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COMPARING APPLES WITH APPLES 

ON MEDICARE 


By Stuart M. Butler 

Vice Pr~sident and Director of Domestic and Economic Policy Studies 


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 lune. 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 rum out to be much closer. 

A baseline is a projection of spending· under current law, using assumptions 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 ofCongress is that the White House uses a Medicare baseline deve!- . 
oped by its own Office of Management and Budget, while Congress uses the baseline developed by 
the nonpanisan·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 eBO 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 panicular budgeted amount for Medicare would seem 
lower using the OMB baseline instead of the CBO baseline (or, in Washington parlance, a Medicare 
"cut" looks smaller using the OMB baseline). 7YiIiSBIl!J95 

Nothing weinen her~:,15 to be construed as neces.sarlly n:f1ecfing the views of The lkeicage Foundation 
or as an .;utrmpt 10 aid or hirukr 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~ itis clearly very misleading for the White House to use one baseline to score 
Congress's Medicare p]an and another to score its own (especially when that suggests a lower "cut" 
for the White House plan). 

( 
For Members of Congress and ordinary Americans to compare the two budget proposals, it is thus 

necessary to provide a comparison using the same baseline. Doing so, as the following chan indi
cates.reveals that the projected savings are closer than the White House suggests . 

. + . 	Using the OMB baseline for the White House plmmd the CBO baseline for Congress's plan 
wrongly implies that the White House wants to reduce futUre Meclicare spending by $128 bil
lion (FY 1996-2002). while Congress intends to reduce it by $270 billion (that is. by $142 bil
lion more than tbeWhite House). 

... 	Comparing the two budget plans with the eso baseline, however, indicates that the 'White 
House wants savihgs of $192 billion, not the.S128 billion it clai~ when comparing its plan 
with that of Congress. This makes the difference betw~n the two plans just $78 billion over 
seven yeus, 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~ 

... 	If the two budgets are compared with the OMB baseline, it is Congress's savings which.must 
be revised do'WIl to reflect the lo~er baseline~ Using this baseline means Congress's savingS 
amount to $205.7 billion (compared with $128 billion for the White House plan, uSing. the 
same baseline). 
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Intensive Care: We Must Save Medicare 'and Medicaid Now 
by RossPerot. 

General OverView 
, , 	 , 

.. 	 Tne first three chapters provide an' o~erviev.;.ofthe Federal budget d~ficit and the Medicare, 
and Medicaid growth rates .. ' . 

Discusses OMB's and CBO's diffeI:ent deficit projections. He refers to CBO'sas "more 
pessimistic" than 0 MB 's. 

Warns that reducing spending on Medicare and Medicaid could result in cost shifting to 
the private sector. 

.. 	 States that slower Medi~are and Medicaid growth rates do not equal cuts, and he provides 
t~e following quote by the President~hich also makes this point: 

Today, Medicaid and Medicare are going up at three times the rate ofinflation. We 

propose 10 leI il go up a/fwo times the rate ofinflation. Tbat is not a Medicare or 

Medicpid cuI. So when you hear all this busine;s abou/.cufs, ielme caution you that that is 

not what ,is going on. We are going to have increases in Medicare and Medicaid. and a 

reduction in the rate ofgrmvth ' " , ' 


(from a speech to the AARPin Culver City, C,A bn.october 5; 1993). , 

.. " Recommends piloting any Medicare or Medicaid reforms first, t9 see if they work. Also, 
states that we should notrequire that the sanle pr'ogram be adapted thro~l'ghout the U.S. ~.: 
"what works in Miami may not work in Se<l:ttle,." , . 

.. It should also be noted that he qses a variety 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 CBO and OMB ntp11bers on the same 
chart. 	 . ' 

Medicare 

.. 	 Chapters four, five and six give a general introduction to' Medicare and the problems facing 
the program. ' 

Perot notes that the Trustees have forecasted the impending ba~kruptcy of the HI Trust 
Fund for years. 

Short-ferm Medical'e Refoni1 
, , 

.. Perot outlines possible short-term reforms, but he makes no specific recommendations. 
Instead;he provides a menu of-possible options (see attached table). In most cases, Perot 

, provides seven-year totals., However, for several of the pi'oposals, only five-year totals are 
given. ' 

I 
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Staff put together one possible package, based on the most aggressive proposals I from 
Perot's rrienu for which seven year totals were provided or could be estimated. This 
pa.ckage would generate about $260 billion in saving$ over seven years.' [t should be noted 
that these seveh-yearsavings 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 a<;count any interactions among the various proposals. These 
proposals are highly interactive, thus the seven-year total probably overestimates the actual 
savings possible. . 

Most of the proposals on Perot' s "savers menu" are targeted toward beneficiaries or 
hospitals. 

Medicaid 

., Chapters eight and nine discuss Medicaid and Medicaid reform. 

Perot depicts Medicaid as a program that is growing out of control, bqt is essential as a 
safety net.' . 

. Perot highlightsthat ch.ildren comprise 50% of the popUlation, butonly spend 15% of total 
Medicaid funds. Facl Check: In FY 1993 children composed 50% oflhe pojm/alion, but 
only .spent 19% oflolal Medicaidfund!/. 

Perot emphasizes that 67% 'ofMedicaid expenditures are for senior citizens and t)le 
disabled, while these popUlations only account for 25% of Medicaid recipients. Fact 
check: In FY 1993. the aged and disabled spent 67% ollolal Medicaidfimdl·. and 
'comprised 27% ofMedicaid recipients3

•. 

The Problems 

., Per~thighlights several problems fn Medicaid without providing specific solutions. 

Federal.and State spending are expected to grow at an unacceptable rate. Medicaid 11lust 
c011tinue to be, affordable to Americans . 

.., P~rot cites asset transfer as one of the most expensive ablises of Medicaid. 
r 

. . 

I Proposals included in the "aggressi~e" option: increas~ Part B deductible to.$150 and inde'\ it to iv1edicare cost 
!!rowth: ~O% coinsuranc~ on home health, SNF, and clinical labs; prohibit "first dollar" medigap coverage: s'et Part 8 
~r~l11iul1l at 30% of costs: eliminate payment of bad debts; elinlinate DSH immediately; reduce GM E and 1i\·1 E: reduce 
payments to high-cost medical staffs: incol1le-r~lale Part 8 premium. . 

" .. 
2Source: Urban Institute al~alysis of HCFA data, 1994 for The Kaiser Commission on the Future of Medicaid. 

The 'children' Celtel!orv onlv includes non-disabled children. Delta excludes Arizona and u.s. Territories, accountit1!! .... '" '" - . ... 

adjustments, and adlhinistrativecosts. 


2 
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Perot targets DSH as an accounting scheme States have used, and largely attributes the 
growth in Medicaid to DSH cycling. Perot notes tliat DSH must be studied and further 
reformed. 

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

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

Reform 

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

Accordiilg to Perot, DSH reform should be simple. No solution to DSHcycling is offered .. 

.. 	 Expanding the use ofrural 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 governil1ents taking one portion or the other. It is 
unclear. according to Perot, if this would save money. 

More Medicaid recipients could be moved into managed care. Perot cites TennCare as a 
managed care program, but states that it is premature to label this program as a success or a 
failure. 
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Long-term Reforms for Medicare and Medicaid 

Over the long-term, Perot argues that two changes in MediCare and M~dicaid must oc'cur: 

~ First; Medicare and Medicaid need ~o increase the use of niamiged care. 
Perot does not guaranfee that increasing the use of managed, care will control the rising c~sts of 
Medicare and Medicaid. He says we will not know'thisuntil it is tested. 

For Medicare, beneficiaries should be given a choice of health care plans, including managed care 
option(s)., He notes that, for Medicare, the choice among plans should be mqde 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 ~1anaged 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 average 

'population.': However, he does not provide cites for these s~udies. . 

~ 	 Second. Perot beli<:!ves that we must change how Medicare and Medicaid are financed. 
One possible financing mechanism Perot suggests is medical savings account;5 (MSAs). 

At the beginning of the MSA chapter, Perot states that much of the chapter is based on John 

Goodman's woik Goodman is, a strong advocate of MSAs. ." . 


Perot states that, with an MSA, an ·indi vidual would have $0 iri. out-of-pocket costs because his/her 
emplGyer .or, in the case of Medicare and Medicaid, the governmen.twould cGntribute the entire' 
MSA amoul1t (i.e., the entire deductible amount). This assumes th1:\t the employer/government 
could use the savings from replacing thecurrentcomprehensive plan with a catastrophic plan to 
fully cover the MSA. However, analysis indicates that employers probably would save much less' 

, on the catastrophic plan than would be necessary to fully co\'ei' the high deductible. . 
, , " ~ . 

Again, Perot does'not guarantee that MSAs can help hold dGwn the growth rates for Medicare, 

Medicaid, or; for that matter, the entire health care system. ,He recommends testing them to see 

what benefits, .if any, they can yi~fd. ' 


Conclusions 
, . 	 .' 

~ 	 Discusses again the challenges oftoday's society, pointing out changes in urban Amcrica, 
modern niedicine, and technGlogy. 

~ 	 Emphasizcspersonal responsibility. 

Finally, Perot states that just reforming Mcdicareand Medicaid will 110t be enough. The 
entire health system must also be strengthened. 

4 



Possible Medicare Savings Proposals- Perot Menu 
($ in billions) 

5-yr Total 7-yr Total 
Increase and index Part B deductible 15.2 

20% home health, SNF, and lab coinsurance 11 28.3 45.5 

Prohibit Medigap from paying first $1;500 11 34,9 55.9 

Part B premium: 
$20 increase in 1999 3,8 

30% 11 26.3 46.6 
50% 21 121.5 

Eliminate payments for bad debt 2.7 

DSH: 
Reduce to 5%, pay only to large urban hospitals 21 21.9 
Eliminate immediately , 11 22.4 33.2 
Phase out 11 13.4 26,7 

Reduce GME 6.1 

ReduceIME 21.1, 

" 
High-cost medical staffs 6.0 

Income-related Part B pre,mium 28.2

~II!I NO ES~I:ATE " 

Pay 10% of recoveries to beneficiaries reporting l~! NO ESTIl'vlATE 
fraud and abuse 

Merge Part A&B 

a~~ 
:;« 

Increase eligibility age i\~ NO ESTIMATE' 

Total, Aggressive 

Notes: 

Sil\'ings shown are from the Perot book" Staff estimates would differ marginally, 

,11 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 infol'mation given, 

3! The "nggressi\'e plan" includes the highest·saving provisions for which';;';ven'year savings were provided or could be projected. 


The proposals included are highlighted in bold.' Aslding up one cOl!ibination of the savings estimates in Perol's book produces 

$154 billion in savings, However, this total is illcorrect becaqse it includes both five.' and seven-year estimates. 




dpc talking points 

Publication: TP..xx·SodaJ Services JUly 20. 1995 

iiS:!I. 

'Medicare's 30th Anniversary 

GOP Tells Seniors to 

Pay More/Get Less 


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

Republicans want to break the 3D-year contract with seniors in 

order to pay for tax breaks 10r 1he rich. 


6:JJ. Republicans are keeping their secre~ ~Ian to cut Medicare under 

W wraps, but from the details we have It IS clear that theconse


quences of the GOP plan are: Seniors pay more/get less. 


Democratic Policy Committee Tom Daschle, Chairman 
United States Senate - Harry Reid. Co-Chairman 
Washington, D.C. 20510-7050 
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-: :g::'crn'lnit3OthAririlvetsary of Medicare, remember MedIcare Is 
" ,. '; :a"OimOcfatlc'prlorlty,'Oemocrats always have taken the lead, 
, 'It'I' protectfhg seniors and strengthening Medicare. The his.. 

torlCif'l6c:ordli' ch~at; If It had been up to, Republicans, 
-"'8dlcar.;~.var would have been enacted. ' 

July 30 marks the thirtieth anniversary of the signing of Medica"re into law by 
President Lyndon B. Johnson. The bill was signed in Independence. 
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. 

Presiaenr John Kennedy made health care for seniors an issue in his 
1960campaign andsawhisplan defeatedin Congress. Over and over 
again, Democrats attempted to pass Medicare legislation. Over and, 
over again, Republicans voted overwhelmingly against it. 

Only aiter Democrats calledthe 1964 electiona"mandateUforMedicare, 
and triumphed at the polls, did the Democratic vision of MedicarfJ . 
become a reality. 

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

OPe Talking Points p.2 



Today, Medicare is once again under 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 a "foot in 
the doo'- for socialized medicine. . 

• 	 House Majority Leader RichardArmeySQys he "deeply resents 
the fact that when I am 65, I must enroll in ·Medicare." He calls 
it part ofgovemment that teaches depRndence, and says it is 
a program 141 would have no part of in a free world." 

ope Talking Points p.3 
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:':'·'::.:;:·R~~~:j~~~~~:Y,tant tobreak<the 3O-year contract with seniors 


': In;:Q!~ ...r10'pay for tax breaks for the rich. 
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Republicans threaten Medicare by proposing unprecedented cuts in order to 
provide tCi?' breakS 10r the riCh. 

Republicans want to cut $270 billion from Medicare so tl1at 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 solvency of the Medicine Trust 
Fund as a smokescreen to get the money they need for tax breaks for the 
weatthy. Fromthe beginning. Republicans fought this program tooth and nail. 
Democrats fought for seniors and for Medicare. ' 

Democrats have always taken the lead in protecting seniors and Medicare. 

• 	 During thisyear's budgl1t debats, Democrats tried to put money 
back in Me,dies,e byeliminating the GOP taxbreaks for the rich. 
Republicans voted in lOCKstep to defeat this effort. 

. 	 . 

• 	 In 1993, Democrats took steps to strengthen the Medicare trust 
fund-without a single Republican vote. 

In 1995. Democrats will continue to proteC1 Medicare and fig ht for its solvency. 

DPe Talking Points . 	 p. 4 
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The Republicans have tried to keep their secret plan to cut $270 billion from 
Medicare underwraps. But leaked documents show that their proposal relies 
on a "Voucher system." Without a doubt, 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: 

• 	 seniolS who wish to keep their family doctor instead ofjoining . 
an HMO will have to pay mors/:· 

• 	 sfmiors who are forced for financial reasons to choose an HMO 
will have their cu"ent benefits threatened-they will get less; 
and. ' . 

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

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

While the weanhlest Americans are receivi ng 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 unfair to seniors and Democrats wi,lI continue to fight to 
ensure that seniors have access to quality and affordable health care. 

• 


DPe Tafking P,,;nts 	 p.s 



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

Aepubllcan Question '1 : IfRepublicans increase Medicare spending' (rom 
$4,800 today to $6, 700 in 2002, where's the cut? 

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

• 	 the annual deductible would increase each year; 

• 	 the average seniorreceiv;ng home health care services would 
pay $1, OZO more; 

• 	 the aV9rsg9 s9nior reCipient of ski/led nursing home services 
would pay about $1,000 more; and, 

.> 	 the average seniorchoosing 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 will their plan require senior 
citizens on fixed incomes to pay more-by increasing premiums, co-pay
ments and deductibles? 

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

.Our Question to Republicans: > 

Howsrs you going to reach $270 billion in cuts? 

DPe Talking Points p.6 



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

Yes, and that is why Democrats are asking Republicans to sit down and solve 
this problem outside of the budget debate. In the past. when action was 
needed to strengthen the trusffund, Democrats always took the lead. Most 
recently. in , 993. Democrats extended the solvency of the trust fun~without 
a Single Republican vote. 

Democrats are committed to finding a long·term solution to ensure that· 
Medicare will be there for future generations.· Republicans are cutting 
Medicare in orderto pay fortheirtax cutsforthowealthy--that's not reforming 
Medicare! 

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

abandon your plan to give the top one percent 
of America's wealthiest.-a huge tax breal< and 
put the money back into Medicare's future? 

DPe Talking Points p.7 
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Republican Question '3: What is the Democratic Plan to save Medicare? 

Democrats always have taken the lead in proteding seniors and strengthen
ing the Medicare Trust Fund. The real question is what is the Republican 
agenda for Medicare? . . 

The GOP plan does not address the long-term solvef)CY 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 
to help it remain solvent in the long-term. 

• 	 Their plan does not address the problem Medicare will face in· 
2010 when the baby boomers begin to fetire. 

It's hard to b~lieve that Repub·licans-who fought against enaC1ing 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 Tfust Republicans 
to Protect Mfldleare1 

Before the election last year, Republicans 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... falsely accusing Republicans of 
secret plans to cut...Medicare benefits... II Washington·Post, 11/6/94. 

HaleyBarbour, RNC Chair, said, 'f1Jhe outrage, as (aras I'm concerned· 
is the Democrats'bigliscampaign thatthe Contractwith America...would 

.rtJquire huge .. ~Medicare cuts. IJ would not. II <?NN's Late Edition, 111 
6/94. 

p;SOPC Talking Points 
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. In 1995, they passed a budget which· cuts Medl.care by ~n unprecedented 
$270 billion in order to pay for .tax breaks for the rich. 

! 

In 1995. Republican House Majority Leader Armey says that Medicare is "a 
program J 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 

. I with the.American people? 
i 

\ 

, 
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NOTES ON MEDICARE MEANS TESTING 


The Pr"sident's comments on means teEting last night wen, completely consistent wirh 
his PflSt position and the; comments of his Chief of Staff Leon Panetta and his OMB Director 
Alice Rivlin on last Sunday's memm£ news shows. 'The President and his top economic 
advisors have stated that they are llot upposed to means testing in principle, but that thcy do 
not believe that there should be any new increases 1n premiums in a budget plan that uses 
those savings to pay for iii large and unneC4:Ssary tax cut. 

"Look. we donlt object to the principle of weans testing, but if you don't 
have to do it, why do it? The purpose is, let', look at the Trust Fund. 
What do you need to repair the Trust Fund?" . . 

Chief ot Staff Leon Panetta on !lFace the Nation," 
Se;ptcmber 17. 1995 

liThe President docs not think that at this time it is neceliisary to put 
more burden on beneficiaries. Well, tbe Republicans want to do this in 
order to.,. have people pay more for Medicare at high incomes so thAt 
they caD give more money in a tax break to people at high Incomes. We 

. just don't think that is necessary....Wc do not think that meanS testing 
Medicare i~ necelsaIY if it has to be done for producing a lwr. cut for 
the wealthy," . , 

OMB Director, Alice Rivlin, ','Meet the Press," September 
17, 1995 
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OFFICE .011' THE MAYOR 

CITY 01" 'CHICAGO 

RlCHA.B.D !If. DALJ::Y Septem~er 28,1995
",&VOR 

Tne Honorable William V. Roth, Jr. 

Chairman 

Committee on Finance 

United States Senate 

104 Hart Senate Office Building 

Washington, D.C. 20510·0801 


Dear Mr. Chairman: 

I am writing in strong opposiiion to the Finance Committee's proposal to impose a mandatory Medicare 
tax on pre.19S6 employees of state and local governments. 

While I realiZe that reform of the Medicare system is a vital national issue, this proposal is a direct ... 
assault on the taxpayers ot the City of Chicago. It would require the spending of S17 million in 1996 alone '. 
diredfy out of the City's corporate budget tor the cost of the City's share 01 these employee's Medicare taxes. 
The Chicago Board ofEducation will also be taxed $14.7 million for these costs just at a time when tt has made 
great progress in balancing the Schools budget for the &st time in many years. Other local gOllernment bodies 
in Chicago. including Cook County, the Cl1icago Transit Authority, City Colleges and the Chicago Park District 
tace increased costs 0($12.6 million. The total impact on Chicago tarpayers is over S44 million. and when the 
requirement of matching individual contributions is taken into account. the total Medicare tax increase is Ollef 
$88 million for1he Chicago area alone. This also represen1s a tax increase on those individual employees who 
are currentlv exempt from the Medicare tax. While I know that these amounts do not sound like a fot to the 

•• 	federal government, this additional talC on local government will halle 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 
officials which Congress has said it is no longer going to pass on to local gOllernment. In fad. I believe that it 
would be subjeCt to a point of order under the mandates legislation paS5ed just this year but not formafly in 
effect until January 1st of next year. I am disappointed that Congress would see fit to so quickly abandon its 
commitment to stop imposing new mandates. This proposal also represents a reneging by the Congress on 
an agreement made in 1986 to only impose mandatory Medicare taxes on a prospective basis. 

As Mayor of Chicago. it is my responsibility to defend the interests of the taxpayers of.my city. I ask that 
the Finance Committee rethink its proposal. keeping in mind aU the discussion in Congress earlier this year 
about how'the time has passed when Washington can simply impose new costs and mandates on local 

,government in order to raise its own revenues. 
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Year' . 'PerC&nt ,'Percent; .... 'Difference'" 
. 19,93'" $36 • .,0 

',' C"""1994 .' 41.10 . , 

.,' '199" 46.io I' 

19!;6 43.50 . '$54 ~ 70 ,+$11..20, 
.. 

··U97, 47.8,0 60.20 ,+12.40 
199&, :52.50 .(;6.20 +13.70 
1999 51..7,0 .72.60 +14.90 '.', 
2'000 63.20 79.GO +1'6.40 . , " 

200.l 69'.40 "87 7 40.' +18 .00 
.l· 2002 76.40 913.lD ~i9. 90 

, '. 
\, 	 '\President'" Budget. 

o 	 The 25, percent . premIum ' ugures' rehects' t,he Presidiimt·· II 
budgQt propoeal.to extend the 25 percent PerL. B premIUm.tor 
1999 andthereatter :(USlng ,the Adminhtrati.on bUGline), but 
excludes ,the effact QLthe other .Pres.ident· s budget· ," . 

i '. extenders wh,1ch would811ghtly low~r the Part B premium. 

Domenlcl',Proposal 

o' 	 'J.;he:u.5 percent,premium figures shows ,the prOjected mc~lmum 
monthly ,P.art :5 prem! LUR' under. tn,e' Domenlc 1 proposa 1.,The' 
8ctualPartB,premium/will be lees if other Part B. ~ovlnqs 
propo6cfs'ar~ .enacted. ' 

comp.arI8~n ' 	
, \ 

The dol,lar dlffetenc~ shows ho"" much morebeneficioiree ",iil 
havato payel:lCh month for th~lrPart B coverage, under the 
DomenlC,l proposal compared .. to 'IoIhat theywouldpoy 'under the· 
P~esident 's bud,get; , 	 . ' , '. 

+ 	 In 2002,benet'11:.:1cr1es would p8Y$.i9~90each rrionth.moro, 
." 	 und~r the Oomenici proposal than under the Presldene's 

budget' propo'sal. , ' 
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+' :'1'he' $238'~80 fJ.gu,te il nased,oria montryly increase ~f 
$19. 90timea 12' months. '",', ':' , 
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o The, Domenici 'proposal ,Will 'increase l::Ieneficld"'},,' payments for 
the pa,rt.B premimnln each year, from 1-996 and 2002~' . _) 

':i" " 	 Theannual,lncrease rise.frotl\ $134.40 in 1996 ($11. 20 
times 12mon~hl!5) td$238.80 lnZ002 ($19.90 ~l~es 12 '.
mQnths). "," , ' " 	
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TALKING POINTS, FOR 


SIGNING HA 483 (MEDICARE SELECT) 


By extending and expanding the Medicare SELECT demonstration to ail !50 
stat~s, this bill allows Medicare beneficiaries to c9'Ninue to voluntarily purchase 
Medicare SELECT policies. which are special typ6eJ>f Medicare supplemental 
health Insurance. SELECT enrollees agree to use a restricted provider network 
in exchange for premiums that are typloally lower than those of regular 
Medicare supplemental health insurancepo!icies. .' 

.. 	 While I am signing this bill. I remain concerned about Issues raised in the 
prellmine.ry results Of our evaluation of the demonstration, particularly the 
potentie.1 for Medicare cost Increases and concerns about the requirements for 
quality of and access to care in the SELECT networks. 

The Medice.re SELECT debate during this Congress has also raised awareness 
of problems associated with the use of atte.ined-age rating for establishing 
premiums. Under this type of rating methOdology, the insurer adjusts the 
premiums be.sed on the beneficiary's age. ThiS meani that a polley may be 
sold at what appears to be a bargain rate when the beneficiary is younger, but 
that it becomes rapidly unaffordable in later years when th~ policy may be 
needed the most. Although SELECT policies have been to~ted by some as a 
"great value.1/ I am concerned that the use of attained-age .rating may 
exaggerate the reported value of these product". 

While we are committed to expanding and Improving choices for Medicare 
benefloiaries, we want to do it the right way. We will be closely watching this 
program as it is expanded to the additional states and will not hesitate to 
return to the Congress If the final eve.luation results do not demonstrate that 
this new option Is a true value 10r Medicare benefloiarles. 

71 ii l 

http:Medice.re
http:prellmine.ry


PUI 
.• U1-U~-~~ U~:1Y PM FKUM UL!~A 

~ 
I 

OFFICE OF LEGISLATive & 

INTER-GOVERNMENTAL AFFAIRS
I 

I 
. FAX CGVER SHEETI 

'/ 

:.'.11 OATIl:, of PIgIIN:' CO*' + I 

P'AOM: 
, "O.t..t;. p i <- e..h"'b ~ ~ j 
j~~..r-k.. ~.t.! s..t..rS-~,-~ 

IFu: .;2.0::> "'4 S (p ... -;;'Y3l 
I 


j ;Ptlone; 


, ......----------' 

I 

jAEMA..KS: 
I 

I : 

I \ 
1 , 

~ i I 
\ ' 

\1 

:1,
----------~______--________________----~ il 

,;1
!,;HEALTH CARE FINANCING ADMINISTRATION ;:1 

Washington, O.C. 
1'/ 

:1 

it 

I 

III 



PUZ
:1Y PM fKUM ULIGAU'I-U~-8~ 

POINTS POR 

SIGNING HR 483 (MEDICARE SELECT) 


By extending and expanding the Medicare SELECT demonstration to all 50 
states, this bill allows Medicare beneficiaries to continue to voluntarily purchase 
MedIcare SELECT policies, which are special types of Medicare supplemental 
health Insurance. SELECT enrollees agree to use a restricted provider netWork 
in exchange 10r premiums that are typically lower than those ot reQuler 
Medicare supplemental health Insurance polioiee. 

.. 	 While I am signing this bill. I remain concerned about Issues raised by the 
preliminary rO$ults of our evaluation of the demonstration, partioularly 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 Congress has also raised awarene$s 
of prOblems; associated with the use of attained-age rating for eitablishing 
premiums. Under this type of rating methodology, the insurer adjUits the 
premiums based on the beneficiary's age. Thi5 means that a policy may be 
sold at what appears to be a bargain rate when the beneficiary is younger, but 
that it becomes rapidly unaffordable in later years when the policy may be 
needed the most. Although SELECT policies have been touted by some as a 
ugreat value," I am concerned that the use of attained·age ratlnQ may 
exaggerate the reported value Of these produots. 

While we are committed to expanding and improving choices for Medicare 
beneficiaries, we want to do it the right way. We wl/lbe closely watching this 
program as it is expanded to the additional state. and will not hesitate to 
return to the Congress to work with them if the final evaluation re$ults do not 
demonstrate that this new opt/on Is a real value for M;dicare beneficiaries. 



THE WHITE HOUSE 

WASHINGTON 

July 5, 1995 

MEMORANDUM FOR ALL EOP STAFF 

FROM: JODIE TORKELSO~ 

DEPUTY ASSIST ' HE PRESIDENT FOR . 


MANAGEMENT DMINISTRATION 


SUBJECT: 

On Monday, June 26, the United States SecreJ 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 W AVES . 
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 roaming the 
halls will be challenged by the Secret Servic.e.· 

Passholders parking 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 Service White House Division at x54259 with any 
. questions regarding this revised pass system. 
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FAX 


Health Division· __ 
Office of Management and Budget 
Executive.Office of the President 


. Washington, DC 20503 


TO: ~ ~V\'\~5 

FROM: 'r1~ . 

Fax Destination 

. Organization: . 
Phone Number:·' 

Number of Attached Pages: ~ 

Notes: 

HD Fax Number: 202/395·3910 
Voice Confirmation: 202/39$.4922 Health Division Fro·nt Office 

2021395·4925 Health & Human Services Utiu 
2021395-4926 
2021395.4930 

Health Programs & Services Branch 
Health Financing Branch . 
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,Attached is draft language for the Medicare SELECT enrolled bill memo. It is writt~n from 
the perspective of the Director ,concUITmg with views expressed by HHS, That is the 
current structure of the enrolled' bill 'memo. 

L-~D ~\d G..'K.~ ~u.y C.OMvy\Cv\TI. Dll ~ 

~Y"O\\-e..d t.:n'\\ Vvu..VY\O -h9cl~ P}e~ 

~v\clrL ~~. 

, ' _, L 
- f'Il r;t..,Jr'~ 
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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 points 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 ~tual 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 

pl~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 recently become available from the two research organizations 
evaluating the program point to increases in Medicare expenditures. That research indicates 
that in 8 of the 12 states the demonstration is currently operating in, Medicare SELECT 

·&iellifieMltly increasll Medicare expenditures an average of 17.S percent. (Only 1 state 
showed signi!i'M);,d)' declines in Medicare expenditures, the remainder showed no imp~4Lc:".~I'C::S 
Although these results are preliminary. they are compelling enough for the HeFA ez\ to 
estimate a PA YGO impact associated with the extension of Medicare SELECT to all SO . 
states. 

PAY GO Impacts 

FY9S <$50 million 

FY96 $0.9 billion 

FY97 $1.4 billion 

FY98 $1.8 billion 


FY99 	 no impact in 
FYOO 	 FY99-00 because 


the Secretary 

of HaS is assumed ~ 

discontinue the program

due to costs. . 
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EXECUTIVE OFFICE OF THE PRESIDENT 


OFFICE OF MANAGEMENT AND BUOOET 

W~INGTON. D.C. 20503 


FAX COVER SHEET 

Date'_+-~-f-....!...7--.:::fNuinber of pages'~=,..:::3~.~____ 
(excluding c -Sheet) 

confidential 

From: Chuck Konigsberg 
OMB Legislative Affairs 
Phone: 395-4790 
Fax: 395-3729 

To: 

Fax: 67'1 fl 

Additional information: 

__ 

Time 
~--I---I"--

, 
.o~ ...: 
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Draft 

The' Administration supports a temporary extensio~ of the 
15-State Medicare SELECT demonstration~proqram. Howe~er, the 
Administration does not support H.R. 4 3, in its pres~nt lorm, 
for the reasons stated in the attached letter from Se retary 
Shalala. The Administration looks fo ard to working with the 
Congress on this matter. 

/ 
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March 7,199S
I 
! 

I 

~be Honorable Bill Archer 
Chairman, committee on Ways and Means I 
House of Representatives IWash.ingtoD, D.C. 20515 

i 
Dear Mr. Chairman: 

I'I 

This letter expresses the Administr~tion's views on H.. 483, as 
reported bytbe SUbcommittee. on Healthl H.R. 483 would make the 

l
Kedicare SELECT demonstration progz'alll' r ent: and ~end iit to 
all States., i, i 

, ' i ! 
OUr experience with the Medicare SELECT demonstration ~ou:id be 
part of: tbe effort:. to improve current .atnd future mimaqeld care 
choices under Medicare. We have previously made ilVailalble jthe 
case study portion of the Medicare SELECT evaluation. pthE7r 
pieces of the evaluation are still in process; these' in,cl.uq,e a 
survey of SELECT plan enrollee satisfaCtion and an ,anal¥sis of 
S~ enrollee utilization experience~ Preliminary re~ul~s will 
not be available until the later part of this sUMmpr. ~e believe 
that congress would benefit from a rev~ew of the full evaluation 
results before beqinning the deliberations on lIed.icare SELECT as 
a permanent program. 

The case study portion of the Hedicare :SELECT evaluation has 
already rai.sed a number of questions about the Medicare SELECT 
demonstration. As managed care options under Medicare are 
expanded, we want to ensur:e that our beneficiaries are guaranteed 
Choice and. appropriate consumer protec~ions. In addition, many 
of the SELECT plans consi~t solely of disCDantinq arrangements'to 
hospitals. We would be concerned if' t::Qe discounting arrangements 
under Medicare SELEc::T 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 increa~ 
serVice volUlll.e. Consequently, we are concerned that such an 
expansion would lead to increased utilization of part B .services~ 
rat~er than contribute to the efficienc:y of the Medicare proc;Jram 
tbrough managed care. We vould therefore oppose such a' change .. 
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Page 2 ~ The Honorable Bill ArChar 

Given that the Medicare SELECT demonstration is under an expirinq 
authority ~ith an impending deadline, the Administration supports 
a temporary extension of the Is-state demonstration. SUch an 
extension would provide sufficient time to examine what we have 
learned from the demonstration and to: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 or the Administra.,tr~ 

"- " 

ogram. 
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EXECUTIVE OFFICE OF THE PRESIDENT 

OFFICE OF MANAGEMENT AND BUDGET 


WASHINGTON. D.C. 20503 


FAX COVER SHEET 

Number of pages_~3:--~~___ 
(excluding cover sheet) 

~rgent 
_____ Confidential 

From: 	 Chuck Konigsberg 

OMB Legislative Affairs 

Phone: 395-4790 

Fax: 395-3729 


To: ' 	 ERIN 0'CONNOR (WH/LA) b6) ).t; 
cc: 	 CHRIS JENNINGS 6'7C~i"-6~8TfI' 

NANCY-ANN MIN S7J t'i 
BOB PELLICCI ~"'/'1 Y 

Time 

ERIN--AS A FOLLOW-UP TO YOUR CONVERSATION WITH CHRIS, JENNINGS, 

PLEASE PAGE JANET MURGUIA REGARDING THE ATTACHED SAP. THANKS. 


. . ... /1 
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Draft--NOT CLEARED FOR TRANSMITTAL 

May . , 1995 
(Senate) 

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

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

{,: * * * * * * 

=:>.~ i'" 
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March 7,1995 

fJ.'b.e honorable Bill Archer 
Chainttan, Committee on Ways and Means 
House of Representatives 
Washington, ·D.C. 20515 

Dear H.r. Chairma.n: 

This letter express~s the Administration's views on H.R. 483, as 
reported by the SUbcomm.ittee. on Health. H.R. 483 would make the 
Medicare SELECT demonstration progr8lll pel:1llilllent and extend it ·to 
a1.1 States. 

OUr experience with the HedicareSELECT demonstration should be 
part of the efro.t to improve current and future Dan&ged care 
choices under Medicare. We haYe previously made available the 
case study portion of the Medicare SELECT evaluation. Other 
pieces of the evaluation are still in process; these incl.ude a 
survey of SELEC'l' p1an erarol1ee satisfaction and an analysis of 
SELECT enrollee uti1i~ation experience. Prel.iminary results will 
not be. available until the later part of this s.nmm~r ~ We bel.ieve 
that Congress would .benefit from. a review of the fall eva~uation 
results before beginning the deliberations on Xedicare SELECT as 
a permanent pro9rUk. 

The case study portion of the '.Medicare SELECT evaluation has 
already raised a number of questions about the Medicare SE.I..EC.r 
d@lllOJ15tration. As managed care options under Me.dicare are 
expanded, we want to ensure that our beneficiaries are guar&nteed 
choice and appropriate consumer protections. In addition, many' 
of the SELECT plans consist solely of discountinq arra~ements'to 
hospibls. We would be con~ed if the discounting a!:'rallg'ements 
under Medicare SELEC'l' were to be expanded to Medicare 
Supplementary rnsurance (pert 8) services. Discount.ing 
arrangements, particularly for part B services, may spur 
providers to compensate for lost revenues through increased 
serVice vo1.1.'llIle. Consequently" we are concerned that such an 
expansion would lead to increased utilization of part B serv~ees, 
ra~er than contribute to the efficiency of the Medicare program 
tbrougb managed care.. We would therefore oppose SUCh a' change. 

http:SE.I..EC
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Page 2 - The Honor4blc Bill Arch~Y 

Given that the Medicare SELECT demonstration is under an expiring 
autbority with an impending deadline T the Ad.i~istration supports 
a temporary extension of the 1S-State delDonstration. 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 £indinqs. 

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 .anaqed care options enjoyed by the 
general insured popUlation. 

We are advised by the Office of ~nagement and BUdget that there 
is no objection to the presentation of this repor.t from the 
standpoint or the, Administra~~~ 

'.~ . 



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 M~digap 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 RR. 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 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 t~e 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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GROUP llEALTH AsSOC'IA110N OF At/ERICA 

Memorandunl 


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 ASSOCIA170N 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 geograpbic 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 
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. 
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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.15-1?) 

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 (Le., the federal HMO Act provisions), the 
structural barrier HMOs face -- namely, that traditional HMOs are not designed to payor 
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 period, according to market share. (§2111, p.l?) 

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 fails to address a major, 
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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 
(§121, 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 yearrequirement 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, denying 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. 
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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, implemented 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 Savings 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 defmed 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 "savingsll 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 
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require the purchase or selection of catastrophic coverage would undennine 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 receiving the most appropriate care 
in the most appropriate setting. 

June 21, 1995 
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· Laurie: 

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 signing 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. Thi~ 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 p~ssed 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 warited 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 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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While we recommend signing this bill, we remain concerned about issues raised in the 
preliminary results of the evaluation ofthe demonstration. particularly the potential for Medicare 
cost increases and concerns about the requirements for quality and access to care in the SELECT 
nerworks. ' 

HHS recommends approval ofH.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, HHShas 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 extend 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 demonstration 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, tbeyare 
compelling enough for the HCFA actuaries to estimate a PAYGO impact associated with the 
extension of Medicare SELECT to all SO 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 ba.sed 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 

IFY95 
1 

IFY96 
1 

IFY97 
I 

FY98· 
1 

FY 99
I 

FY 2000 

<$50 million 
$0.9 billion 
$1.4 billion 
$1.8 billion 

No impact in FY 1999-2000 because the Secr~tary ofHHS is assumed to 
discontinue the program due to costs. ' 
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TAl.KING POINTS FOR 


SIGNING HA 483 (MED,ICARE SEl.ECT) 


• 	 By extending and expanding the Medicare SELECT demonstration to all ~O 
9tat~sJ this bill allows Medlcar. benefic/aries to cqrNinue to voluntarily purchase 
MedIcare SELECT pollcle~. which are special typ~f Medicare supplemental 
health Insurance. SELECT enrollees agree to use a restricted provider network 
in exchange for premiums that are typloally lower than those of regular 
Medioare supplem!ntal health jn9uranoe policies. 

... 	 While I am signing this bill. I remain concerned about Issues raised in the 
preliminary results of our evaluation of the demonstration, particularly the 
potential for Medicare cost Increases and concerns about the requirements for 
quality of and acoess to care In the SELECT networks. 

... 	 The Medicare SELECT debate during this Congress h~ also raised awareness 
of problems associated with the use of attained-age rating for establish!ng " 
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 appears to be a bargain rate when the benefielary is younger. but 
that it becomes rapidly unaffordabl! in later years when thQ poliey 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 ar! committed to expanding and Improving choices for Medicare 
benefloiaries, we want to do it the right way. We will be closely watChing this 
program as it is expanded to the additional states and will not hesitate to 
return to the Congress If the lInal evaluation results do not demonstrate that 
this new option Is a true value for Medicare bQnefloiarles. 
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The 'Honorable Alice loL ~iv' in 

Oirector 4 Office of Management JUl G 1995 
and lludget: ' 

Washington, DC 20503 

Dear Mrs. Rivlin: 

this is in response to your request, for a reporr:. on 
H.R. 4g3~ an enrollea ~iLl "To amend the Omnlbu~ audget 
Reconciliation Act of 1990 to permit medicare oelcct policice to 
be offered in all States. 11 

Ne recommend that the President approve the enrolled bill. 

Medicare S£LECT is a demonstration program that permite 
insurers to market Medicare supplemental policies under ~hj~h 
benefits may be reduced iEservices are provided outside of a', 
SELECT insurer's network. H.R, 4R:1 1.010111(1 ~xt-.p.nci r-hp M'?dicare 
SELECI program through. June 30, 199B (and pe'£.'miL all States, 
r::lt'h/?t'" tn~n "nly 15, to part icip<=ttel. The Secretary ...,ould be 
required to conduct a study, and determine by December 31, 1997,. 
whether (1) savings in prerni-um coctc h3ve not been realized under 
Medicare SELECT, (2) there have been significant additional 
Kedico.rc c-xpcndit::urc3 d.ue 1:.0 Mc:.dic~redELUCT, and (3) Clcce.sa t.o 
and quality of care has been significantly diminished. If any of 
t:he above three dete.1:minat i01l5 ,,",ere po~i ti"\(~, M<:.:!<lh:c.,,;c SELECT ' 
would be terminated after June 30 r 1998; otherwise it would 
become pel."Uld.11.enL. 

I,n Harch of t:.h:J.$ year t.lle Adminlst.rat:ion. recomme,n.ded. a. Short. 
ex~ension of the existing lS·State Medioare SELECT program 
pending completion of a c-urrently ongoing evaluation of the 
program, to permit the development of recommendations for needed 
changes to the program. The preli~inary results raise concern8 
about quality and access standards under the p'ro~ra.m and about 
how it fits into the managed care options that we want tO,offer 
to Medicare beneficiaries-. 

The enrolled. bill. would e;x;p4nd the progrlim t:n .1'1" f?lr.rlt'e~ 
without ,the benefit of th~ f~~ai evaluation resulLS. While our 
continued praference In fo'l'" "l t-.~lT1pnr~ry extension of thg existing 
lS-State demonstra.tion. strong congressional support for Medicare 
SEI..F.CT 1 R~nl'l ll~ "Cc believ~ 1;ha.l:. .... VQt;o IJould be difficl,,1le eo 
sustain. We therefore recommend t.hat. t.he President sign .the 
@nrollliiild bj_ll. 

http:Clcce.sa
http:Kedico.rc
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MEMORANDUM FOR THE PRESIDENT 

SUBJECT: 	 Enrolled Bill H. R. 483 - t1edicare select Policies 
Sponsors - Rep. Johnson (R) CT .and 132 others 

,Last Day for Action 

July 12, 1995 - Wednesday 

(l) Extends the Medicare Select demonstration program 
nationwide through June JO, 1998; and (2) makes the' program 
permanant thereafter, unless the secretary of Health and Human 
Services, determines that the program is not meeting specified 
crit.eria. 

Agency Recommendations 

Office of Management and Budqet Approval 

Department ot Health and 
Human Services (HHS) Approval 

,Di.scussion 

Under current law, Medicare beneficiaries can purchasG 
Medigap health insurance policies (i.e., private insurance to 
supplement their Medicare coverage). Medigap insurance is 
regulated by Federal and state law. The Omnibus Budget 
Reconciliation Act of 1990 (OBRA) established a demonstration 
program under Which insurers could market a Medigap policy kn.own 
as Medicare select. 

, Medicare Select policies are the same as other Medigap 

\ 
 policies except that they only pay full $uppleme.n'tal benefits if 

covered services are provi4ed through preferred providers. -O~ 
limited the Medicare Select demonstration program to three years \ 
(CYs 1992-1994) and to 15 non-specified States. The Social B 
security Amendments of 195)4 (P. L. 1Q3-432) extended the . "/ 
demonstration for six months, through June 30, 1995. 
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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 
K.R. 483 is approved. 

Description of H.H. 483 

The enrolled bill would extend the ~5-State ~ledicare Select 
demonstration program to all states for three years, through 
3une 30, 199B. The Medicare Select program would 'b~come 
permanent on J'uly 1, 1993, unless the Secretary of HHS 
determines by December 31 1 ~997, that the demonstration program 
has had adverse effects on Medigap premiums, Medicare program 
costs or the quality of and access to care. If any of t.heseI. 

determinations are made l the Medicare select program would be 
terminated. 

H.R. 483 vould also require the General Accounting Office 
(CAO) to conduct a study of all tYPQS of Medigap insurance. 
Specifically, the GAO report would provide (1) an analysis of 
problems in the current Medigap system for. b~neficiaries who 
wish to change Medigap policies; (2) options to address problems 
identified; and (J) an analysis of the irnpacL of each option on 
the cost and availability of Medigap insurance. The GAo study 
would have to be submitted to Congress by June 30, 1996. 

Experienca to Date with the Medicare Select Program 

During congressional consideration of H.R. 483, the 
. Administration supported only a temporary (six-month) extension 
of the ~s-state demonstration project. This temporary extension 
was supported because HHS is currently evaluatih~ the Medicare 
Select demonstration program. The purpose of the evaluation is 
to determine whether the original intent of the.MedicareSelect 
demonstration program -- Le., to reduce unnecessary health care 
utilization among participating Medicare beneficiaries, thereby 
reducing costs for both beneficiaries and the MGdicare program 
- is being achieved. The evaluation is scheduled for completion 
by th9 ~na of· the year. . 

Preliminary results of the HHS evaluation indicate that Medicare 
Select is not achieving its original goal. Da'ta show that 
Medicare expenditures have increased by an average of 17.5 
percent in eight of the 12 states 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 addition, 
HHS is concerned that Medicare Select plans may not have 
adequate· beneficiary protections. In particular, states are not 
required to revie~ the actual operations of Medicare Select 
plans to ensure the quality of and access to care. 

- 2 
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Scoring for the Purpose of PaY-As-You-Co 

H-R. 483.would affee:t direct spending; therefore, it is 
subject to the pay-as-you-go requirement of OBP~ 1990. ~his 
Office estimates that pay-as-you-go effectot the enrolled bill 
would be lese than $50 million in FY 1995, $.9 billion in FY 
1996, $1.4 billion in FY 1997, and $1.8 billion in F~ 1998. 
Although enactment of this bill would not trigger a sequester IS 
days after the adjounrment of this s~ssion of Congress, tne cost 
of the bill for FYs1997 and 1998 would exceed thGl current pay
as-you-go balances in each of those years. 

Conelusion and Recommendations 

HHS recommends approval of H.R. 483. In its 'views letter I 

RHS states that while its I1continued preference is for a 
temporary extension of the existing 15-State demonstration, 
strong congressional support for Medic84e select leads [the 
Department) to believe that a veto would be 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 purchasing Medigap insurance, and H.'R. ·483 would expand that 
choice to all states. There is concern, however, that Medicare 
Select will attract beneficiaries who would otherwise enroll in 
other Medicare managed care options that offer coordinated care 
and the potential for reduced M~dicare expenditures. Workin9 
with HHS, we will closely monitor the expansion of Medicare 
Select provided 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: EL Pe·llicci 07/06/95 

Approved by HD (Miller/Mutti) and BASD (Balis). 
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Hall of the States 
444 N. Capitol Street, N.w., Suite 309 
Washington, D.C. 20001-1512 
202-624-7790lVAIC 

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

National 
Ass0ciation 
of Insurance 
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 a.1I 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. territpries, 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 I, 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 ofInsurance 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. . 
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Note to ChriL4enninS!l. 

Subject: . Me~icare Select 

OBRA 1990 (P.L. 101~508) authorized the Med~care Select 
demonstrations to be run in lS states during the 3 year period
beginning in 1992. The law requires the Secretary to conduct an 
evaluation of the demonstration· and to report to Conqressby
January 1,., 1995. 

Timeline for MedicAre Select Demonstration. 

Beoause it is not possible to evaluate a demonstration program

the day after it ends, HCFA contracted with Research Triangle 

Institute (RTI) to' evaluate Medicare Select by December 1, 1995. 


The RTI evaluation of Medicare Select has 4 parts. The first is 

an evaluation of claims data to determine if beneficiary

utilization and Medicare program costs differ between Medicare 

Select enrollees and enrollees of other medigappolicies. RTI· 

has completed analysis of 1992 and 1993 claims data which show 

that MedicarQ Select enrollees are significantly more expensive 

to the Medicare program than are other beneficiaries. (See

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 Seleot 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 their findings in a preliminary 

report immediately thereafter. A draft report will be submitted 

to the Department in october. The tinal evaluation report is due 

December 1, 1995. . 


History of' the June 16 document :, .. 

The attached description of RTI's claims evaluation findings so 

far (dated June 16) came about as part of the contractor's 

monthly progress review of all their HCFA contracts. In .this 

progress review report, RTI noted "unexpected findings~' from the 
analysis of Medicare Select claims costs. The. project officer 
inquired further about this report and was told that RTI had 
found "unusually robust ll statistics demonstrating the' 
significantly higher cost of Medicare Select enrollees. to the 
Med1eare program. The June 16 document explains this finding in 
more detail. 



... 94567431:# 3 


eVALUATION OF THE MeDICARE SELECT AMENDMENTS 

A Summary of Empirical F'ndlns~ To Date 

June 1&, 1996 

Prtparfld DI th* RflalJlCh rri,ngr.lnltlhit~ end He,llh EconomiCI R.tlItteh. 11K:. 

Evaluation Plan,: HCFA col'ltracled with Research Tnal'\Ole InsUtute (Rn) and 
Healtn EconomIcs Researd't, Inc. (HER). in February 1993 for a 3S·mot'\th evaluation Qf 
the Medicare SELECT program 'The e.valuatJonhas four parts: . (1) case studies of 
each· participatfng state to describe the implementationproce$$. (2). analysis of 
Meaicare claIms data to. determine if ~nl"ciary utiflzatfon and MedIcare program costs . 
differ betw'HnSELeCT _nro""'· and benaflClariOsenroll!'d In other .. Medlgap 
products, {3} a survey of Medigap Insurers and HMOs that do not offer SELECT, In ell 
partldpaUno statas. to dot.rmine why they do not participate In the. program•.end (4) a 
survey of ~ediear. beneficiarIes enrolled. tn SELECT .and a comparison group of 
beneficiaries enrclled In.other Medigap p(oduets,in six states. to deteii'lline 'saors that 
contribute to choice of SELECT. satisfaction with SELECT. and access \0 care under 
SELECT. . 

Pro,.ct Status: The Clsestudy repol't was completed in February 19~. 

Analy,., 0' thlcost and uUlltltion exPQrience through 1993 are now.substantially 

complete. Asecond Impact·.nalllis in'lestigating the cost und utilIzation expertenco. 


.' througl'\ '994 is just beginning. The beneficiary and Insu",r surveys have both been 
completeCS and analysIs of this more comprehonsive data'set Is beginning .. 

. Cost and Util;zatlon Findings To Date: We were surprist(Ho find that 

Medicare SELeCT is slgnlfi<::antJ)' associated with Mealeara cost Increases In eight or' 

the twerve SELECT states.·Alabama; ArUona. Florida. IndIana, Kentucky, Minnesota. 


, Texlls lind Wi,eon.;tn. For trle eight states Indicating pOSitiVI impaets'on Medica;" 
. program CO$ts. the average Impact.ls 175 percent The estimates \tal')' from 7.5 

percent In Mlmesota to 57 percent in Indiana. However, Clnly the Indiana e,tlma,e fS 
mud"l more. than 20 percent. The results Indicate that the COIL 'nc::reases substamiaUy 
renect inr::::realelinl"pati"n~. hosplt.1 utilizatron.The estimates are unusually robust. . 

·The e~pect.d ~st decreasing Impact's indlca\ed. Yt1\h statislic:alsignlfieance. in 
.only cine stete, Missouri.' No Impact is IndiCated fer the tnree remaining SELECT 
statel·-Callfomia, North Dakota and Ohio. 1n California, SELECT was not Implemented 
untJlthe last qUllner of .~993..Slnce tnlsdat. set only N"8Clsex.pel1lnoe through 1993,' . 
there is npt en()fJg'n SELECT experience to obsQrve an impact In that state. In' North 
DakQta and Ohio, the sample SIzes are too Iman for reliable estimate•. 

Analylle Design for Evaluation 0' tIi·. Cost ,and UtilIZation Imp,cts.::: 
Within .ach SELECT state, the evaluation r.1atl renects experience for (1) III Medicare 

. beneficiaries enrolled in SELECT plans, for whom 8 HIe nu~rwas avaftable, plus (2) 
• matcne<l ,aml'le of Me<Sfta1'8 benanelane. enrolted In traditional Medigap, 

tUI'plementaf fnsur'l"et pl'Dduds. Tn. beneficlaries were matcned, to the extent 

poUibk!. by .age, gande" and' geographic artill. We also hlVI .lIn analo;oua matched 

-0 

Ihi MisSO\ul. U'l~ csumruc indJcatcs "1.6 pctt'Cftf .COSI rcdt~ioll. 

http:Impact.ls
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sample of pre~OBRA network and non-network enrolleei: however, an.fysis to date 
his focused on the SELECT experience where we al$o hi". stronger quasi. , 
• .penmenta' compal1lons, . Nev&rtneless. the r:esults obtained Wfth t". pre-OBRA 
campanIons have been coo$lstent wtth those for the post-OeRA (or SelECT) 
analyses. ' , 

The initial data i.t inc;lude. three years of Medicare Claims data for the SELECT 
and non-aELECT bencficWiel-ca(encflr yeatl19.9" 1992 and 1993. Utilizadon and 
C05t experience his bftn summarlZ.d by b.n.fleI.1")' for Net! of the twelve quarters In 
this tfm. intetVal. Thus, the analyses are conducted using I poofed cross sectionitlme . 
senes'd"lgn wftn a maximum of tWelve data' point. for oach IndivIdual benef1Qaty. 
T". da. incluCStcr only t1'Iose quarter, fOf whtch the boneficiaries, were (1) alive, (2) 
cont1nuo".fy ~Iigfble for Medicare (boCh Parts A and B) and (3) not entOlled'n an HMO. 

For the post-OBRA SELECT comparison. we have a fo",r-wa),. quas" 
experimental de.lgn with bath before-and-after and tre,tment-contt'ol comparisons.. 
SOl'he 26 different dependent variable •. or Imp8ct.s~essm.nt measures. hSlI'e.been 
defined. However, analyses to date'have foclJsed on the tot.llaUOwible Mtdlcare 
expense (InCluding deductlbltl and copayments) 'or cottl Parts A and B. Tf'le basic 
resufts ,do not 'change if one lookS only at the amounts adually paid by Medicare . 
Furthermore, the results are corroborated from looklng at individua'·utfUzaUon and ~05t 
eomponenta(e.g.,1t'lospltalilatlon. phY3iclanse'l'vlces and ancilia..y services). 'We have 
estImated OLS. Iog-lln.ar and ~Plrt Probit models. The results obtained With 

. different model speclficatlons Ire essentially equivalent. In pattieutiJr. tt,. SeLECT 
Impacl estimates are unusullfy robust. ' 

The SELEC1 -tre.tmttnt" or imp'aet assessment vari,ble i.1 dummy-type 
Indicator that rang.t, between zero and one. For SEl.ECT Inrol1Ms, It i'5 set equal to 
,ero for qu."e~ prior to SELECT enrollment; and it js cet to ona for quarters after 
SELECT It'\ronm.~\. For non-SELECT enroll"a. thiS variable is al'ways %ero. 

The following are Indueled as, independent variables: 

• 	 adummy variable for gender (i.e.. male or f.,male): 

• 	 six continuous variables spedfylng age In a pleoewi.e 
linear fashlol'l (includJng 8 segment for under .ge 65); 

• 	 two dummy variables for rAee-dlstfnguishing black and 
other nonwhile; . 

• 	 two time trend vanables·-quarter number (I.e., 1 thn.t12) 
and quarter number squared; .', 

., 	 dummy variables for the disabled and renaf beneftci.r1es; 

• 	 tNO <Summ1 vanables Indieet,"g tho.e With dual 
entitlement-dlstlngul&hlng the agead-dlsabled and the 
.gtd with renal dlseaa..: 

• 	 dummy vari~bles for sac" county--to control for 
geographic: differences in provider avaUability &ftd 
payment rates; 

2 

http:Iog-lln.ar
http:Imp8ct.s~essm.nt
http:cont1nuo".fy
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1. 
• 	 dummy varia.t)fes for ead'1 insurer-to eontrpf for Insurer 

differences In risk SELECTIOn; 

• 	 dummy variables for ea<tl OBRA ·pl_n Iltte"-to control 
for cfll'fenm~$ in bentflt.;2 .. 

• 	 dummy variables for e.ch .ellon- to controt for seasonal 
. van.tion II health care utlflzl1lon: and 

• 	 • (fllmm), variable set equal to one th~"",hol.4 for 
be.,.ficlarfes who subsequentry join SELECT-to c:o"trol 
for prior use end cost diff....nces bl1We'an !he treatment 
and comparison groups. 

. To dlte, I" modali have been ertimated ,eparllte'), for ead1 state, IInee the 
programs were Implement,d so differently. In dtffentnt Itltes. A. pooled mOdel with 
additlona' explanatory variables representing lhQ ch....ct.ristlcs of .tatel and insurers. 
will soon be Itsted to assess the impiid of implementation chotces onC;9$t and use. 

Altematlve Interpretations of the Results: A number of alternative . . 
expl.nations ate ponlble; 

. <') SELECTion Siss Absent 8 tnJly randomized eltperlmental 
design. It h; not possible to preclude the POlllbllity of biased SELECTlon 
(i.e.. havinG noncomparable treatment and comparison populations). At 
least two kind$ of SElECTion bias couldyteld the apparent COit· 
Increasing empirical results. One of these is SELECTIv@ enrollment 2f 
"'bad- risk.!. Mo't of the SELECT pta"& """,oIYe hosptt.~nly provider 
netWorks, That Ii, the plans do not restrict "nyaidan choice, To the 
extent thlt SELECT Insurers emphasize theIr "hIgh quality- hospital 
provIders in marketing. they may unintentionally be attracting 
benefieJsries that antiCipate hospitalization (i,e., bact ((ski), tndaeo. our. 
re5ulb Indlc.t. that mQst of the apparent cost InetelslS ar. rer.ted to 
hospltaliZatJot\ . 

SELECTion bias Is Ilsa possible due to SEt.e.CTI'f! !nrollmtnt of 
,fOrmedY unl,'ut't<l benefjc:iarin. It i$ possible. albeit iOmewhat less 
. likely. that SELECT, due to 1\$ pndng advantage and ma!1(et posltion1ng. 
·Is rel.tively more «ttro<:t.ivc: to Medicare beneficiaries without a prior 
sup~lementa' p'an:' f\esaarch has shown that. due to the "moral hltelrd"' 
,rwolved. tholSe With Medlgap. supplemental pians h~v. higher Medlcare 
program COltl than those without Thus, a cost In,creaslng'result could 
be obtained if thoHlnrclling In SELECT were I.ss likely to have had B 

supplomentall=llan pnor to enronment. Unfortunately. no Inform~ was 
Iveil,blt on trHt prioc' Insuted statusgf e'bhetthe SEt-ECT 0( "acUtlonal 
,",ollees Incu..."H In this ~nalysl~. . 

IMlnl'l:fOi.' lAd Wlllili'04Jiil an: boCh rtOastlUldlltd mtcs. Titus. IJO plln tmer \"Uf.IbJc:s c:vuld ~ lndlculed 
ror becltDclaric:s in _ suna. ,. 

3 
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(2) Vetllme A.~p0f'l38. Early analyses of c:ommettia( PPOs 
found that provld.l1rtspot:\ded to plica discounts by,inQ"llSing volume 
and·tM~pon total ,,,attn beMfit costs. ,AsImilar eJCPl.&nnon '{I 

possIble here, Howe"er, a volume response of thIs l),pe,has ne'ler 
DBfora'l:»Hn atu1butad to hospital pr.QVlders; and. Igein, 'mud'! of the 
epptlrvnt coat 1n<n."5~.(01ln<;realied hospital volume., 

(J) MOI9 Agg",81v. Patiflnt SctNning, Some Medicare HMQs 
nave tePOtl8d dramltleaRy high Irritlal costs aue '0 their pravendve Care 
grivntat~., New p.tlent lQ'Venlng ha.d':&1.\I(,1ed a large backJag g, 
fOf1'l'\ec11 undiagnosed end umreated problems; Tt\ie hat moant "at new 
p.C;onts hlv. une.w:pectedfy larg., .Ibett shott-term r.c:jWl'lmenfs tor 

, mQ(Jicat troatmant If ~o. tt1eappal'lnt cost-Inertaslng ImPlas Of 

SELECT WDuld dlmlnliMrapldly gvf,jr time. ' , 


ConUnuln; wo~ will look to discriminate betv.foontholl,aM otner altemative 
, txpla"ltions or the 'results. ,. , 

Schedule far Reporting Additional Results: Sub$tanti."r,qll Malys•• willb.t 
completed by mld.Aug",at. A draft final report i~ due \0 HCFA on October 1.1~S. The 
revlsOd final ntpott is duo Ooet!mb@f 1,' 1 995. 

TOTAl. p.as 
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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 tempora~ extension of the 
Is-state Medicare SELECT demonstration proqram. However, th~ 
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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March 1,1995 

~~e Honorable Bill Archer 

Chairman, committee on Ways and Means 

House of Representatives 

Washington, D.C. 2051.5, 


Dear Kr. Chairman: 

This letter expresses the Administration's views on H.R. 483, as 

reported by the Suhoo1lDlli.t~ on Health. H.R. 483 would make the 

Medi.care SELECT demonstration proqr8llt pennanent and extend it to 

all States. 


our experience with the Medicare SELECT demonstration should be 

part or the efrort to improve current and future managed care 

choices under Medicare. We have previously made availabl.e the 

case study portion of the Medicare SELECT evaluation_ Other 


, pieces oJ: the evaluation are still in process; these include a 
survey oJ: SELECT pJ.an enrollee satisfaction and an analysis of 
S&LECT enrollee ~tili~ation experience. Preliminary results will 
not be available until the later part of this snmmer ~ We bel.leve 
that Congress would benefit from. a review of the full evaluation 
results before beginning the del.iberations on Medicare SELECT as 
a permanent prOCJralD.. ' 

The case study portion of the Kedicare SELECT evaluation has 
already raised a number of questions about the Medicare SE.LECT 
demonstration. As managed care options under Medicare are 
expanded, we want to ensure ~at our beneficiaries are guaranteed 
choice and appropriate consumer protections. In addition, many 
of .the SELECT plans consist solely of discounting arrangements'to 
hospit:als. We would be concet;ned if the discounting arrangements 
under Medicare SELECT were to be expanded to Medicare 
Supp1el11entary Ins~ance (part B) services.· D~scounting 
arrangements I partl.cularly for part B services, may spur 
providers to compensate for lost revenues through increased 
serVice vo1u:me. Consequently, 'We are concerned that such an 
expansion would lead to increased utilization of part B services, , 
rat~er than contribute to the efficiency of the Medicare program 
tbrouqb managed care. We would therefore oppose such a ' cnange. 
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Given that the Hedicare'SELECTdemonstration is under an expiring 
authority with an impending deadline, the Admi~istration supports 
a temporary extension of the is-State demonstration. Such an 
extension would provide sufficient ti~e to examine what we have 
learned from the demonstration and to make needed changes to 
SELECT based on our !indinqs~ 

We are committed to working with the Congress to improve arid 
extend the available choices to Medicare beneficiaries so that 
they have the full range of manaqed care options enjoyed hy the 
general insured popUlation. 

We are advised by the Office of Management and BUdget that there 
i~ no objection to the presentation of this ropor.t from the 
standpoint o~ the Administr~t~~ 
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The Honorable 
Chairman, Subcommittee •..•• 
U.S. HoUse of Representatives 
Washington, D.C. 20515 

Dear Mr. Chairman: 

This letter expresses the Administration's views on the 
Chairman's mark for Medicare Select legislation, H.R. 483, under 
consideration by ,the House •.•.. Subcommittee. 

Our experience with 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. The four remaining
pieces 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 efficiency 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 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 questions about the Medicare SELECT 
demonstration. As managed care options under Medicare are 
expanded, we want to make sure that seniors are guaranteed choice 
and the appropriate consumer protections. In additiQn, many of 
the SELECT plans consist of discounting' arrangements to 
hospitals. We would ,be concerned if the discounting arrangements 
under Medicare SELECT were ~o 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 change. 

Given that the Medicare SELECT demonstration is under an expiring
authority with an impending deadline, the Administration supports 
a temporary extension of the IS-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 
general insured population. 


