiary protections in SELECT plans. There is no requirement for states to
review the actual operations of SELECT plans for access and quality once they are approved.

After Congress took action to eéxtend and expand the Medicare SELECT demonstration, HCFA
obtained preliminary results from the organizations that have conducted the Congressionally-
mandated research on the program’s costs. That research indicates that in 8 of the 12 states in
which the demonstrition is currently operating, Medicare SELECT increases Medicare
expenditures by an average of 17.5 percent. (Only 1 state showed declines in Medicare
expenditures; the remainder showed no impact). Although these results are preliminary, they are
compelling enough for the HCFA actuaries to estimate a PAYGO impact assocxated with the
extension of Medlcare SELECT to all 50 states.

While we are committed to expanding and improving choices for Medicare beneficiaries, we
want to do it the right way. We are particularly concerned that Medicare SELECT will attract
beneficiaries who would have otherwise enrolled in other Medicare managed care options that -
offer coordinated care and the potential to reduce Medicare costs. Therefore, we will be closely
watching this program as it is expanded to the additional states and will return to the Congress if
the final evaluation results demonstrate that this new option fails to reduce costs for beneficiaries
and the Medicare program, while maintaining a high standard of care.

In addition we are concerned about the ability of all Medigap plans, including SELECT plans, to
use attained-age rating for establishing premiums. Attained-age rating allows plans to adjust
premiums based on the beneficiaries age, and may exaggerate the reported value of the product
of a plan when marketing to younger beneficiaries. [Please advise whether this paragraph

should be included. ]
PAYGO Impacts

FY 95 <$50 million
FY 96 $0.9 billion
FY 97 $1.4 billion
FY 98 $1.8billion
FY 99-

FY 2000

No impact in FY 1999-2000 because the Secretary of HHS is assumed 10
dlscontmue the program due to costs.
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DIEET
TALKING POINTS FOR
SIGNING HR 483 (MEDICARE SELECT)

» By extending and expanding the Medlicare SELECT dsmonstration to all 50
states, this bill allows Madicare beneficiariss to coatinue to voluntarlly purchase
Medicare SELECT policles, which are special typddf Medicare supplemental
health insurance, SELECT enroliees agree to use a restricted provider network
in exchange for premiums that are typloally lower than those of regular
Medicare supplemental heaith insurance policies,

> Whne | am szgmng this bill, | remain concerned about Issues ralsed in the

- prefiminary results of our evaluation of the demonstration, particularly the
potentlal for Medicare cost Increases and concerns about the requirements for
quality of and access to care in the SELECT networks. :

> The Medicare SELECT debate durlng this Congress has elso raised awareness
of problems associated with the use of attained-age rating for establishing ..
premiums. Under this type of rating methodology, the insurer adjusts the
premiums based on the beneficlary’s age. This means that a pollcy may be
sold at what appsars to be a bargain rate when the bensficlary is younger. but
that it becomes rapidiy unaffordable in later years when the policy may be
needed the most. Although SELECT policies have besn touted by some as a
“great value." | am concerned that the use of attained-age rating may
exaggerate the reported value of these products.

> While we are committed to expanding and improving cholces for Madicare
beneficiaries, we want to do it the right way. We will be closely watching thie
program as it is expanded to the additional states and will not hesitate to
return to the Congress If the final svaluation resuits do not demonstrate that
this new option Is a true value for Medicare beneflciarles.

¥9010 Wodd W E205D G5-£0-LU
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THE SECHRI_TARY OF HEALTIH AND BRUMAN .‘-FRQICER

w;x»:.-pn; Fesme, 3.0 26201
The "llonorable Alice M. Riwviin ) JuL G
Director, Office of Management _ 1395

and Budget .
Washington, DC 20503

Dear Mrs. Rivlin:

. This is in response to your request for a report on
H.R. 483, an enrclled billi "To amend the Omnibue Budget
Reconciliation Act of 1990 to permit medicare celcct policics to
be offered in all States." '

We recommend that the President approve the enrolled bill.

Medicare SELECT is a demonstration program that permite
insurers to market Medicare supplemental policies under whieh
benefits may be reduced il services are provided cutside of a-
SELECT insurer’s network. H.R. 48} would extend rhe Medicare
SELECT program through June 30, 1998 (and permil all States,
rather than anly 15, to participate). The Secretary would be
required to conduct a study, and detexrmine by December 31, 1997,
whether (1) savings in premium coctc have not been rcalized under
Medicare SELECT, (2) there have been significant additional
Medicarc cxpenditurcs due to Medicarxe SELECT, and (3) access to
and quality of care has been significantly diminished. If any of
the above thiee detexminations were positive, Medlcazre SELECT

- would be terminated after June 30, 1998; otherwise it would

become pelmanent..

In March of this year the Adminiscration recommended a short
extension of the existing 15-State Medicare SELECT program
pending completion of a currently ongoing evaluation of the
program, to permit the development of recommendations for needed
changce to the program. The preliminary resulfs raise conceras
about quality and access standards under the program and about

how it fits into the managed care options that we want to offer

to Medicare beneficiaries.

The cnrolled bill would expand the program fo a1l Srates
wvithout the benefit of the final evaluation results. While our
continued prafarence ls for a temporary extension of the existing
15-State demonstration, strong congressiconal support for Medicare
SELFCT laada uas reo helieve that & vato would be difficult teo
sustain, We therefore recommend that the President sign the
enrolled bill.

Sinccrcely,

N, T

Dulina . Shaldla
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MEMORANDUM FOR THE PRESIDENT

SUBJECT: Enrolled Bill H.R. 483 - Medicare Select Policies
Sponsors - Rep. Johnson (R} CT and 132 others

Last Day for Action
July 12, 1995 - Wednesday

 Purposs

{1} Extends the Medicare Select demonstration program
nationwide through June 30, 193%8; and (2) makes the program
permanant thereafter, unless the Secretary of Health and Human
Services determines that the program is not meeting specified
criteria.

Agency Recommandations

Office of Management and Budget Approval

DePartmeﬁt of Health and
Human Services (HHS) Approval

Discussion

Under current law, Medicare beneficiaries can purchasa
Medigap health insurance policies (i.e., private insurance teo
supplement their Medicare coverags). Medigap insurance is
regulated by Federal and State law. The Omnibus Budget
Reconciliation Act of 1590 (OBRA) established a demonstration
‘program under which insurers could market a Medigap policy known
as Medicare Select. '

- Medicare Select policies are the same as other Medigap

| policies except that they only pay full supplemental benefits if
covered services are provided through preferred providexrs. —OBRA
limited the Medicare Select demonstration program to three years
(CY¥s 1992-1994) and to 15 non-specified States. The Social
Security Amendments of 1994 (P.L. 103-432) extended the
demonstration for six months, through June 30, 1995.

&

giouoe
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According to HHS, health care coverage for current Medicare
Select beneficiaries will not be affected if the enrolled bill
is signed into law after June 30th. New enrollees, however,
will not be permitted to purchase Medicare Select policies until
H.R. 483 is approved.

Description of H.R. 483

‘ The enrclled bill would extend the 15-State Medicare Select
demonstration program to all States for three years, through
June 30, 1998. The Medicare Select program would become
permanent on July 1, 1983, unless the Secretary of HHS
determines by December 31, 1997, that the demonstration program
has had adverse effects on Hedlgap premiums, Medicare program
costs, or the guality of and access to care. If any of these
determinations are made, the Medicare Sslect pregram would be
terminated.

' H.R. 483 would also require the General Accounting Office
(GAQO) to conduct a study of all types of Medigap insurance.
Specifically, the GAO report would provide (1) an analysis of
problems in the current Medigap system for beneficlaries who
wish to change Medigap policies; (2) options to address problems
identified; and (3) an analysis of the impact of each optioen on
the cost and availability of Medigap insurance. The GAQO study
would have to be submitted to Congress by June 30, 1996.

Exgerience to Date with the Medicg;e Select Progrgm

During congressicnal consideration of H.R. 483, the

~Administration supported only a temporary (six-month) extension
of the 15-State demonstration project. This temporary extension
was supported because HHS ls currently evaluating the Medicare
Selaect demonstration program. The purpose of the evaluation is
to determine whether the original intent of the Medicare Select
demonstration program -- i.e., to reduce unnecessary health care
utilization ameng participating Medicare beneficiaries, thereby
reducing costs for both beneficiaries and the Medicare program -
-~ is being achieved. The evaluation is scheduled for completion
by the end of the year. ~

Preliminary results of the HHS evaluation indicate that Medicare
Select 1s not achieving its original gocal. Data show that
Medicare expenditures have increased by an average of 17.5
percent in eight of the 12 sStates participating in the
demonstration program. Medicare expenditures decreased in only
one State, and there was no Medicare impact in the remaining
three States participating in the demonstration. In additien,
HHS is concerned that Medicare Select plans may not have
adequate beneficiary protections. In particular, States are not
required to review the actual operations of Medicare Select
plans to ensure the quality of and access to care.

-2 -
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Scoring for tha Purpose of Pay-As-You-Co

H.R. 483 would affect direct spending; therefore, it is
subject to the pay-as-you-go requirement of OBRA 1980. This
Office estimates that pay-as-you~-go effect of the enrolled bill
would be less than $50 million in FY 1995, $.9 billion in FY
1986, $1.4 billion in FY 1997, and $1.8 billion in FY 1998.
Although enactment of this bill would not trigger a sequester 15
days after the adjounrment of this session of Congress, the cost
of the bill for FYs 1997 and 1998 would exceed the current pay-
as-you-go balarices in each of those years. .

 Conclusion and Recommendations

HHS recommends approval of H.R. 483, In lts views letter,
HHS states that while its "continued preference is for a
temporary extension of the existing 15-State demonstration,
strong congressional support for Medicare Select leads [the
Department] to believe that a veto would ke difficult to’
sustain.

I join HHS in recommending approval of H.R. 483, which
passed the House by a vote of 350-68 and the Senate by voice
vote. Medicare Select offers beneficiaries an additional choice
in purchaszng Medigap 1nsurance, and H.R. 483 would expand that
choice to all States. There is concern, however, that Medicare
Select will attract beneficiaries who would otherwise enrcll in
other Medicare managed care options that offer cocrdinated care
and the potential for reduced Medicare expenditures. Working
with HHS, we will closely monitor the expansion of Medicare
Select provmded by this enrolled bill. If the final results of
the ongoing HHS evaluation indicate that Medicare Select fails
to achieve its intended purpose, we will revisit with Congress
the appropriateness of continuing this program.

Alice M. Rivlin
Director

{ Enclosures

LRD:B. Pellicci 07/06/95

Approﬁed by HD (Miller/Mutti) and BASD (Balis).



Hall of the States

' 444 N. Capitol Street, N.W., Suite 309
. ‘ Washington, D.C. 20001-1512
. ’ 202-624-7790

Natipnal

FAX 202-624-8579 Washington Counsel
" FAX 202-624-8460 Financial Analysis

Assqciation
of Iqsurance :
Commissioners _ June 29, 1995

The President
The White House
Washington, D.C.

RE:  H.R. 483 (Medicare Select)
Dear Mr. President:

As you know, the Senate has adopted the conference report on H.R. 483 extending the Medicare
Select program for three years and expanding it to all fifty states. The House is expected to vote
on the conference report some time this evening, and we anticipate the report’s adoption by the
House. : . - '

The Medicare Select program is scheduled to expire on June 30, 1995. The members of the
National Association of Insurance Commissioners, the nation’s oldest association of public
officials composed of the chief insurance regulators of the fifty states, the District of Columbia
and four U.S. territories, understands that you intend to sign the bill. However, it is unlikely that
the bill could be signed before June 30, 1995, the expiration date of the program. You should
know that this creates a problem for the states presently participating in the demonstration
project, Alabama, Arizona, California, Florida, Illinois, Indiana, Kentucky, Minnesota, Missouri,
North Dakota, Ohio, Texas, Washington and Wisconsin.- The problem is that as of July 1, 1995,
there will be no statutory authority for the program, which puts the states in an awkward position
regarding further sale of policies under the program. Until H.R. 483 is signed by you and

~ enacted into law, the states will not know with any authority that the program is to be extended.

As President of the National Association of Insurance Commissioners this year, I respectfully ask
that if our understanding is correct that you intend to sign H.R. 483, then please publicly
announce your intention as soon as possible and before June 30, 1995. This announcement by
you would be a tremendous help to state insurance regulators in the above-named states.

Thank you for your consideration of this request. -

Sincerely,

Lee Douglass
~ President, NAIC v
Commissioner of Insurance, State of Arkansas
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N Chris ennings

Subject: Medicare Select

OBRA 19390 (P.L. 101-508) authorized the Medicare Select
demonstrations to be run in 15 states during the 3 year period
beginning in 1992. The law requires the Secretary to conduct an
evaluation of the demonstratxon and to report to Congress by
January 1, 1995 :

T a _Me re ec mor -\ ‘

Because 1t is not possible to evaluate a demonstration program
the day after it ends, HCFA contracted with Research Triangle
Institute (RTI) to evaluate Medicare Salect by December 1, 1995.

The RTI evaluation of Medicare Select has 4 parts. The first is:
an evaluation of claims data to determine if beneficilary
utilization and Medicare program costs differ between Medicare
Select enrollees and enrollees of other medigap policies. RTI:
has completed analysis of 1992 and 1993 claims data which show
that Medicare Select enrollees are significantly more expensive
to the Medicare program than are other beneficiaries., (Ses .
attached.) RTI will complete its analysis of the 1994 claims
data over the next 4 to 6 weeks. ,

The remaining three parts of the evaluation.involve case studies
to describe implementation of Medicare Select in each ‘
participating state, a beneficiary survey, and an insurer survey.
RTI expects to complete all analyses by the-end of August and’
will inform the Department of thelr findings in a preliminary
report immedlately thereafter. A draft report will be submitted .
to the Department in October. The final evaluation report is due
December 1, 1%95. ' ‘

or " un d nt

The attached description of RTI's ¢laims evaluation findings 80
far (dated June 16) came about as part of the contractor's
monthly progress review of all their HCFA contracts. 1In this
progress review report, RTI noted "unexpected findings" from the
analysis of Medicare Select claims costs. The project officer
ingquired further about this report and was told that RTI had
found "unusually robust" statistics demonstrating the’
significantly higher cost of Medicare Select enrollees to the -
Madicare program. The June 16 document explains this finding in
more detail. o : : , f
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* EVALUATION OF THE MEDICARE SELECT AMENDMENTS
A Summary of Empldcal Findings To Date

June 16, 1985
Propmd by rho Resurch Trisngle iastirure and Heakh Eoonam:cs chard) inc.

Evaluation Plans: HCFA contracted with Research Triangle Institute (RT&) and
Health Ecenomics Resaarch, Inc. (HER). in February 1993 for a 38-month evaluation of
the Medicare SELECT program The evaluation has four parts: - (1) case studies of
each pariicipating state to describe the implementation process. (2) analysis of
Megicare claims data to determine if beneficiary utllization and Medicare program costs -
differ batween SELECT enroliees and beneticlaries enrolled in other  Medigap
products. (3) @ survey of Medigap Insurers and HMOs that do not offer SELECT, In all
participating states. to determine why they do not participate in the program, and (4) 8
survey of Medicare beneficiarles enrolled In SELECT and a comparison group of
beneficiares enrolled In other Medigap products, in six states, to determine factors that
contr!bx;tﬁe to choice of SELECT sausfacuon with SELECT, and access o care under
SELEC :

. iject Sutus The case stuny repor! was compieted in Februury 1994
Analyses of the cost and utilization experience through 1993 are now substanbauy .
complete. A second impact enalysis investigating the cost gnd utllization experience

- through 1994 is just beginning. The beneficiary and insurer surveys have both been
completed and analysas of this more comprehensive data set is beginning.

- Cost and Utilization Findings Te Date: We were surprised to find that
Mediczre SELECT is gignfficantly associaled with Medicara cost Increases In eight ol
~ the twelve SELECT statgs--Altabama; Arizona, Florida, Indlana, Kentucky, Minnesota.
Texas and Wisconsin, For the eight states indicating posltive impacts on Medicare
. program costs, the average Impact is 17 5 percent. The estimates vary from 7.5
percent in Minnesota 1o §7 percent in Indiana. However, only the Indiana estimate Is
much more.than 20 percent. The resuits indgicate that the cost increases substantiatly
reflect increases in Inpatient hospital utilizaton. The estimates ace unusyally robust,
The expected Gost decreasmg impactis indicated, with statistical significance. in
“only one state, Missouri.! No impadt is Indicated for the three remaining SELECT .
states--California, North Dakota and Ohio. In Calitornia, SELECT was not implemented
untll the Iast quarter of 1893. Since this data aet only reflects experencs through 1893,
there Is not enough SELECT experience to observe an impact in that state. In North
Dakota and Chio, the sample sizes are 100 smalf for rotisble estimates.
Analytic Design for Evaluation of the Cost and Utilization Impacts:.
| within each SELECT state, the svaluation Jata reflects exparience for (1) all Medicare
* bensfictaries grirolied in SELECT plans, for whom 8 KIC number was available, plus (2)
 matched sample of Medicare beneficlaries enroliad in traditional Medigap,
supplemental insurance products. The beneficiaries were matched to the extent
posszbie by age. gender and’ gcographnc areq. We also have an analogous matched

Y stwm’l (e estimate Indicates J 7 6 pcmm mst m‘lzmwn
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sample of pre-OBRA nelwork and non-network enroliees: howevcr analys;s lo date
has focused on the SELECT experience where we also have stronger quasi-
experimental comparisons. Nevertheless, the results obtainad with the pre-OBRA
compacisons have been consistent with those for the post-OBRA (or SELECT)
analyses.

The initial data set includes three years of Medicare claims data for the SELECT
and non-SELECT beneficaries—calendar years 1991, 1982 and 1893, Utlization andg
cost experience has been summarized by beneliciary for each of the twelve quarters in
this time inferval. Thus, the analyses are conducted using a pooled cross sectiontime .
series design with a maximum of twelve data points for each individual beneficiary.

Thie dats included only those quarters for which the beneficiardes were (1) alive, (2)
continuously eligidle for Medicare (both Parts A and B) and (3) not enroiled in an HMO

For the post-OBRA SELECT comparison, we have a four-way, quasi-
sxperimental design with both before-and-after and trestmentscontrol comparisens.
Soeme 25 different dependent variables, or Impact assessment measures. have been -
defined. However, analyses to date have focused on the total sliowable iMedicare
expense (including deductibles and copaymaents) for both Parts A and B. The basic
results-do not changse if one 16oks only at the armounts actually paid by Medicare
Furthermore, the results are corroborsted from looking at individual utilization and cost
components (e.g., hosphalization, physician services and ancillary services). ‘e have
estimated OLS, log-linear and two-pant Probit models, The results obtained with

- different model specifications are essentially equwalem In particuiar, the SELECT
impact astimates are unusually robust.

The SELECT “treatment” or impact assessment varigble is 8 dummy-type
indicator that ranges between zero and gne, For SELECT enrofiees, i is set equal to
zerg for quaners prior to SELECT enroliment; and it s set to one for quarters after
SELECT earciiment. For non-SELECT enrollees, this variable is ahvays zero.

The fouowtng are lnduded as. mdepenaent vanables

« adummy variable for gender (q.e._ male or famale);

+ six continuous vanables specifying age in a piecewise
‘.. linear fashion (including @ segmenl for under age 85),

«  two dummy variabies for raca-—dfstfngunshfnq black and
other nonwhite; : ‘

. two time trend vadebles«quaner number (x e. 1 thru 12)
" and Quarter number squarad

o dummy vanablas for the dxsabled and. renat benehdaﬂes

+  two dummy variabies lndncati-ng those with dual
entitiement-distingulshing the aged.disabied and tha
aged with renal disease;

'« dummy variables for gach coi.:mf -to controt for
' geographic differences in provlder avallabmty and
paymem rates; . .
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« dummy variables for each insurer—to control for insurer A ‘
ddferences In Ask SELECTm _ S |

. dummy variables for each OBRA ‘pian lcttaf‘-to can!rol
for dierences in benefits;2

» dummy variables for sach season= to ¢ontrot for seasonal
- variation Is health care utiizaton; and

» @ dummy vanable sat equal to one throughout for ,
beneficlaries who subsequently join SELECT-to control
for prior use and cost differences between the treatmant
and comparison groups.

To date, sil models have been estimated sepamtely for each state, since the
programs were Implemented so differently in diffarent states. A pooled model with -
additional explanatory varigdbles representing the charscleristics of states and insurers
will soon be tested to assess the impdct of implementation cholces on cost and use.

- Alternative Inﬁerpretahons of the Results: A number of altemative .
explanstions are possibla:

\ (1) SELECTion Bias Absent a tuly randomized experimental
design, it is not possidie to preciude the possibility of biased SELECTion
(i.e.. having noncomparable treatment and compasrison populations). At
least two kinds of SELECTion bias could yield the apparent cost- '
increasing empirical resyits. One of these is SEL
cbad” risks. Most of the SELECT plans invoive hospitat-only provider
networks. That is, the plans do not restrict physician choice. To the
extent that SELECT Insurers emphasize their “high quality™ hospital
providers in marketing. they may unintentionally be attracting
veneficiaries that anticipate hospitalization (i.e., bad dsks). indeed, our
resulls indicate that most of the apparent cost lncmasu are related w
hospitalization

o SELECTion bias is also possible due to SELECTive earoliment of
-tormetly Uninufed beneficiares. itis podsible, albelit sémewhat less
Hkely, that SELECT, due to its pricing advantage snd market positioning.
Is relatively more attractive to Medicare beneficiaries without a prior

suppiemental plan. Research has shown that, due to the “moral hazard”
invelved, those with Medigap, supptemantal plans have higher Medicare
program costs than those withoul. Thus, a cost increasing result could
be obtainad if those enrolling in SELECT were less likely t0 have had a
supplemental plan prior to snroliment. Unfortunately, no information was
availsble on the prior Insured status of either the SELECT or traditional
enroliees included If this analysis. '

IMinncsota and Wigcoasin arc both nonstadand seates. Thus, uo plan lenter variables could be lndxcvtcd
fot b«nnciancs in \mse siples. : A
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‘ . (2) Volume Response, Eady analyses of commercial PPQs
: found that providers responded to price discounts by increasing volume
angd thereupon total hesith banefit costs. A similar explanation (s
- possible here. Howaver, a volume respanse of this type has never
before bean atributed to hospital providers, and, agan, much of the
spparent cost incresses mﬂect ncreased hospital volume..

(3) More Aggressive Pslient Scroening. Some Medica_ra HMOs
have raponed dramatically high infial COsts gue 10 their preventive cere
vrientation. New patlent screening has detected a large backlog of
formedy undlagnesed and untreated problems. Thit has meant that new
patients have unexpectedly large, albeit short-term requiremaents for

 madical tregtmant. If so, the appacent cosz-mcrnaslng lmpaas of.

SELECT would diminish rapldly over ume

Continuing work will seek to discriminate betwaen f.han and otner altemative
- explanations of the resuhs

Schcdule for Reportme Additlonal Results: Substantially all analyses will be

compieted by mid-August. A draft final report is due to HCFA on October 1,1995. The
fovlsod final ripaft is due December 1, 1995 ,

" JoTAL P.OS
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May _, 1995 '
(Senate)

H.R., 483, A Bill to Permit Medicare Select POllCleS
to be O ed in All States

The Administration supports a temporary extension of the’
15-State Medicare SELECT demonstration program. However, the
Administration has concerns about H.R. 483, in its present form,
for the reasons stated in the attached letter from Secretary
Shalala. The Administration looks forward to working with the
Congress on this matter.

¥ * % % % & %
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B : . March 7,1995

The Honorable Bill Archer

Chaiyrman, Committee on Ways and Means
House of Representatives

Washington, D.C. 20515

Dear Mr. Chalirman:

This letter expresses the Administration®’s views on H.R. 483, as.
reported by the Subcommittee on Health. H.R. 483 would make the
Medicare SELECT demonstration program permanent and extend it to
all States. . :

Our experience with the Medicare SELECT demonstration should be
part of the effort to improve current and future managed care
choices under Medicare. We have previously made available tke
case study portion of the Medicare SELECT evaluation. Other
. pieces of the evaluation are still in process; these include a
survey of SELECT plan enrollee satisfaction and an analysis of
SELECT enrollee utilization experience. Preliminary results will
not be available until the later part of this summer. We believe
that Congress would benefit from a review of the full evaluation
results before beginning the deliberations on Medicare SELECT as
a permanent program.

The case study portion of the Hedicare SELECT evaluation has
already raised a number of questions about the Medicare SELECT
demonstration. As managed care options under Medicare are
expanded, we want to ensure that our beneficiaries are guaranteed
choice and appropriate consumer protections. In addition, many
of the SELECT plans consist solely of discounting arrangements to
hospitals. We would be concerned if the disconnting arrangements
under Medicare SELECT were to be expanded to Medicare
Supplementary Insurance (part B) services. Discounting
arrangements, particularly for part B services, may spur
providers to compensate for lost revenues through increased
service volume. Consequently, we are concerned that such an
expansion would lead to increased utilization of part B services,
rather than contribute to the efficiency of the Medicare program
through managed care. We would therefore oppose such a change.
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Given that the Medicare SELECT demonstration is under an expiring
authority with an impending deadline, the Administration supports
a temporary extension of the 1i5-State demonstration. Such an
extension would provide sufficient time to examine what we have
learned from the demonstration and tc make nceded changes to
SELECT based on our findings.

We are committed to working with the Congress to improve and
extend the available choices to Medicare beneficiaries so that
they have the full range of managed care options enjoyed by the
general insured population.

We are advised by the Office of Management and Budget that there

is no objection to the presentation of this report from the
standpoint of the Administrat}pn*s' ogram.
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The Honorable A \
- Chairman, Subcommittee ..... ‘ '

U.S. House of Representatives
Washington, D.C. 20515

Dear Mr. Chairmén:

This letter expresses the Administration's views on the
Chairman's mark for Medicare Select legislation, H.R. 483, under
congideration by the House..... Subcommittee. i
Our experience with Medicare SELECT demonstraticn should be part
of the effort to improve current and future managed care choices
under Medicare.. We have previously made available the case study
portion of the Medicare SELECT evaluation. The four remaining
pleces of the evaluation are still in process; these include: a
survey of SELECT plan enrollee satisfaction; a survey of SELECT
insurers; an analysis of the relative efficlency of SELECT
physician networks and an analysis of SELECT enrollee utilization
experience. Preliminary results will not be available until this
summer. We believe that Congress would benefit from a review of
the full evaluation resulte before beginning the deliberations on
Medicare SELECT as a permanent program. A

The case study portion of the Medicare SELECT evaluation has
already raised a number of gquestions about the Medicare SELECT
demonstration. As managed care options under Medicare are
expanded, we want to make sure that seniors are guaranteed choics
and the appropriate consumer protections. In addition, many of
the SELECT plans consist ¢of discounting arrangements to
hospitals. We would be concerned if the discounting arrangements
under Medicare SELECT were to be expanded to Part B services. We
believe that such an expansion would lead to increased
utilization of services, rather than contributing to the
efficiancy of the Medicare program. We would therefore oppose
such a changs.

Given that the Medicare SELECT demonstration is under an expiring
authority with an impending deadline, the Administration supports
a temporary extension of the 15-State demonstration for existing
plans. Such an extension would provide sufficient time to
examine what we have learned from the demonstration and to make
the requisite changes to SELECT based on our findings.

We are committed to working with the Congress to improve and
extend the available choices to Medicare beneficiaries so that
they have the full range of managed care options. enjoyed by the
gensral insured population.




