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Thank you for the opportunity to testify today on approaches 
to restructuring Kecl!care. As the 30th anniversary of this 
enormously successful and enormoUsly popular proqraa approaches, 
we should approach any Kedicare reform aqenda with a healthy 
respect for the Medicare program's strengths and a determination 
to preserve the fundamental health security it offers Americans. 

Medicare is universal. Because of the contract this nation 
made with its citizens in 1965, all Americans -- no matter how 
riohor poor, no matter bow important or humble -- can count on 
health security in tbeir retirement years or in the event of a 
severe-diliability. 

Medicare is always available. Americans are n~t barred from 
Medicare due to pr••xistinqconditions, nor are th.y charged more 
for Medicare because of their age or health status. 

Medicare is portable. It costs beneficiaries the same 
amount and covers the same services, no matter where they live or 
how their personal circumstances might change. 

And, Medicare provides choice. rt is especially -important 
to elderly and disabled beneficiaries, many of whom have multiple
and complex health problems, to be able to select their own 
doctors. 

This Administration is committed. to preserving these 
. essential strengths of the Medicare program, even While we pursue
reforms to make the program even stronger and more beneficial to 
the 37 million Americans it serves today. In particular, I would 
like to testify today on our strategies for strenqthen'ing , 
Medicare by expand.ing beneficiary choices, enhancing the quality
of care and consumer information, and improving customer service. 

In addition, I will testify on the Administration's strategy
for containing Medicare costs, extending the life of the Medicare 
trust fund, and moving toward a balanced federal budget -- a 
strategy that is consistent with our goal of protectinq
beneficiaries and respecting Medicare'. social contract. 

Finally, I will distinguish our refor. strateqia. fro. those 
of Congressional Republicans which we believe would ~amentally 
undermine Medicare's protections and harm its beneficiaries. 
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Since we came into office 30 months ago, the Clinton 
Administration has pursued a multi-faceted approach to reforming 
Medicare in the context of our efforts toward broader health care 
refora. We are increasing the number of beneficiaries and plans
participating in Medicare managed care and are testing new 
managed care options. To make possible well-informed decisions 
by our beneficiaries, we are developing improved consuaer 
information and quality measures. Finally, we are continuing our 
efforts to improve customer service. 

A. &i.18, BeDeficiari.. Moro Choic•• 

OVer the past two years, Medicare managed care enrollment 
bas increased dramatically. In the first six aonths of 1995 we 
bave already seen a nine percent increase in managed care 
enrollment, an acceleration over last year's annual rata of 16 
percent growth. currently, 9.5 pe~cent of all Medicare 
beneticiaries -- over 3.5 million people -- have chosen to enroll 
in managed care plans. Seventy-four percent of Medicare 
beneficiaries have access to a managed care plan, and 57 percent
have a choice between two or more plans. 

More than 250 managed care organizations currently contract 
with the Health Care Financinq Administration (HCFA) to serve 
Medicare beneficiaries, including 165 that do so on a risk basis. 
Interest in the Medicare managed care program continues to 
increase. In the last three weeks alone, we received 17 new 
applications. Much of the recent growth in new contracts has 
.been in regions that have not had a strong Medicare managed care 
presence in the past. 

As you know, however, most of the growth in managed care in 
the private sector in recent y~ars has involved plans other than 
traditional closed HMOs. The centerpiece of our reform strategy
is making such choices available to Medicare beneficiaries. We 
believe beneficiaries shOUld have a wide range of choices and 
good information in a fair and non-coercive marketplace. 

",K.diCit. Choices" 

Just a few weeks ago, we announced "Medicare Choices,· a 
demonstration program designed to expand the types of managed 
care plans available to Medicare beneficiaries and to test 
different payment methodologies. HCFA has invited a wide variety
of manaqed care organizations to participate in this 
demonst.ration, including preferred provider organizations (PPOs),.
HMOs, and integrated delivery systems. 
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Hine geographic a-eeas have,been targeted for the 
demonstration: Jacksonville, Florida: sacramento, California; 
Hartfor.d, Connecticut; Philade'.phi~, Pennsylvania; Atlanta, 
Georgia, Haw Orleans, Louisiana; Columbus, Obio; Loui.villa, 
Kentucky': and Houston, Texas. We chose these aarkets to build on 
the strong base of private sector plans currently available in 
these oommunities. We will, however, accept applications from 
innovative plans in other areas; and wa are particularly
interested in those thato~ferto extend coverage to rural areas 
and those that emphasize primary 'care case management. 

Pre-application forms have already been distributed to over 
a thousand interested orqanizations. Based on the response to 
tha". initial ~or:ms, .elected. plans will be invited to .ubait 
more detailed tinal appllcationa in the Pall, and we anticipate
enrollments will begin early next year. ' 

New Priging AReroacbes 

We are also exploring alternative payment methodologies and 
improvements to our current payment systems for managed care. 

For example, we are planning to test oompetitive pricing as 
an alternative to the Adjusted Average Per, Capita Cost (AAPCC) 
payment methodology, which is now used to establish Medicare's 
payment to entities that accept full risk-for paying for patient 
care. The AAPCC pa~ent methodology, reqUired by statute, has 
lopq been a source of discontent. Plans have been concerned with 
the AAPCC's adequacy, stability, and equity. The best evidence 
available indicates that Medicare, using this .ethodoloqy, has 
paid more than it would pay for comparable populations of 
beneficiaries who remain in the fee-for-service'proqram. 

We think that competitive pricing is a promising idea, and 
we would like to test variants of it in a number of geographic 
areas. We would be interested in working with the SUbcommittee 
on the structure of a competitive pricing demonstration since 
specific 1egislation will be necessary to implement this 
demonstration. 

HerA has entered into discussions with Kaiser Permanente to' 
develop a demonstration of an alternative risk payaent
methodology based on rates established by competition in the 
commercial (non-Medicare) marketplace. Rates offered to 
co.mercial aocounts ,WOUld be adjusted for the Medicare benefit 
package and the higher risk of serving Medicare enrollees. 

For the past decade, HCPA has been a leader in supporting
research to deve10p health status adjusters for risk payments. 
CUrrent researcb efforts shOUld soon produce health status 
adjusters that can be used on a pilot or demonstration basis. 
HctA has also undertaken a demonstration project in which we are 
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workinq collaboratively with participatinq HMOs in Seattle to 
" ' develop a hiqh-cost outlier pool risk-adjustment mechanism. 

Finally, HHS is workinq with the HMO industry to explore 
. their technical concerns with the AAPCC methoCloloqy. For 

example, the industry has expressed interest in usinq 
Metropolitan. Statistical Areas (MSAs) rather than counties for 
geographically adjustfnq Medicare's payment rate to HK08. 

,Hey optiQns 

As I previously explained to the Subcommittee, we also want 
to maka available to benefieiariea a PPO option. This option has 
proven to be very popular in the cOJmDercial aarket. Under the 
PPO option, beneficiaries would face noainal copayaents if they 
stayed in plan but would hay. tlla option to CJO to any physician 
at any time, if they were willing to pay the additional cost
sharing. Implementing such a change would reqUire a change in 
statute. . . 

HCFA is also currently developinq guidelines, under existinq 
statutory authority, for current risk contractors to offer a 
"point-of-service" (POS) option, with implementation anticipated
for the 1996 cont~act year. The option would be similar to 
"point-at-service" plans that HMOs offer in the cO'llllBercial 
marketplace. 

B. Quality ••••ur•• an4 consumer tntor.ation . 

. HCFA is committed to ensuring that beneficiaries -- whether 
they .are served by traditional Medicare, HMOs, or one of the new 
managed care. options described above -- receive high quality 
care. A major facet of our strategy for Medicare reform involves 
the development of quality measures and enhanced consumer 
information. 

As I mentioned to this Subcommittee in March, HCFA has 
reinvented and modernized its Medicare fee-far-service quality 
assuranc~ and improvement activities under our Health Care 
Quality Improvement Program (HCQIP). HogIP gives proViders the 
tools to achieve continuous quality improveaent,allows for the 
external monitoring of how well providers are improving quality, 
and supports the development of quality i2provement projects
throughout the countrY_ 

We are equally interested in assurinq that as Medicare 
manaqed care options evolve, we have adequate measures in place 
to assure quality of care. As Medicare beneficiaries' options
expand, beneficiaries will require reliable information to make 
well-informed choices, about their health care. We are working on 
a number of fronts simUltaneously to achieve this goal. 
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For example, HCFA, together with the Department of Defense 
and the Federal Employees Health Benefits Program, has joined
privatE.. sec:tor health p\l.rchasers, i'ncludinq GTE, AT&T, and 
PepsiCo, to explore the formation of a new organization for . 
quality improvement and managedeare accountability. Thisgroup 
represents more than 80 million insured individuals. The group 
will leverage the collective buyinq power of the participating
organizations to ensure that our beneficiaries' needs are met and 
to eliminate unnecessary duplication of individual quality
improvement and accountability efforts. We expect our efforts to 
complement the initiatives of existing quality assurance and 
accreditinq organizations, such as the National co..1ttee for 
QUality Assurance (NCQA) and the Joint co..i8.10n on 
Accreditation of Healthcare Organization. (JCABO), and have 
received their support. 

RCPA a180 plans to collaborate with the NCOA, with the 
support of the Kaiser Family pOundation, to .edify the Health 
Plan Employers Data and Information set (HEDIS) to incorporate 
meaSUreS more germane to the Medicare population. 

In Hay 1995, we launched a pilot test of the three core 
performance measures, developed by the Delmarva Foundation and 
Harvard University, to be used by Peer Review organizations
(PROS) in their external review of HMOs. The Delmarva contract 
was intended to help HeFA and the PROs shift from the current 
retrospective case review method of HMO overs~qht to one based on 
outcomes measurement and continuous quality improvement. 

At this stage in the evolution of measures of plan quality,
there i- no single best approach. We intend to continue to work 
with a broad range of private sector organizations, as well as 
pursuing our own developmental work, to move forward as quickly 
as possible. 

c. Improv. customer Servica. 

In everything HCFA does, we are focused on our strong
commitment to improve customer service. To meet th~ President's 
call for increased customer satisfaction, we have set .tandards 
of service that meet or exceed the best practices in the public
and private sectors. Today's HCFA is a significantly different 
organization from that of just two year. ago. As v. have 
embraced an ethic of customer service and beneficiary outreach, . 
we have reinvented our agency to cultivate a consuaer-focused 
workforce and partnership, responsive to the chanqinq needs of 
our beneficiaries. 

Under our oonsumer information strategy, we are improvinq 
opportunities to develop a dialogue with beneficiaries, to 
educate them about the proqrams and services available under 

, .-.-,-~,,' Medicare, and to disseminate reliable data to foster informed 
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benefi~iary choices about their health care needs and the 
providers who furnish care • 

. With the assistance of our oontractors, we are redesigning 
our Explanation of Medioare Benefits (BOMB) rorm to consolidate 
Part A and part B notices into a single, standardized, easy to 
understand benefits summary. 

We have already totally revised the way in which we evaluate 
. Medioare contractors to encourage better custa.er service, and we 
will also be proposing legislation to change the way we contract 
with fiscal intermediaries and carriers to make thea more service 
oriented -- to both better adapt to ohanging program needa and 
t.prove the cost-effectiveness of the Medicare contractor budqet. 

We are also ~ollaboratinq with contractor. to fulfill our 
responsibility of fiscal stewardship. The secretary has recently 
sent to congress draft legislation to establish a Benefit Quality 
Assurance Program (BQAP) to ensure a stable level ot funding for 
our critioal payment safeguard activities. The legislation would 
enhanoe our ability: (1) to educate providers regarding payment 
inteqrity and benefit quality assurance; (3) to determine those 
situations in which Medicare should have been a secondary payer
and recover payments that should not have been made; (3) to 
target our cost report auditing priorities toward focused field 
reviews which provide a high return on investment; and (4) to 
develop olear medical and u.tilization review policies and 
communicate those policies to providers. 

operation Restore Trust, the health oare.· anti-fraud 
demonstration announced by the President in May, is a major 
effort to develop better methods to protect the fiscal integrity
of the Medicare and Medicaid programs. An interdisoiplinary team 
from HCFA, the Office of the Seoretary, the HIlS Inspector
Ganeral,the Department of Justice, state governments, and the 
private sector will test the most effGQtive approaches to coabat 
fraUd, waste, and abuse associated with certain Medioare and 
Medicaid providers and suppliers. The demonstration will target
five States (New York, Florida, Illinoi., Texas, and .California) 
that account for more than a third of all Medicare beneficiaries 
in the country and nearly 40 peroent of all Medicaid recipients. 

II. 'nIB ADlCIBI8'1UI!IOIJ' 8 STRARGY POll COS'!' COftUIDlDl'l' 

Many of the operational reforms I have described will 
produce significant long-term savings, but the Prasident is also 
Qommitted to reducing the growth of Medicare outlays in the 
shorter tera as part of his plan to aChieve a ~alanced federal 
budget. The Administration has offered a responsible deficit 
reduction plan that balances the bUdget and strengthens the 
Medicare trust fund while protecting beneficiaries. 

http:custa.er
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The Administration has a three-pronged strategy for 

oontrolling costs in Medioare. First, we need to protect 


. benefioiaries' aocess to affordable. quality health care. 

Second, necessary reductions in Medicare should serve to extend 

the solvency of the Hospital Insurance (HI) Trust Fund. Third, 

we want to take advantaqe of changes in the health care 

marketplaoe. 


&. .rot.c~ Beneficiari8. 

Bene~iciaries come. first. We do not believe that Medicare 
beneficiaries, the majority of whom have incomes ot $25,000 or 
less, should be forced to pay thousands at dollars ~ra to keep
Medicare in order to finance the tax cut. for the wealthy• 

. Out-of-pocket costs are already too hiqh for those aged <65 
and older, c:urrently accounting- for 21 percent of their income. 
Massive reductions in Medicare spending ot the magnitude in the 
Republican budget resolution achieved by shifting costa to 
beneficiaries would increase the financial burden on the nation's 
most vulnerable elderly. Furthermore, almost 60 percent of 
senior citizens rely on social Security for 50 percent or more of 
their income. Shiftinq oosts to these beneficiaries is the 
equivalent of reducing their Social Security checks. 

Medicare has made significant contributions to improvinq the 
health status of the nation's elderly and disabled. Significant
increases in beneficiaries' out-of-pocket costs could cause them 
to forgo needed health care services and might result in erasing 
some of the gains in health status that have been achieved since 
the implementation of Medicare. 

Ba ~ocu. Deficit aa4uotionBfforts on preserving Medicare 

The President has proposed a plan to balance the Federal 
budget that presents a reasonable approach to ensure Medicare's 
financial solvency into the 21st century. The proposal includes 
$124 billion in net spending reductions over the next seven years
and extends the life of the HI trust fund through at least the 
year 2005. . . 

The plan contains no new increases in out-of-pocket costs 
for beneficiaries, but does revise the Medioare benefit p.okage . 
by providing respite care for beneficiaries with Alzheimer's 
disease and by eliminating the copayment for .~rapby 
services. 

o. Take a.CSvaDtage of private a.Clt-or %DDova~iClD. 

A major aspect of our cost-containment strategy will be to 
take advantage of some of the changes now occurring in the health 
oare marketplace. Medicare has historically been a leader in'.,--.->< 
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cost containment. Tbe prospective payment syatea tor hospitals 
and the physician fee scbeduletor physicians were qroundbreakinq 
payment systems that have become ti~e basis for many payment 
systems in the private sector. However, the statutory
constraints on Medicare's payment rates preclude us from taking
advantage of chanqes in the market as rapidly as the private 
seotor has done. 

For example, competition for services bas increased 
substantially in the private sector, with eaployers and insurance 
companies demanding larqe discounts on charqes in return for an 
agreement to send patients to those providers. Given Medicare's 
large market share, we should be able to extract c.tiscounts, as 
the private sector does, in a wide variety ot settings. 

We also woUld lib to work with the Subeo_itt.. to 
establish competitive bidding for certain Part B services, SUCh 
as olinical laboratory and certain type8 of dur~le m.aical 
equipment COKE). HePA is now statutorily prohibited from 
engaqing is such competition. 

III. ALHRD~%VB PROPOSALS 1'0. DDlCAR.I DJ'O. 

We believe our plan for Medicare represents the right way to 
balance benefioiary needs, program JIlodernizationand deficit ' 
reduction. In contrast, the Republioan plan to cut $270 billion 
from Medicare over the next seven years is the wrong way. It 
will do damage to beneficiaries and the entire health care 
system. 

The $270 billion in Medicare cuts that the Republicans have 
proposed is three times anything previously enacted. A quick 

"review of the RepUblican Medicare reform workinq document 
suggests that Medicare beneficiaries would be required to pay
substantially more just to keep their current coverage and access 
to their doctors. Specifically, preliminary HePA estimates show 
that such beneficiaries would need to pay $403 aore inP&rt B 
preaiums than they would under the Presidentls plan in 2002. 
Additionally, they would face new coinsurance on hoaa health and 
skilled nursing care that would cost theavarage person using
these servioes in excess of $1,000 for each benefit in 2002. 

Ame~iaan Medicll Assogiation ProPosal 

Another wrong way to reduce Medicare spending is contained 
in the proposal by the Amerioan Medical Association (AHA) to end 
the current lia:feguards on beneficiary liability for charqes for 
physician services. Extra billing li.its give beneficiaries 
financial protection against unlimited charges by pbYllician•• 
Under the AHA proposal, phySicians would be allowed to charge
beneficiaries an unlimited amount over and above what Medicare 
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We believe that the AKA'. new proposal to repeal the Iiaits 
on how much physicians can cbargebeneficiarie•. call. into . 
question the entire political cOmpromise represented ~y the 
Medicare physician payment reform and is nothing short of 
outrageous. 

yoy£her Proposala 

Finally, I woUld like to comment specifically on the 
RepUblioan proposals to'convert Medicare into a Rdefined 
contributionR or '''voucher" proqram. 1nstead. of secure XecUcare 
coverage for all medica1ly necessary care fromtbe provider of 
their choice, beneficiaries would be qiven, a ,voucher to purchase
medical insurance on the open market. . . . 

, . . 

AdYocates of voucher-like approaches freqUently suggest that 
Medicare should emulate the private sector and therefor. be~efit 
from private-secter-like growth. rates. CBOdata indicate that 
th._ private sector per capitag,rowthrate would be 7.1 percent
from 1~96-2002. Hewever, the Republican Budqet Resolution would 
require an inct'edib1y tight 4.9 perQent per'capita growth rate 
·for Medicare. . 

constraininq the costs of 'providing ,care fora auchaora 
VUlnerable Medicare popUlation .to a rate of incr.asaao .uCb 
smaller than that of the private sector is, at best, unrealistic. 
The reSUlting impact would be that the value of the voucher ~OUld 
very quickly erode. Beneficiaries would be forced to pay a 
substantial new "premium" for,~ercisinq the choice to buy a 
policy that covers what Medicare covers today- Such an approach
would put a1l the risk of increased medical care costs on the 
benefioiaries • 

.. , .....' 
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In view of the fa'ct that 75 percent of Medicare 

'., ro. ~ 

,beneficiaries have incomes below $25,000, most seniors. will find' 
it extremelydiffieult to pay tbe~e additional amounts to keep 

, their current Medicare benef~ts•. The Republican voucher proposal 
.. would lIkely coerce many sen~ors into buying less coverage -- for 

, example a medical savings account-like policy with a $10,000 
, deductible that Republicans a180 are advocating •. 

I If beneficiaries wanted not only to retain their current 
'level of Medicare benefits, but also to remain in traditional \ 
fee-for-service Medicare so that they could continue to see their 
own doctora, their out-at-pocket 'co8ts could be much, much 
qreater~ Bspecially it adverse.election meant that sicker 
people were more likely to want fee-tor-service coverage, the 
cost of traditional Xedicare coverag.could skyrocket. 

In short, the choice beneticiaries would face under the 
Republican vouCher plan would be to either pay significantly more 
or to get significantly 18.S. We do not believe that this, Is the 
type)of choice Medicare beneficiaries seek. 

Even if the RepUblicans VOUchers were adequately indexed, 
however, we have other concerns..' First, for the RepUblican 
voucher system to work properly~ there should be a wiaerange of 
plans available to Medicare beneficiaries, and beneficiaries 
would not be denied enrollment because of their medical 
conditions or sUbjected to pre-exillting conditionrequireraents.
OUr experience to date ,on how insurers behave Vis-a-vis the 
Medicare population raises questions about how insurers mIqht
behave under a voucher system.. Indeed, the Medicare proqram was· 
created 30 years aqo precisely hecanseinsurers did not make 
Qoverage available to the elderly except at prohibitively high 
.prem.iums, ,and' insured persons were ,at risk' of losinq their 
coverage after a serious illness. 

The problems 'in the current -Medigap" :market' illustrate some 
of the problems that could be expected to ari~eif the health 
insurance market were not properly regulated. After the creation 
of Medicare, insurers began to offer Medigap policies to the 
elderly to fill in the "qaps" in,Medicare~ Mediqap policies 
cover Medicare deductible and coinsurance costs, and some cover 
extra-billing by phYSicians an4 outpatientpreacription drugs. 
The current market provides incentives to avoid risks by health 
screening or ueinq medical underwritineJ criteria to ofter 
coverage only at an unaffo:rdable price. They also establish 
preaiums that climb steadily as the beneficiary ages and becomes 
more likely to need expensive medical services, and hence to need 
Medigap insurance. 

Of course, in principle, one could establish a set of market 
rules that would prevent such behavior. xn fact, the Republican 

,-,-- Medicare restructurinq document seems to acknowledge. this by 
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,directing the Secretat'}- to rQ9Ulate this type of behavior in 
. numerous instances throughout the document. This is ironic in 
. light c,f the anti-regulatory· a~Je';'1dQ. currently pursued by lIlany in 
,Congress. . 

Even aore basically, there is a strong correlation among
,MedicAre beneficiaries -- as in most populations -- between 
, incoH and health atatus.. Our poorest beneficiaries are also our 
sickest. A poorly designed voucher system could systematically 

. disadvantage the lIlOst vulnerable. . 

There is right way and a wronq' way to ratora Jllldicare. The 
right way is to protect benefioiaries' access to quality care and 
strengthen the HI Trust Fund while pursuing the broader qoal of 
balancinq the Federal bUdget in a reasonable ti•• frame. The 
wrong way -- the way tn. Republican budget resolution bas turned 
-- would demolish the basic proteotionsembodied in Medicare in 
order to finance tax cuts for the wealthy.· We believe that the 
rigbt way is more consistent with rational health policy, fiscal 
prudence, and the overwhelming preferences of the Amerioan 
people. 

.. . 

Thank you for the opportunity to testify on this important
subject. I would be happy to answer any questions you may have • 

....'~' 
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MEDICARE RESTRUCTURING AND 

FINANCIAL SECURITY FOR BENEFICIARIES 


Karen Davis 

Thank you for this opportunitY to testify on the importance of the Medicare program 
in protecting elderly and disabled beneficiaries from the financial hardship of health care 

,bills. This year marks the 30th anniversary of the Medicare program. When it was enacted 
thirty years ago, most elderly people were uninsured. They lost their health insurance , 
coverage when they ret:ir'ect. Medicare has' brought health and economic security to some of 
,the nation;s most vulnerable citizens for three decades. 

It is particularly fitting to take stock of Medicare's essential role as an insurer of 
elderly and disabled beneficiaries at this point in the program's history. Medicare is caught 
in a dilemma-brought on in part by its success. As the life expectancy of the elderly in the 
U.S. has increased to be among the best in the world and as modem technology has brought 
new ways of both extending and improving the quality of life, the cost of caring for older 
people has risen. Health care for the elderly and disabled is expensive for Medicare and it is 
expensive for beneficiaries. Understanding why this is the case is fundamental to any 
attempt to modify the program. 

Who is Covered by Medicare? 

It is particularly important to keep in mind an accurate picture of the people Medicare 
. serves. Among the 37 million Medicare beneficiaries are those with limited financial 
resources, those with very serious disabling conditions, and those for whom, catastrophic 
medical expenses are commonplace. 

Despite popular views that older Americans enjoy high incomes and standard of 

living, most elderly Americans have modest incomes. Over'three-fourths of Medicare 

beneficiaries have incomes below $25,000. Fewer than 5 percent have incomes exceeding 

$50,000. While poverty.rates of older Americans are somewhat lower than for the non

elderly population, many elderly people have been lifted barely above the poverty'level by 

Social Security benefits. For important subgroups, such as elderly people living alone 

poverty rates exceed 20 percent-comparable to poverty rates for children. 


, 
The high concentration of low-income elderly. and the fact that such elderly are more 

likely to be in poor health and need more health care services, means that Medicare outlays 
are concentrated on relatively low·income beneficiaries. Eighty-three percent of Medicare 
outlays go to beneficiaries with incomes of $25,000 or less. Only 3 percent goes to elderly 
individuals or couples with incomes in excess of $50.000 (see Chait 1). 

Low-income elderly and disabled beneficiaries have increasingly relied on the 
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Medicaid program to supplement their Medicare benefits. The Qualified Medicare 
Beneficiary (QMB) program entitles all poor Medicare beneficiaries to supplemental 
Medicaid coverage for cost-sharing and subsidizes Medicare Part B premiums for 

. beneficiaries with incomes up to 120 percent of the poverty level. Today, more than twOM 

thirds of all Medicaid outlays are for the elderly and disabled. 

Only about half of aged Medicare beneficiaries with incomes of under $5,000 are 
enrolled in Medicaid (see Chan 2). A Commonwealth Fund study·in the late 1980s found 
·that the most common reasons why elderly poor are not covered by pUblic.benefit prograrris 
are that they are unfamiliar with the programs or do not think they are eligible. Better· 
outreach to those who are qualified for Medicaid supplementation to Medicare is important. 

Medicaid and Medicare have also been important financers of long-term care for the 
frail elderly and those suffering from chronic and disabling physical and mental conditions .. 
Together, the two programs account for half of long-tenn·care expenditures; private health 
insurance· coverage for .long-tenn care is negligible. Medicaid is the only significant source 
of coverage for nursing home care or for personal care such as that provided by a home care 
aide, but to qualify an elderly person must become destitute. Medicare nursing home 
benefits are restricted"to skilled nursing care, although Medicare does pay for about one-third 
of home health services for older Americans (see Chan 3). 

Fmancial Burden of Health Costs on Medicare Beneficiaries 

The financial burden of hea1rh care costs for Medicare beneficiaries is very unevenly 
distributed. Some elderly enjoy good health and rarely use health care services .. Others are 
seriously disabled and require extensive treatment. Because Medicare beneficiaries have very 
different needs for h'ea1th care, health expenditures are very skewed. In 1993, 10 percent of 

_ Meciicare beneficiaries accounted for 70 percent of outlays (see Chart 4). One-founh of 
beneficiaries accounted for 91 percent of outlays. 

The average expenditure in 1993 for all Medicare beneficiaries was $4,020 (see Chart 
S).· For the ten percent.of Medicare beneficiaries with the highest outlays, the average 
expenditure was $28,120. This is contrasted with $1,340 for the 90 percent of Medicare 
beneficiaries with the lowest outlays. . 

Understanding this variation in outlays is particularly important in any discussion of 
expanding capitated managed care coverage under Medicare. If capitation payments are not 
appropriately adjusted for health status, over or underpayments can be quite serious. Plans 
.can make considerable profit at a capitated rate of $4,000 or even $3,000 if they can avoid 
enrolling those beneficiaries likely to be in the most costly 10 percent. The incentives to 
enroll only healthier enrollees or encourage less healthy enrollees to disenroll are formidable. 

Even though Medicare outlays are concentrated on the most vulnerable-the poor and· 
those with serious medical problems-out-of-pocket costs to these groups can pose a serious 
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financial burden. About 12 percent of Medicare beneficiaries have no health insurance to 
supplement Medicare-eitherfrom Medicai.d or from private coverage through a retiree 
health plan or through individually purchased Medi-Gap coverage. These beneficiaries are 
concentrated in incomes under $10,000 (see Chart 2). 

As shown in Chart 6, the hospitaldeductible under Medicare is $716, the Part B 
deductible is $100 per year, and the Part B premium is $550 per year. The average Medi
Gap premium is now $840. Given non-covered services such as prescription drugs, 
premiums and out-of-pocket costs for Medicare beneficiaries averages over $2000 per year. 
For a elderly woman with an income of $10,000, this is clearly an excessive and burdensome 
cost. 

It is not well understood that the elderly pay far more for their own health care than 
the non-elderly-even with important coverage from Medicit:re. This happens because 
Medicare pays only 45 percent of the health care bills of the elderly. As shown in Chan 7, 
poor elderly households spend over a third of their incomes on health care. The average for 
non-elderly households is 3.7 percent of income. 

Cost-sharing requirements by their very design' mean that those who are ill ,and use 
services bear the burden. The chronically ill and other high utilizers of care are most likely 
to incur large individual liability for Medicare cost';'sharing and uncovered services and 
charges. A Commonwealth Fund study, Medicare's Poor, found that thirty percent of 
Medicare beneficiaries rate their health as fair or poor. For those who are poor, members of 
minority groups, or over age 85 even higher numbers have poor health. For example, over 
60 percent of poor elderly have arthritis. Half suffer from hypertension and need counseling 
about diet and exercise. and many require physician monitoring and prescription drugs to 
control their condition. Twelve percent of poor elderly people have diabetes and many 
require insulin treatment as well as medical care for the many conditions that arise as 
complications to diabetes. 

For those elderly with long-term care needs, costs can be ,even higher. About 40 
percent of all nursing home expenses are paid directly by patients and families. For those 
elderly vwith functional impairment living at home, costs can also be high. Over one-third of 
poor elderly people living at home report being restricted in one or more activities of daily 
living compared to 17 percent of those with moderate or high incomes. 

Inadequate Medicare benefits not only mean financial burdens, but also barriers to 
needed care. The significant deductible and coinsurance provisions in Medicare deter some 
of the elderly poor and near poor fr;om obtaining care. Low-income and minority elderly are 
less likely to get preventive services such as Pap smears and mammograms, in part because 
of the fmancial barrier posed by out-of-pocket costs. A recent study supported by The 
Commonwealth Fund found that elderly women without Medicaid or supplemental private 
health insurance were much less likely to get mammograms. The financial barriers posed by 
deductibles and copayments for cancer screening contribute to failure to detect cancer in an 
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early stage when recovery chances are higher. Rates of ambutatory sensitive hospital 

admission rates are particularly high for poor and minority elderly-indicating inadequate 

access to primary care. 


In sum, poor and near-poor elderly are more likely to be experiencing health 
problems that require medical services than elderly people who are economically better off. 
Yet, they are less able to afford nee(fed caxe because of their lower incomes. For those who 
do get C31e large out-of-pocket medical expenses can lead to impoverishment. 

Medicare's Record of Performance 

. Despite its limited benefits, Medicare has opened the door to health care ~d greater 
economic security for the nation's elderly and disabled populations for three decades. 
Particularly striking has been the program's success in improving access to care for low
income and minority elderly Americans. Racial disparities in care for elderly Americans 
have largely been eliminated, and Medicare has been instrumental in spurring desegregation 
of medical facilities for all minority Americans. 

Medicare has also contributed to the development of research and innovation, through 
· its funding of medi~ education and aIlciwances for teaching hospitals. Technological 
innovation such as catarq,ct surgery, joint replacements, and treatments for coronary artery 
disease, financed by Medicare, have improved the quality of life and functioning of millions 
of elderly people. 

As the American population ages and lives longer, Medicare. has fInanced the care of 
· an ever older and frailer group of b~neficiaries. At the same time Medicare leaves many 
.elderly and disabled beneficiaries inadequately protected against high health care· costs, the 
program's outlays have grown rapidly over time. Medicare outlays per enrollee exceed 
$4000 per person. While Medicare outlays have grown at unacceptably high rates over the 
last decade and a half, there is some good news. 

Most signifiCantly, Medicare outlays per enrollee for a similar package of services 
· have grown. more slowly than private health insurance outlays for these· services in the 
. decade from 1984 to 1993 (see Chart 8). Spending on inpatient hospital and physician 

services have moderated considerably. Certainly the new methods of paying hospitals and 
physicians introduced in 1984 and 1992 respectively have had an impact. The major areas 
where Medicare is now growing rapidly ·are for those services not covered by prospective 
payment approaches-particularly home health and skilled nursing facilities services. When 
long-term care services are excluded from the Medicare benefit package and prescription 
drugs are excluded from private insurance packages, even in the most recent 1991 to 1993 
period Medicare expenditures per enrollee for a similar set of· servi<;:es have increased more 
slowly than private insurance. 

. . . 

Medicare has also had an excellent record oflow administrative costs. Medicare's 
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. ' 

administrative costs average 2 percent of program, outlays, compared with 25 percent in 

,small group market plans and 30-50 percent in individual insurance plans. ' 


Why then is Medjeare so costly'.? The simple answer is that Medicare is costly 
because it covers very sick people. and because health care costs for all Americans-whether 
privately insured or covered by Medicare or Medicaid-have risen rapidly over the last two 
decades. Until more effective approaches for contairiing health care costs in the health 
system as a whole are developed, the program is likely to be caught in the dilemma of high 
costs for both taxpayers' and beneficiaries. 

Medicare ReStructuring: Putting Beneficiaries at Risk 

In a difficult federal budgetary climate, capping the federal budget obligation for 
Medicare on, first examination has appeal as a policy option. Vouchers or givi.O.g , 
beneficiaries the actuarial value of Medicare to invest in medical savings accounts and 
purchase private catastrophic coverage represent mechanisms for capping and limiting growth 
in budget outlays, shifting financial risks to beneficiaries, and creating incentives for 
individuals to control costs. 

Vouchers would provide' more choices for beneficiaries, including wider choices 

among benefit packages, but also shift more' financial risk to individuals. Advocates of a 


, private approach to financing health care for Med~care enrollees argue for a system of 
vouchers in which eligible persons would be allowed to choose their own health care plan 
from among an 'array of private options. For example~ individuals might be able to opt for 
larger ded.uctibles or coinsurance in return for coverage of other services such as drugs or 
long term care. AdVocates of medical savings accounts, for example, would argue that such 
,an option should be available to Medicare beneficiaries. In addition. since many Medicare ' 
enrollees now choose to supplement Me4icare with private insurance, this approach would 
allow beneficiari~s to combine the voucher with their own funds and buy one comprehensive 
plan. No longer would they have to worry about coordinating coverage between Medicare 
'and their private supplemental plan. Moreover, persons with employer-provided 

supplemental coverage could remain in the health care plans they had as employees. 


; 

Competition among plans to attract enrollees might help to lower prices, but it also 
seems likely that there would be considerable non-price, competition as well in the marketing 
strategies of various plans. As a consequence, the only c~rtain way, for Medicare, to reduce 
costs under a voucher scheme would be to fix the payment level and its rate of growth over 
time (presumably with appropriate adjustments for risk factors). 

To the government, this option would hav'e the appeal of enabling a predictable rate 
of growth in the program. For example, the federal government could set the vouchers to 
grow at the same rate of growth as GDP or some other factor such as private sector health 
care costs, ,But most important, such options are usually developed to achieve major cost 
savings. The "price". of offering choice (0 enrollees might be a voucher set at 90 or 9S 
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percent of the current level of government spending per enrollee. And even more important, 
by placing a cap on the rate of growth of the benefit, vouchers effectively shift the risk to the 
beneficiary if the cost of coverage exceeds the voucher amount. ' 

If a plan is not successful in holding down health care costs and Medicare's 
, contribution is fixed, the most likely response is to raise the supplemental contribution 

required of enrollees. This is effectively an indirect premium increase on beneficiaries. 
Advocates of vouchers argue that cdnsumer opposition to paying higher prices would force 
insurers to hold down costs and that facing higher costs is thus a good thing arid not a 
problem. . Opponents claim 'that both consumers and insurers would'lack the clout to achieve 
such cost controls. 

How successful is the private sector likely to be in holding down costs as compared to 
the current Medicare program? First, private insurers will almost surely have higher 

'administrative overhead costs than does Medicare. Medicare's administrative costs average 
less than 2 percent of outlays, while individual insurance administrative costs for the elderly 
often runs 30-$0 percent. Insurers will need to advertise and promote their plans. They will 

. face a smaller risk pool that may require them to make more conservative decisions 
regarding reserves and other protections against losses over time. They will not have the 
advantage of Medicare's scale and governmental authority in imposing steep provider price 
discounts. For example,' Medicare's physician payment rates are 68 percent of those of 
private insurers, and lower than managed care plans that use the Medicare system to pay 
physicians. These plans' e'lpect to return a profit to shareholders. All of these factors work 
against private companies performing bener than Medicare. At least in the Medicare 
program, the government's track record at efficiently financing services is quite good, with 
overhead considerably below that in the private market. 

Regulation would be needed "to require insurers to take all comers and to guard 
against problems of adverse selection where one plan may be able to compete by choosing 
carefully what persons to cover. First, the program is mostlikely to be problematic if it is 
voluntary. Adverse selection is likely with sicker and poor beneficiaries temaining in 
Medicare and healthier, high income beneficiaries opting for vouchers. This could well cost 
the federal government money if vouchers are not adequately adjusted for health status-a 
major methodological problem with the current Medicare HMO option. 

The most serious potential problem with vouchers is that the market would begin to 
divide beneficiaries in ways that put the most vulnerable beneficiaries-those in poor health 
and with modest incomes at particular risk. If vouchers ~r ,other types of specialized plans 
like medical savings accounts skim oJf the healthier, wealthier beneficiaries,many Medicare 

. '. enrollees who now have reasonable coverage for acute care costs, but who are the less 
desirable::. risks, would face much higher costs (iue to the market segmentation; A two tier 
system of care could result in which modest income fami1~es are forced to choo$e less 
desirable plans. . 
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On balance, vouchers offer little in the way of guarantees for continued protection 
under Medicare. They are most appealing as a way to cut substantially the federal 
government's contributions to the plan indirectly through erosion of the comprehensiveness 
of coverage that the private sector offers rather· than as stated policy. The problems of 
making tough choices and the financial risks WOUld. be borne by beneficiaries. Further, the 
federal government's role in influencing the course of our health care system would be 
substantially diminished. For some, this is a major positive advantage of such reforms.. But 
the history of Medicare is one in which the public sector has often played a positive role as 
well, first insuring those largely rejected by the private sector and then leading the way in 
many cost containment efforts. But most troubling is the likelihood that the principle of 
offering a universal benefit wouhi be seriously undermined. 

Medicare Restructuring: Managed Care 
, 

Medicare has been criticized for not promoting aggressively enough managed care 
alternatives for its beneficiaries .. Yet, Medicare is itself similar to a preferred provider 
managed care plan. With the recent reforms in provider payment, Medicare sets prospective 
prices for hospitals and physicians ala substantial "discountlt to usual charges. Medicare's 
physician payment fees, for example, average 68· percent of fees paid under private health 
insurance plans. . All providers who are willing to participate' at these rates are permitted to 
enroll. Physicians who agree to take "discounted" payments as payments in full become 
participating. physicians and are listed in directories of preferred providers. This has worked 
remarkably well, to the extent that 92 percent of all Medicare physician serv~ces are now on 
assignment. 

In addition Medicare makes HMO options available to beneficiaries. Three-fourths of 
beneficiaries live in areas where managed care plans are available. Seventy percent of 
HMOs now offeror plan to offer shortly a Medicare product 'marketed to Medicare 
beneficiaries. Despite the reluctance of many elderly to give up their personal physician to 
join an HMO, HMO enrollment has increased from 1 million in 1985 to 3 million in 
1995-about 9 percent of all Medicare beneficiaries. 

. . 

Even if e'nrollment were to expand more markedly, it is unlikely· that there would be 
saVings to the program, and in fact-might cost the Medicare program. A recent study flnds 
that the actual cost of serving Medicare beneficiaries who opt for HMO enrollment is 5.7 
percent more than Medicare· would have had paid for these same beneficiaries had they been 
covered under fee-for-service Medicare coverage. Instead of saving Medicare money, the 
program loses almost 6 percent for every Medicare managed care enrollee. 

Given the extreme variability in health outlays among beneficiaries, there is great 
leeway for plans to select relatively healthier beneficiaries for whom capitated rates exceed 
true costs. If managed care plans succeed in attracting and retaining relatively healthier 
Medicare beneficiaries which they have very strong incentives to do, Medicare will be 
overpaying for those. under managed care, and yet paying the fun cost of the, sickest 
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Medicare beneficiaries who are unattractive to managed care plans. Managed care plans 
have the option of switching to a fee·for-se:rvice method of payment from a capitated risk . 
contract if they experience adverse selection and·would receive higher payment under 
Medicare's fee-for-service provider payment rules. Monthly disenrollment by Medicare 
beneficiaries also means that managed care plans can encourage sicker.patients to leave the 
pIan and be cared for on a fee-for-service basis. In the case of network-model HMOs the 
same physician might even continue to care for the patient when he or she disenrolls. 

The current method ofpaying managed care plans for Medicare patients is seriously 
flawed. Its primary weakness is that it does not adequately adjust for differences in the 
health status of beneficiaries. Unfortunately, a good method of setting capitation rates to 
adjust for differences in beneficiary health status seems years away. 

The current method of Med(care HMO' payment includes allowances for the direct and 
indirect costs of medical education even though managed care plans do not incur these costs; 
The payment rate also includes an allowance for disproportionate share payments even 
though managed care plans do not cover the uninsured, and in general are open only to those 
who can afford the premium or have employers or public programs that pay the premium on 
their behalf. These factors represent about a four percent overpayment [0 HMOs with 
Medicare risk contracts. ' 

The extent of managed care abuses could be curbed by lowering capitation payment 
rates and imposing penalties on plans for high disenroltment rates, but the basic underlying 
incentives are unlikely to be substantially altered. Nor ha,s the long-tenn success of managed 
care in controlling costs (aside from getting provider price discounts) yet been demonstrated .. 

Benefici3ry Views or Medicare > 

Medicare enjoys a high degree of support from both the elderly and non-elderly. 
Medicare beneficiaries report high rates of satisfaction with the plan. The Medicare Current 
Beneficiary Survey finds that 89 percent are satisfied or very satisfied with the overall quality 
of medical care. A Kaiser-Commonwealth Fund 1993 health insurance survey found that 52 
percent of Medicare beneficiaries 3l'e very satisfied with their Medicare insurance, compared 
with 44 percent of families covered by employer-provided private coverage, 39· percent of 
Medicaid beneficiaries, and 30 percent of those who purchase private health insurance 
individually (see Chart 9). 

National opinion polls also show little suppon for cutting Medicare. A Kaiser Family 
Foundation/Harvard University voter exit'survey in November 1994 found widespread 
suppon for Medicare. 'Only 8 percent' of voters support decreased spending on Medicare for 
the elderly-even below the 17 percent who support decreased spending on Social S~urity. 
Some specific measures such as tighter provider payment rates or higher payments by very 
well off beneficiaries (the 5 percent with incomes over $50,000) muster more support but 
these are unlikely to yield substantial savings. 
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Building on Medicare's Strengths 

At present, too little attention is being focused on how to improve the functioning of 
the basic Medicare program, rather than departing radically from itS basic structure. The 
goal should be preserving genuine choice for all Medicare beneficiaries to be cared for by 
physicians or a health system of their choice while guaranteeing quality care at a reasonable 
cost to beneficiaries and to taxpayers. Fee-for-service care has the disadvantage of creating 
incentives for too much Care at too high cost; capi~ted managed care has the disadvantage of 
creating incentives for too little care at substandard quality. Providing a genuine informed 
choice for beneficiaries of both options may counter the hannful consequences of either 
extreme. 

Major issues include: 1) how to improve the fee-for-service option within Medicare; 
2) how t9 expand Medicare managed care choices while assuring quality standards; 3) how to 
minimize the difficulties posed by risk selection; and 4) what financial contribution Medicare 
beneficiaries and taxpayers can reasonably be expected to make (see Chart, 10). 

What should be preserved is the essential role that Medicare plays in guaranteeing 
. access to health care services and protecting from the financial hardship that inadequate 
insurance can generate for our nation's most vulnerable eldei'ly and disabled people. No 
American shoul~ become destitute because of uncovered medical bills nor be denied access to 
essential health care services. Medicare is a model of success. It should not be hastily 
jettisoned in an ill-conceived and short-sighted effort to obtain federal budgetary savings. 
Instead a full array of options needs to be carefully analyzed, critiqued, and debated. 

Thank you. 
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SUPPLEMENTAL INSURANCE COVERAGE OF ELDERLY 

MEDICARE BENEFICIARIES BY INCOME, 1991 
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TO: Alan Cohen, John Hambor, Chris Jennings 
cc: Judy Feder, Wendell Primus ' , : 
RE: CONCERNS WITHTHE',TREASURY ANALYSIS OF THE IMPACT OF 

THE REPUBLICAN CUTS ON THE 'ELDERLY 

FROM: , Jeanne Lambrew', 

DATE: July 21 ,1995 


, 	 , , 

On Thursday, ,John Hambor dropped off an analysis that Treasury did on the number of elderly 
people who would be thrown into poverty as a result ofRepublican ,Medicare cuts (see attached). 
I think that their methodology is as follows: . ' 
• 	 Take the 1993'poverty breaks for singles and couples. Project them to 2002 using the 

CPI. 

· , Look ,at the 1994 (or 1993?) CPS for the nuritber of elderly singles and couples in 
" 

poverty, and at 125% of poverty. , 

• 	 Take the HHS'estimated increase iIi out-of-pocket costs.in$625 ($1,250 per couple) in 
<2002 relative to the ·President's budget. The $625 per beneficiary is calCulated by taking 
the estimated amount of the beneficiary hit (50% of the totalcuts), dividing by the 
projected number of beneficiaries in 2002. DIvide the increase into the differe~ce 
between the projected 2002 poverty level and 125% of poverty. The, difference betw~en 
poverty and 125% of poverty in 2002 for singles is $2,268. 

• 	 Apply this percent ($625/$1,250 divided by the nominal difference' between 100% and 
'125% ofpoverty) to the number of persons between 100% and 125% of poverty. Use' 

',some kind of weighting to add the singles and couples affected [note: I could not follow 
the last step] , , 

Technical issues: 

There are three 'compelling,reasons to do s'omething more sophisticated than the T rea~ury 

analysis: ' . , 


1. 	' BenefiCiaries are not distributed evenly across income strat~. There is an odd 
, distribution of beneficiaries by income strata (see attached)." <, " 

This an'alysis assumes that beneficiaries between 1 00% and 125% ofpoverty are equally 
distributed. Given the large differenc~ between these points ($2,268 in 2(02) and 
evidence from other data sets that show an uneven distribution ofelderly by income, this 

, , is overly simplistic. ' 	 . .,' " 

2.' ,Expenditures are'not distributed evenly across beneficiaries or income strata. As 
the attached chart shows, there isa considerable skew in the expenditures per ben,eficiary, 
with only about ,5% of beneficiaries accounting for over 50% of Medicare expenditures. 

, ,Additionally, the distribution ofMedicare expenditures, by income also is uneven. 



:: 

-. 

. This has. implications for using the average effect on individuals in a narrow income 
. band. Potentially'a significant proportion of the Republican beneficiary increases will 
come from cost sharing, which is only applicable to users. High users will bear most of 

, the burden of the~e effects. Thus, it is a stretch to apply the average hit to a small group 
of people and assume that the average still. adequately reflects the experience of the 

. group. 

3. 	 Coverage of Medicare beneficiaries by' other insurers: In doing the national average 
impact, we did not take into account the fact that the large majority of Medicare ' 
beneficiaries have secondary coverage., In the context of "increase in out-of-pocket 
costs"; it didn't seem critical. However, ifwe are now looking at individuals, not 
averages, and assuming that the increase is fully'bomeby the beneficiary in the form of·' 
reduced'dispbsable income, this become's anissue.While we· can caveat this effect away, 
1 think that more analysis is neede~ to make sure that we ar-e not really off base. 

Other Concerns: . 
• 	 Projecting only the poverty level: Income and the number of beneficiaries are also 

changing over time; and at different rates. The income distribution ofelderly in 2002 
should take these effects into account, .or tpe full analysis should be done in 1993 by 
deflating the out-of-pocket increa~e.. 

• 	 Exclusion ofpersons' with disabilities: . Since these people ~ould probably be . 
disproportionately affected by cost sharing incre~ses, and they are implicitly in 

• 	 Last step of the analysis: .Icannot figure out how and ~hy the;e is weighting going on . 
" 	 '~ . 

. CONCLUSION: 
I thin]( that this analyses oversimplifies the some.ofthe characteristics of Medicare population, 
and I am not sure that it can be corrected using the CPS data .. If this analysis is to be pursued, it 
should be done with potentially a different data set and possibly using a set of policies behind the 
assumption that 50% ofRepublican cuts affect b<:meficiaries. The poliCies that Republican chose 
will have an enormous impact of the effect across the income distribution. For instance, 
·premium policies for the mosfpart affect all beneficiaries, while home health arid SNF 
coinsurance increases 'affect 10% and less than 5% of beneficiaries respectively. 

, 
However, before any work is done, I think that.itis necessary to assess the credibility of the idea. 
There are serious questions as to whether peopl,e will believe these numbers when it requires an 

. assumption that all of the incx:eaSecomes out of disposable income. We are not sub~ractingout 
the out-of-pocket c.osts currently incurred by the elderly. Also, some may face no cost if they 
have retireeh~alth qoverage or Medicaid, or an additional premium if they have Medigap. While 
we can rpake assumptions to.deal with these issues, these are important caveats to the numbers 

. that probably won't always stick with the numbers. 	 . 
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DISTRIBUTION OF MEDICARE BENEFICIARIES 

. BY INCOME, 1993 
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DISTRIBUTION OF MEDICARE TOTAL 
REIMBURSEMENT AMOUNTS, 1993 
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Share of·Program Expenditures by \ncome 

Of Medicare Individuals or 'Couples, 1992 


$15,000 or Under 62%. 
83% of Expenditures: 

Annual Income of 
$25,000 or Less 

$50,001 or More· 3% 

$15,001 to $25,000 21 % 

$25,001 to $50,000 14% 

Chart PS-1: 

Excludes 2.2% not reporting incoma Also excludes HMO enrollees (9%) . 
. Source: HCFA/OACT ' 
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INSURANCE COVERAGE OF ME'DICARE 

BENEFICIARIES, 1993 


WITH MEDICAID AND OTHER PRIVATE 
WITH MEDICAID AND EMPLOYER SPONSORED (1% 

-MEDICARE ONLY (11%) 

WITH MEDICAID (1 

WITH EMPLOYER SPONSORED (32%) 

. WITH OTHER (42%) 
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The MO\I.N, Sinai H~ital 


Mwnt SinAi Sc:h0Cl1 of MI!t1h.:ill\; 


THE MOUNT SINAI MEDICAL CENTER 

The Mount 'Sinai Medi~aJ Center in New York City encompasses one ofthe country's oldest and 
largest volujUuy hospitals and one olthe nation's outstanding me.dica1 schools. 

Since Mount Sinai's establishment, in 1852, its physicians have gained international recognition 
for some o~the most important medical advances of the past century. including the development 
ofthe first Safe method ofblood tra.nltUsion and the 5.rst portable machine for kidney dialysis. I 
Many Ulnes$e$ and procedures bear the names ofthe Mount Sinai pbysicians who first identified I 

them, iDcluding Crohn·s. Buerger's and Tay Sachs disease, the Schick test for diphtheria, and the 
Master cardiac stress test. . 

THE MOUNT SINAI HOSPITAL 

Today, Mount Sinai i$ a 1,172 bed, tertiary-care teaching hospitalloca1cd on New York City's 
Upper East Side. Mount Sinai employs over 10,000 individuals, including 1.171 physicians, 879 
residents and clinical reuows in training and l,SSO registered nurses. Each year nearly 44,000 
people are treated at Mount Sinai on an inpatient basis. while its clinic and emergency room 
receive appr.ox:irnalely outpatient visits annually. 

The HO$pi~ is a resiQnal center for brain-injury rehabilitation, hemophilia, AIDs, neonatal special 
care serviceS, and pediatric respiratory disease. It is a.Iso home to the nation's first hospital . 
division ofenvironmental and ocx:upational medicine and the world's only center for the diagnosis. 
and care of'1ewish genetic: diseases. Mount Sinai's obstetrics. gyneeology and reproductive 
medicinesetvica include the treatment ofinfe:rtiJity and menopause, the first ovum donation 
program in New Yorltl Cjty~ and the care ofhigh risk infants. 

The Hospital has well-known services for the care ofjuveniJe diabetes.. inflammatory bowel 
dise&SC\ andiother autoimmune diseases. Mount Sinai also is recognized. for its care of large 
patient ,Populations with Parkinson's disease and with relatively rare disease.s including myasthen.i~ 
gravis, amyotrophic lateral sclerosis (Lou Gehrig's Disease) and sarcoidosis. 

In 1967, one olthe first kidney transplantation programs in New York State was established at 
Mount Si~ and in 1988, the first liver transplant in the Stale was performed here. TodaYI 
Mount Sinaj provides a full.range of transplantarion services including heart., lung, liver. kidney. 
bone marrow and heartJ1ung transplants. Mount Sinai·s Children's Heart Center pmonns 
pediamc heirt transplants and complex, life-saving cardiac surgery on infants and children. 

~.;a2TOTA 
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'l~ Mown Sinai ~taI 
Mount Sinai School cd Mtdidhl' 

MOUNT SINAl SCHOOL OF .MEDICINE 

The Mount; Sinai Schpoi ofMedicine ofthe City University ofNew York ~ established in 1953 
and adrlUned its:first Students in 1968. Today the School enrolls nearly 700 MD and PHD 
students each year taUght by a roll and part-time faculty of3,614. The School was the first in the 
nation to e~lish a Jl)epartment of Oeriatrica and Adult Development in 1982 and recently 
established ne Marchand Center, one ottrus country's first centers tor clinical competence 
aimed at improving dpctor/patient relationships. 

As an activ. center for research ofintemational significance. Mount Sinai School ofMedicine is 
engaged in more than 650 ongoing projects in fields ranging from microbiology and genetic 
engineering to the prevention and treatment ofcancer and cardiovascular disease. Mount Sinai 
School ofMedicinc'is a national center for research in Alzheimer', disease, schizophrenia, 
alcoholism,:and environmental and oocupationaJ bazards and disease. 

THE MOUNT SINAl HEALTH SYSTEM 

The Mount .Sinai HeaJth System is a regional network encompassing twenty-one hospitals, eleven 
long-tenn care facilities> and associated medical staffs and practices throughout the Metropolitan 
Area. 
':. : 
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Tht M(Nnt Sinai Hospital 
MC)l.Int Si.nai Sc:.bool 01 Mtdielne 

THE MOUNT SINAI MEDICAL CENTER 
FACTSBEET 

, THE MOUNT SINAI HOSPITAL 

FOUNDED: 1852 
" BEDS: 1,171 

ATTENDIl1G PHYSICIANS: 1,710 
,RESIDENTS: 664 

,','mLOWS~ , 21S 
Nt1RSES ~·S): 1~786 
INPATIENT DAYS (EXCLUDING NEW BORNSrrOTAL): 360.2771372,90S 
ADMISSIOl'JS (EXCLUDING NEW BORNSrrOTAL): 38,868/44,210 
DISCHAAGBS (EXCLUDING NEW BORNSltOTAL): 39.340144,198 ' 
NEWBORN'DELIVElU'£S (LIVE BIRTHS) 5,342 

: .' OtrrPATlENT VISITS: 284,796 
, EMERGENCY ROOfd VlSITS: 80,750 

MOUNT SINAl SCHOOL OF MEDICINE 

, , CHARTERED: 1963 
,,' ',', STUDENTS: 
" ' MD' 518 

MDtpHD 49 
PHD 123 

% OFPATlENTDAvs: 
25% l\!EDICAID 
35% MEDICARE 
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Bayside ..nlo~ canter 
231~1! RO~.G. H.~in9 Expraaa.ay
.aya1de, N.Y. 113" 
(711) a31-11.4 

:'. ',',Tba aaytd.cs ....101' Cltn't.r provid ••••aietanee to individual. tro. 
:: Quaen. COUftcy over the .V. ot fO. Sarvice. 1nelude care 

aIud.stance , ooJI9T-,_e. lunOh..a, .hort t.ua aouna.lin, by .oeia1 
work~rSt inforaatlon ~.terral a.aLatanoe and education and , 
r~craat1oft.l activiti•• auab a. 1.etu~••, «anoln, and pool 
tabl"g. 

, 	Th~ CQnt~~ .1ao provide. a••l.tanee with p~og~a•• SUch as the 
Hom. In$l'gy Aaai.at...nc. hoc;zoaa (HIAP), Real Propetty Tax 
Raducticn (1/2 tax), supplemental Se0U%1ty lncom.Csst), .ant 
Increase ax..ptlon (SCRI!), ••a~iOft light Koasln9 and Food sta.,... 
'In addition, Meal. on Wh••l. and Tran.portationa~••upplied to 
certain area. ot QUe.na. 

. ftHcKU,car. iaau•• to b. di~u•••d by R.p. Gary Aok8r:aan .t tnt. 
location inelude: 

'.-Tn. r.p~11can .ajor1ty outt1nt mere than $450 billion in 
••cU.care and II8dl0.d-tb. largest cu.ts in the b1.tory of the 

. ' p~oqr...-ln o~~ ~o flnancs a tax O~~ tha~ do.. ngthln, tor the 
rO~Gott~ .!4dle c1.... . 
-lan10ra will pay ao~. tor: h••l~h carean4 tote••any to 91ve up
,thair 4ootoz'a. 

" 

. ~CUt8 will t~.r .qu•••••tate bud,etl r ••ultift9 in po••ible 
job 108... and htubar t.x••• 

-sp&ci~ic aft.ct~ cut. will bave on ••n1ors in New York atat. 

-aepublican. onlf bald one day of n..~1n9•• 

The hou~s of the Bayside ••nior: C.n~er: are aae-4,., Monday
rriday. service$ ar••pon.ored ~ Builder. tor tne Family and 
Youth (an .ftiliate of catholic charities Dioc••• ot Brooklyn)
ancl funded by tl'&. Naw Yox-k City Departl&ent foZ' the Aqin,.
Seniae. Ire aaltai.iered by the Maw York St4te offioe tor the 
a,in9

" " 

http:Aaai.at...nc
http:aaytd.cs


COBBLE HILL l\cl1JRSING HO~fE 

. Cobble Hill Nursing Home is a oot~for-profit 520 bed long tenn residential health care facility, 

,'located on Henry Street in the Cobble Hill section ofBrooklyn. It is one ofNew York Citys 


:.. largest. voluntary residential health facil.ities. 


<Cobble HjU Nursing Home is dedicated to serving the community as wen as providing 
.'comprehensive quality care to all residents. Our Comprehensive Nursing, Sub-Acute Care, 
: .. Rehabilitation Programs and Hospice Care, are tailored to the individual needs afour residents. 
'. and provide services which include: 

. • 24 HoW" Nursing Care 
• Physical, OccupatioJ'al and Recreational Therapy 
• Psychiatric, psychological, and social services 

, Our Specialized Alzheimer's Resource Center has received national recognition for its 
multi-taceted programs. The Center integrates a unique residential setting with a wide variety of 

'. day and evening programs that are sensitive to the changing needs. interests, and abilities of 
people with dementia, Services include: 

• Structured social and recreational activities geared to differing levels offunctional abilities 
• Late stage Alzheimer's Unit and Hospice Care 
• Safe Areas for Wandering and a secure .• home~like environment 
• Comprehensive medical. nursing and rehabilitative services 
• Psychological and social services for support and counseling 
• Educational seminars and special events for family members and the community 

'·'We are currently renovating the facility to accommodate the new Jacquelyn Hernandez Adult 
. Day Health Center, which is scheduled to open its doors in January 1996. The Center will 

: operate Monday through Friday, and will provide compassionate. professional care for the frail 
.: elderly, Alzbeimer's patients~ and physically challenged adults. Services will include: 

.' • Comprehensive Medical Care at 15 on-site Specialty Clinics 
• Nursing, Comprehensive Physical, Occupational, and Speech Therapy 
• Individual and Group Socialization~ Recreational, and Cultural Activities 
• Nutritious meals, and Dietary Counseling Supervised by Registered Dietitians 
• Family Support and Counseling 

, Our wide range of services, coupled with the quality ofcare that we provide, have made us a 
. valuabl.e asset to the community. Our goal is to continue to provide high quality care for the 

, .elderly, However~ ifCongress makes drastic changes in Medicare and Medicaid funding to 
Nursing Homes such as ours, we will be forced to cut programs and services. Since ninety 

, percent ofour elderly rely on Medic~id doUars to provide for their care~ the consequences for 
them will be detrimental. Current estimates ofa Medicaid reduction of $4 milJion will force us to 

:' lose 78 staffmembers. This must inevitably result in compromised quality ofcare. 



Patient Profile 

Patient Name: 

Attending Physicians: 

Chief Complaint: 

Mechanism of Injury: 

Preliminary Assessment 
of Patient's Condition: 

Prognosis and 
Prescribed Treatment: 

Medicare 

Congressional Democrats 

The patient has suffered severe life-threatening trauma, 
sustain,ing numerous lacerations that go through the fat into 
the mu"scle and bone. 

The patient was the victim of vicious assault in the United 
States House of Representatives. 

The patient was bound, gagged and robbed of $270 billion 
by Republican assailants intent on funding a tax cut for the 
wealthiest of Americans. 

The patient is on life support systems. 

The patient has sustain~d significant long-term damage 
which could lead to increased morbidity and mortality 
among beneficiaries. 

The patient ha's been robbed of $270 billion. Prior to the 
assault, the patient required minor corrective surgery to 
maintain its strength. The patient now needs major 
rehabilitative treatment to assure the health and safety of 
millions of beneficiaries. 

The patient suffers from a severe case of Chronic 
Republican Support Deficiency Syndrome. 

Required treatment includes restoration of funding that the 
Republicans have cut to fund their tax cut. 

The patient faces future complications as more than 1/4 of 
the slashed $270 billion in cuts are unspecified and will be 
determined ,in the future. 

Doctor's Notes: 
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History'of Present Illness 
The patient was born in 1965. Prior to patient's birth, 30% of seniors lived in 

, poverty. After its birth, that number decreased to 12%. Death due to stroke and 
heart disease has declined. Today, because of Medicare, seniors are living longer 
and with greater dignity. 

Lab Report: 

Medicare Means Access to Health Care Service 
In 1959, only 46% of seniors had health coverage. Today, 99% of seniors have 
health coverage. 

SENIORS WITH HEALTH COVERAGE 

" .................... 99%..... . 
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Source: co. 4128161. Social Security Administration 
Prepared by the House Democratic Caucus and House Democratic Policy Committee. 7195 

, Doctor's Notes: 
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lab Report: 


Since Medicare, America1s Seniors 

are Living Longer and Healthier Lives 


Medicare has increased access to service for America's most vulnerable 
population: the elderly. Since its inception, Medicare has dramatically increased 
the lenghth and quality of senior citizens' lives. 

SINCE MEDICARE... AMERICA1S SENIORS ARE LIVING 

LONGER AND HEALTHIER LIVES 
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Source: Department 01 Health and Human Services 

", 
,", 

','. 

" ". 

Doctor's Notes: 
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ANALYSIS OF PROPOSED MEDICAID AND MEDICARE FEDERAL BUDGET PROPOSALS ON 


HOSPITALS, NURSING HOMES, HOME HEALTH AGENCIES. OTHER PRoviDERS & BENEFICIARIES 


New York State 

InalfPOmies House Revisions. 
Latest ceo Estimates for House and Senate. and 

Revised Estimates of Outpatient Provisions 

IIn..ou"...,,..,LJ (FEDERAL FUNDS) 

TOTAL MEDICAID 

MEDICARE 

NS 

TOTAL PROVIDER IMPACTS 

IMPACT ON BENEFICIARIES 

TOTAL IMPACT ON PROVIDERS & BENEFICIARIES 

TOTAL MEDICAID AND MEDICARE IMPACT ON 
PROWDERSANDBENERC~R~S 

ADDITIONAL IMPACT FROM 
RESTRUCTURING MEDICARE 

1998 TO 

HOUle 

$27,300 

HOUle 

s 

17,243 to 21,355 

3,872 

$21,115 to $25,227 

$48,415 to $52,527 

$2,456 

Senate 

$24,200 

Senate 

16.913 to 21.026 

6,143 

$22,057 to $26,170 

$46,257 to $50,370 

$3,800 

PROJECTED NEW YORK STATE JOB LOSS IN 2002: 256,600 

MEDICAID NOTES: 

The prolrider specific Impact Is estim8led by allocating lIIe statewide loss to ead1 prolrider sectOr baaed on iraahare of federal Medicaid funds. Under lIIe Senate proposal. 

the dispropottionale share and the non-dlspropottionale shere fundI ere treated separately. The dlsproportlonale shere reductions is allocated to acute hospitals and Slate 

mental fadlities based on its proportlonallhare of disproportionate shaRI payments. The non-disproportlonate share Medicaid reduction is allocated to ead1 prolrider 

sector baS&CI on its shere of federal medicaid funds 

MEDICARE NOTES: 

The analysis of the House and Senate proposals indude. estimates of the impacts on hospltels. nuralng homes. home health agencies. physicians. durable medical equipment 

and dinlcallaboralory services. The an81ysll also indudes lIIe impact on benefldariell resulting from changes in plllt B premiums. inalOaH in deductibles end meanllelting. 

The budget cap look.bad( is based on a 7 year $30 10 $80 billion recovery nlquirernent and allOcated 10 N_ York State per its Share of prolrider Paymefllll. This &nary,;s does 

nOI indude: (1) the impact 01 lower paymenlll to providens resulting from lower utilization and negoUated rales aslOdated with migration 01 beneficlarieslo Medicare 

managed care. (2) the impact of any changes in tile formulatiOn 01 the AAPCC. induding lIIe Senate proposal to carve out GME and disproponlonate Share costs. and (J) any 

addilional payments teaching hospitals might receive from the Housa proposal 10 establish a n_ trust fund for medical education. 

JOB LOSSES: 

Job losses are estimeled baSed on the job multiplier developed by the U.S. Depal1ment at Commerce. A stalewide job multiplier is used for all districts. The job loIS esomalas 

are for lederalli.cal year (FFY) 2002. The job loss e.timales are based on the a"""'08 impact of Medicare and Mediceid provision •. with a Medicare look-bad( impact ot $30 

billion nationWIde. 
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PROVISIONS INCLUDED IN PROVIDER IMPACT ESTIMATES 
Note: The provisions listed below are as of October 9, 1995. Changes are in bold type.' The House and Senate are in the process of rr.a:o:;-; 

amendments and these provisions, and the associated impacts on hospitals, nursing homes, and home health agencies may char.\;e 

I HOUSE SENATE 

MEDICAID' 


Block Grants Replaces current Medicaid program with a block Replaces current Medicaid program with a t:!:-: ( 
grant to each state. Repeals all current eligibility grant to each state. Repeals most eligibility 
requirements with some spending protection for requirements with some spending protection ::~ 
targeted low-income families, low-income elderly, targeted low-income families, low-income elder:. 
and low-income disabled persons. low-income disabled persons, and limited pro:ec:::

to low-income children and pregnant women. 

Spending Base Federal fiscal year (FFY) 1994 total federal Greater of the amount of Federal funds recei,,&-: ,
Medicaid payments by state. FFY 1994 or 1995. The DSH payment exceed;:-,; : 

percent of total program spending will be exc::.:: il-: 
from the spending base. 

Growth Rate Nationally: 1994 to 1996: 14.8% Nationally: 1995 to 1996: 7.2:% 
1996 to 1997: 6.8% 1996 to 1997: 6.7:~':' 

1997 to 2002: 4.0% each year 1997 to 2002: 4.424% ea::-,: ~
Beginning in FFY 1997, payment to each state Beginning in FFY 1997. payment to each state 
(Which will have a maximum and a minimum) will (which will have a maximum and a minimum) v.i:: 
be detenmined based on poverty population, case be detenmined based on poverty population, case 
mix index, input cost index, national average mix index, input cost index, national average 
spending per resident in pqverty. According to spending per resident in poverty. According t:l 
this provision New York will only receive the this provision New York will only receive the 
minimum increase of 2 percent per year. minimum increase of 2 percent per year. 

Disproportionate Share Payment DSH is included in the base and its growth 'IS DSH is included in the base (at a maximum of 
(DSH) limited to overall growth as stated above. 9 percent of total program spending) and its 9ro·...-:: 

is limited to the overall growth as stated above. 
Each state must include in its state plan a 
description of how it will address the special nee-cs 
of qualifying DSH hospitals. 

Accountability Standards Repeal of almost all accountability standards. In Repeal of almost all accountability standards. In 
addition, the Boren amendment is repealed. addition, the Boren amendment is repealed, 

_aintenance of Effort The state must match federal funds using the State must match the federal Medicaid funds. 
lower of the state share calculated based on the State's matching requirement may be lowered to 
current FMAP or the proposed new FMAP. This 40% from the current 50%. 
will decrease New York State's matching funds 
contribution from 50% to 40%. 

MEDICARE 

HOSPITALS 

PPS Update Reductions Marketbasket minus 2.5 for 1996, marketbasket Marketbasket minus 2.5 for 1996 - 2002. 
minus 2.0 for 1997 - 2002; sole community hospItals: 
marketbasket minus 1 for 1996 - 2000. 

PPS Disproportionate Share 170/0 reduction In DSH payments tor FY1996 5% reduction each year to 25% in 2000 and 
15% In FY1997, 20% In FY 1998-19~9, thereafter. 
25% In FY2000, and 30% In FY2001 and beyond 

PPS,lndlrect Medical Education Reduce factor to 6.0% for FY 1996 thru FY Reduce factor to 6.7% in 1996, 5.6% in 1997, and 
2000, and to 5.6% for FY 2001 and beyond 4,5% in 1998 and thereafter. 



PROVISIONS INCLUDED IN PROVIDER IMPACT ESTIMATES 

/:\Note: The provisions listed below are as of October 9, 1995. Changes are in bold type. The House and Senate are in the process of making 
.>';~.. amendments and these provisions, and the associated impacts on hospitals, nursing homes, and home health agencies may change . 

i?~.:.: 
« 

Budg~i.Cap I Lookback.,,: ... ' . 

RSING:HOMES (Facility-speciflc eSlr1mate!s not Included because of InSUfficient data to 

. . ' 

continued 

':" ,', 

PP~;:t~SPital Capital, . 

'.:"~.:. . 

Bad Debt 

Extend OeRA 1993 cost limits through 
2002: Include certain "routine ancillary" items and 
services in room rate; Payments for non-routine 
services based on lower of blended or facility 
specific amount. 

No reductions. 

Nursing Home capital costs reduced by 15%. 

Reduce cost portion of Part B billings by 5.8% 
1996 - 2002. 

mr:::IIJ<lIl'n because 

Establish prospective payment system. 

Future payments to be based on current level by 
not allowing inflation that occurred during the 
freeze.(Extension of cost limits) 

Establish prospective payment system. 

No reductions. 

':. 
,'l:,.'), ~ " 

Vrits 

',:", . 

.~; ~, 

UpdatE!:Reductions 
,,~..= :: ' 

.~""< ','.
Capita(.> 

,\ -, 
Part 8;:',:1" 

MEDICARE continued 

Phase out payments for non-citizen residents 
over 4 years - 25% per year beginning in 1996. 

Exclusion of residents past their initial residency 
period. 

Limit payments to 85% of allowed costs. 

Extension of marketbasket minus 1%. 

Reduce payments for bad debt to 75% in 1996, 
60% in 1997, and 50% in 1998 and thereafter. 

Correct formula driven overpayment. 

Extend 10% capital reduction. 

Extend 5.8% reasonable cost reduction. 

Establish targets for total mandatory Medicare 
outlays. If spending exceeds targets, reductions 
are made in subsequent year. Reductions are 
applied proportionately among all providers of the 
Medicare program. For purposes of this analysis, 
the lookback was estimated at $30 to $80 billion 
over the 7 

No reductions. 

Limit payments to 85% of allowed costs and 
reduce federal and hospital-specific rates. 

Marketbasket minus 2.5 for 1996 - 2002. 

Limit capital payments to 85% of allowed costs. 

No reductions. 

Correct formula driven overpayment. 

Increase capital reduction from 10% to 15% 1996 t::: 
2002. 

Extend 5.8% reasonable cost reduction. 

Establish targets for total mandatory Medicare 
outlays. If spending exceeds targets, reductions 
are made in subsequent year. Reductions are 
applied proportionately among all providers of the 
Medicare program. For purposes of this analysis, 
the lookback was estimated at $30 to $80 billion 
over the 7 

ectlons.) 

Extend OeRA 1993 cost limit through 1996: Develop 
new routine cost limits: Payments for non-routine 
services based on lower of blended or facility 
specific amount. 

Update factor for SNF amounts equal to market
basket minus 2.5 percent for 1997 - 2002 . 

Nursing Home capital costs reduced by 15%. 

Reduce cost portion of Part e billings by 5.8% 1996 
2002. 
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CioP PLAN MEANSSI,700 LESS FOR SENIORS BY 2002 

Reduction in Medicare Spending Per Beneficiary Under the House Capped Plan 
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.' .-.i:NEJrR'LY'70%dFNUR'SlN.G·'~0t.1E-RES IDENTS . 

RELY ON MEDICAID TO PAY FOR THEIR CARE 


Medicare 
5.00/0 Other 

26.50/0 

Medicaid 
68.50/0 

Today; 40 percent ofAmericas seniors will need 

nursing home care at some point in their lives. 


Source: Urban Institute, based on 1992 data from the Health Care Financing Administration 



STATES LOSE BIG UNDER 

REPUBLICAN MEDICAID PLAN 


Expected Percentage loss In Federal Medicaid Spending in 2002 Under House Plan 
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.MEDICAID POPULATION AND MEDICAID DOLLARS, 
-!:.

Percent Distribution by Basis of 
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Eligibility (Fiscal Year 1993) 
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MEDICARE 

January 1995 

The Medicare program heJps to pay for health care services furoisbed to people 65 and 
over and for persons receiving Social Security disability benefits after two years. Also 
served by Medicare are individuals of any age who have end-stage renal (kidney) disease 
(ESRO) and need dialysis or kidney transplants. Medicare currently covers more than 37 
miUioD people, of whom approximately four million are dis7.bled·under Social Security 
and approximately 230.000 are ESRO patients. The MediCare program has two parts: 
HospitalloS'..u3nce (Part A) and Medicallnsuranoe (Part B). 

HOSPITAL INSURANCE (Part A) 

What's C~vtred? . 

o 	 InpatieDt bospital services. including room. meals. nursing care, -operating room 
services., blood transfusions, special care units.. drugs and medical supplies. 
laboratory tests. therapeutic rehabilitatioD services. and medical social services. 

o 	 Skilled nursiog facility care for continued treatment andlor rehabilitation 
following hospitalization. 

o 	 Home healtb care :servicesprescribe.d by a pbysician for treatment andlor 
rehabilitation of homebound patients, including part-time or intermittent nursing 
services. . 

o 	 Hospice care for the terminally ill. 

What's not COvtn:d? 

o 	 Long-term or custodial care. 

o 	 Personal convenience services such as televisions and telephones, private-duty 
nurses or the extra costs of private rooms when not medically Decessary. 
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o 	 For the fjn;t 60 days of inpatient hospital care in calendar year 1995, Medieare 
pays aU approved charges except for a $716 deductible for which the beneficiary is 
"~nsible. . 

o 	 For days 61 through 90. MediCare· pays for aU covered· services except for $179 
per day coinsurance payments for which the patient is responsible. 

o 	 From the 9151 through the 150th day. the beneficiary coinsurance rate is $358 a 
day. but coverage beyond 90 days in any benefit period is limited to the number 
of Iiff:time reserve days available. 

o 	 Each beneficiary has 60 lifetime reserve days tbat can be used only once. If a 
beneficiary has been out of a hospital or skilled nursing facility for 60 consec'ltive 
days. but is then readmitted to a hospitaL a new benefit period begins and the: 
beneficiary is again responsible for a $716 deductible for the first 60 days of 
icp2tient care and coinsurance for days 6O-~. 

o 	 U services of a sldlled Ilursing facility are Deeded for continued care of a patient 
after at least three consecutive days of hospital inpatient care. not including the 
day of discbarge. Medicare will pay for aU covered services for; the first 20 days. 
From the 21st through the looth day. the beneficiaI)' is responsible for paying 
$89.50 a day in 1994. Medicare does oot pay for skilled nursing facility care 
beyond 100 days in each benefit period. 

o 	 If a person is homebound and requires skilled care, Medicue can pay icr 
medically necessary hOlXle health care. including pan-time or intermittent nursing 
care., physical therapy. speecb therapy. occupational therapy, medical social 
services, and medical supplies and equipmeot. . 

o 	 For terminaU), ill patieots.. Medicare will pay for care from a Medicare-eertified 
hospice, where the specialized care, indudes paiD relief. symptom management 
and supportive services in lieu otcuratave seMCes. . 

Flnanclng Hospital Insurance 

The Hospital Insurance Trust Fund is financed mainly from a portion of the Social 
Security payroll tax (the FICA deduction). The Medicare part of the payroll tax is 1.45 
percent from the employee and 1.45 percent flom the employer. 

. 	 ' 
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MEDICAL INSURANCE (PART B) 

Medical Insurance helps to pay for physician services, outpatient bospital &eM<leS 
(including emergency room visits when the patient is treated and released}, outpatient 
surgery, diagnostic tem. clinical laboratory service$, outpatient physi<:a.l therapy and 
speech therapy services, riled.icaJ equipment and supplies, rural health clinic services. 
renal dialy:sis and a variety of other bealth services and supplies. 

o 	 v«:ncraUy, Medical Insurance does not rover ro..atine physical examinations, 
preventive care, seNices not related to treatment of illness or injury. and 
outpatient pi"escriptiondrugs to be self-administered. 

o 	 Screening pap smear and mammography examinaiions are exceptions to tbe rule 
against Medicare coverage of routine pbyskal examioations. Medicare eovers 
screening pap smear tests at intervals of three years for detection of cervical 
cancer, or more frequently for women at higb risk of developing cervical ~c~r. 

. Medicare also cove" screening mammograpby examinations every two years for· 
women 6S and over; annually for wOD,lcn age 50 to 65; annuaUy for women age 40 
to SO at bigh risk of developing breast cancer; every two years for women age: 40 
to SO who are not at high risk; and one time for women 35 to 40. 

hying the BIlls 

Medicare pays 80 percent of fee schedule amounts for most covered ~rvices afler a 
beneficiuy's payments for services have reached the annual deductible of $100. After 

" ' 
meeting the deductible. beneficiaries can limit their out-of-pocket costs to the 20 percent.. 
coinsurance amount by cboosing physicians and suppliers who a«ept Medicare 
assignment, which means tbay a~pt Medicare fee schedule amounts as full payment for 
their services. 

o 	 "Participating" physicians and suppliers agree to a«ept Medicare assigomcnt in all 
cases. Direc:tories listing participating physicians and suppliers are available for 
examination in local Social Security offices. state and local offices on aging, :lud 
senior citizens organizations. Copies <:8n ~ obtained from Medicare carriers. 

o 	 Physicians who do Qot accept assignmeol can charge up to 15 percent above the 
Medicare fee scbedule amounts. and ~neficiaries are responsible for the 
difference. Pbysicians who overcbarge beneficiaries can be required to make 
refunds. ~ 

'J'. ' 
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Funding Medical Insurance 

Persons enrolled in Medicare Part B pay a monthly premium. The premium established 
try- Congress for calendar year 1995 is $46.10. The general tax revenues of tbe federal 
government support approximately 75 percent of the program costs. 

MANAGED CARE 

Medic.are beneficiaries may bave lower out-of-pocket costs and added coverage if they 
choose to enroll in prepaid health care plans that participate in Medicare instead of 
m:eiving services under traditional fee-for-service arrangements. Most Medicare 
beneficiaries live in areas sefVed by prepaid plans. Medicare contracts with health 
maintenance organizations (HMOs) and competitive medical plans (CMPs) to provide 
care to Medicare becefidaries. Medicare prepays a fixed amouot per member. per 
month for all Medicarc-(;overed benefits. Many orga!'izatioDS offer additiooal benefits 
not covered by Medicare. 

ENROLLMENT AND CLAlMS 

Enrollments in Medicare are handled by the Social Set:;urity Administration. Otims fer 
payments for servi<;es to beneficiaries are processed by insurance companies under 
contract with HCF A. 

Appeal pro::edures are ovailable for persons wbose claims have been denied or who are 
dissatisfied witb the amount paid. 

ContractOJ'$ known as fiscal inteml~diaries make paycnents for services provided by 
hospitals. skilled nursing facilities. h.-m1e health agencies and hospices. GeneraUy, 
payme~ts made for inpatient hospital stays are based on the diagnoses of patients' 
illnesses. aaims for the services of physicians, other medical professionals and suppliers 
are processed by contractors known as carriers . 

QUALITY OF CARE 

SUn'e)'S and ~rttfkatlon 

The Health Care Financing Administration maintains an extensive sufVey and 
certification program to ensure that providers and suppliers serving Medicare and 
Medicaid benefkiaries are complying with federal standards for health. safety, and 
quality of care. HCFA oversees annual. unannounced inspemon$ of approximately 
16,500 Dursing bomes aDd 8,000 home health agencies. The ageDCY's quality assurance 
activities also cover approximately 6,500 hospitals and 145,000 cJinical laboratories. 
Providers and suppliers that are not in compliance and fail to correct deficiencies are 
dropped from the Medicare and Medicaid programs. . 



MEDICAID PRIMER 


The Republican Budget Resolution calls for a cut of $182 billion in Federal funding of 
,',,' 	 Medicaid over the next 7 years. If enacted, this would be far and away the largest budget 

cut in the program's 30-year history. 

In addition, the Republican Governors have proposed that Medicaid be converted from a 
program that guarantees basic health and long-term care coverage, to low-income 
Americans into a block grant to the States. If enacted, this would be the most radical 
structural change in Medicaid in its 30-year history. 

Medicaid is the Federal government's second largest health care program. This year, it 
, will spend $89 billion to help the States pay for hospital, physician, and nursing home care 
for over 36 million Americans. 

The changes that the Republicans are proposing will, if enacted, have enormous 
implications not just for Medicaid's 36 million beneficiaries, but also for States, counties, 
and emergency care systems in every community, as well as individual hospitals, nursing 
homes, and clinics in both rural and urban communities. 

Unfortunately, the Republicans have not yet made public their legislation to implement the 
',:' " $182 billion in Federal Medicaid cuts, and no specific language is likely to be available until 

later this month, when House and Senate committees of jurisdiction (House Commerce, 
Senate Finance) are scheduled to take action. 

Attached is some basic background material: 

• A brief summary of Medicaid, who gets it, and what they get. 

• A short explanation of why Medicaid costs are growing. 

• A summary of the state-by-state impact of the Republican Medicaid budget cuts. 

':",'" .. 
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MEDICAID AT AGLANCE 


• Medicaid is America's 2nd largest health care program (after Medicare). 

-- This year, Medicaid will cover over 36 million low-income Americans, including 
over 18 million kids. (Medicare will cover 37 million elderly and disabled 
Americans). 

-- This year, the Federal government will spend about $89 billion on Medicaid, the 
States another $67 billion. (The Federal government will spend $181 billion on 

:L' Medicare this year). 

Three basic groups of people get Medicaid: the elderly, the disabled, and 

mothers and children. 


-- Over 4 million Americans age 65 and over are eligible for Medicaid this year. 


-- About 6 million disabled Americans are eligible for Medicaid this year. 


-- Over 18 million children and over 7 million women are eligible for Medicaid this 

year. 


. , . . 
• 	 Most of Medicaid spending is for health and long-term care for the elderly and 

disabled. 

-- The elderly and disabled represent about 27 percent of the Medicaid population 
but account for about 67 percent of Medicaid spending. 

" . -- Children account for about 50 percent of the Medicaid population but only about 
.,', ';" 18 percent of Medicaid spending. 	 . 

-- This year, the Federal government will spend about $800 per child, $1300 per 
mother, $4700 per disabled individual, and $5600 per elderly American eligible for 
Medicaid. 

Medicaid covers about orie fourth of America's children. 

-- Of the 69 million children under 18 in America, about one fourth are currently 
covered by Medicaid. . 

-- By the year 2001, under current law, Medicaid will finish phasing in coverage of 
all children under 18 in families with incomes below poverty. 

House Democratic P.olicy Committee 	 Page 20f 6 



Medicaid is America's largest insurer of maternity care. 

-- Medicaid pays for about 1/3 of the. births in the country, including prenatal, 
delivery, and post-partum care. 

,,:. ' 

Without Medicaid, millions more Americans would be uninsured . • 
-- For those eligible, Medicaid guarantees coverage for basic health care services, 
like hospital and physician care. 

. -- There are now about 39 million uninsured Americans. Without the expansions 
in Medicaid coverage for pregnant women and children that occurred over the last 
decade, there would have been 9 million more uninsured Americans in 1994. 

Medicaid is America's largest insurer of long~term care. 

-- Medicaid pays for about half of all the nursing home care provided in this country 
($36 billion out of $69 billion in 1993). 

-- Of the 1.3 million nursing home residents nationwide, .about 900,000, or 69 
percent, are covered by Medicaid. . 

: .. 

People eligible for Medicaid get coverage for basic health and long~term care• 
services. 

-- All Americans who qualify for Medicaid coverage must have incomes and 
resources (Le., savings and other assets) below certain levels. In general, these 
levels are specified by each State. 

-- All Medicaid eligibles are guaranteed coverage for the following basic services, 
when medically necessary: hospital care; physician services; laboratory and x-ray 
services; immunizations and other preventive screening, diagnostic, and treatment 
services for children; family planning services; health center services, and nursing 
home care. 

-- Many States have elected to cover additional services with help from Federal 
matching funds, including prescription drugs, institutional care for individuals with 
mental retardation, and home- and community-based care for the frail elderly. 

-- Of all the Medicaid dollars that States spend on benefits, only 38 percent are 
spent on required services for populations the States must cover; the remaining 62 
percent are spent on services and populations that the States have chosen to cover 
with the help of Federal matching payments . 

. ; '. House Democratic Policy Committee Page 3 of 6 
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.. The number of Americans eligible for Medicaid is growing 

-- The Congressional Budget Office projects that the number of Americans eligible 
for Medicaid will grow at about 3 percent per year over the next seven years, from 
36.8 million in FY 1995 to 45.9 million in FY 2002. 

-- Among the groups eligible for Medicaid -- mothers and children, elderly, and the 
disabled -- the fastest growth is projected among the disabled. 

Medicaid is a critical revenue source for teaching hospitals, public hospitals, 
children's hospitals, and community health centers 

-- Over one fourth of all inpatients in the nation's teaching hospitals are covered by 
Medicaid 

'. .. 
:',1'; 
"', 	

-- Medicaid accounts for about 46 percent of the net revenues of the nation's public 
hospitals 

-- Medicaid represents about 42 percent of the gross revenues of the nation's 
children's hospitals . 

-- About one third of all community and migrant health center revenues come from 
Medicaid patients 

• 	 Medicaid is a joint venture between the Federal and State governments, with 
the Federal government picking up 57 percent of the cost overall. 

-- Under current law, the Federal government shares in the State costs of health 
and long-term care for low-income residents according to a matching formula. The 
Federal share varies with State per capita income; the lower the State's per capita 
income, the higher the Federal share. 

-- All States get at least 50 percent of their costs covered by the Federal 
L. : • 

government; some States have as much as 80 percent of their costs covered. On 
average, the Federal government's share is 57 percent. 

",:' <•• Medicaid is the largest source of Federal funds for the States and the second 
largest item in most State budgets 

-- Federal Medicaid funds account for about 40 percent of all Federal dollars flowing 
to the States through grant-in-aid programs 

-- State spending on Medicaid accounted for about 13 percent of all State general 
revenue spending in 1993, second only to spending on elementary and secondary 
education (21 percent) . 

. . House Democratic Policy Committee 	 Page 4 of 6 



• If you've seen one Medicaid program, you've seen one Medicaid program. 

-- There are certain minimum Federal stanqards, but States have broad discretion 
in how they administer the program. This means wide variation from State to State 
in who gets covered, what types of services are covered, how much providers are 
paid for those services, etc. 

... House Democratic Policy Committee Page 5 of 6 



WHY ARE FEDERAL MEDICAID COSTS GROWING? 


• 	 "rhe Congressional Budget Office (CBO) estimates that Federal Medicaid 
spending will increase about 10 percent annually over the next 7 years. 

-- Federal Medicaid spending is expected to grow from $89 billion in FY 1995 to 
$178 billion in FY 2002. . 

-- State spending on Medicaid is expected to grow from $67 billion in FY 1995' to 
$134 billion in FY 2002. 

• 	 According to CBO, most -- 70 percent -- of the growth in Federal Medicaid 
spending is caused by an increase in the number of Americans eligible for 
coverage and inflation in the price of the services that Medicaid buys. 

-- Increases in the number of Americans eligible for coverage account for about 40 
percent of Medicaid spending growth. 

'--Inflation in the price of the hospital, physician, nursing home, and other services 
, that Medicaid covers accounts for about 30 percent. 

-- Increases in payments to disproportionate share (DSH) hospitals that treat large 
numbers of Medicaid and low-income patients accounts for only 4 percent. 

-- All other factors, including the rate at which beneficiaries use services and what 
optional care States cover, explain the remaining 25 percent of spending growth. 

• 	 Cutting Federal Medicaid spending by $182 billion over the next 7 years will 
force States to cut back on eligibility and services. 

-- According to preliminary CBO estimates, widespread use of managed care by the 
States will only save the Federal government about $2.5 million in Medicaid 
spending over the next 7 years, and repeal of the "Boren" requirements for 
"reasonable and adequate" payments to hospitals and nursing homes will only save 
the Federal government about $2.4 billion over the n(3xt 7 years. 

-- In short, program efficiencies will only bring about $5 billion of the $182 billion in 
Federal savings that the Republicans are trying to achieve in Medicaid. The rest will 
have to come from reducing Federal matching payments to the States. 

-- The States will have only two options: increase their own spending to make up the 
shortfall in Federal funds, or cut back on eligibility and benefits. 

House Democratic Policy Committee 	 Page 6 of 6 
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Republican Medicaid Cut 


Fiscal Current Services 
Year Baseline 

1996 $99.3 

1997 $110.0 

1998 $122.1 

1999 $134.8 

2000 $148.1 

2001 $162.6 

2002 $177.8 

(Federal Dollars in Billions) 

Republican 

Budget 


$95.7 

$102.1 

$106.2 

$110.5 

$114.9 

$119.5 

$124.3 

Size of 

Cut 


$3.6 

$7.9 

$15.9 

$24.3 

$33.2 

$43.1 

$53.5 

Percentage 

Cut 


3.60/0 

7.2% 

13.00/0 

18.00/0 

22.4% 

26.50/0 

30.1% 



Table 3 

Projected Changes in Federal Medicaid Expenditures, 1996-2002 
Budget Resolution Block Grant Proposal 

(millions of dollars) 

1996-2002 2002 
New New 

Baseline Expend. Change %Change Baseline Expend. Change %Change 

Total 954.338 782,535 (171,803) -18.0% 176.931 125.781 (51,150) -28.9% 

Alabama 13,823 12,090 (1,733) -12.5% 2,485 1.943 (542) -21.8% 
Alaska 2.001 1,572 (429) -21.4% 373 253 (121) -32.3% 
Arizona 12.903 10,231 (2,672) -20.7% 2,436 1,644 (792) -32.5% 
Arkansas 11,081 8,636 (2,444) -22.1% 2,084 1,388 (696) -33.4% 
California 95,663 77,631 (18,032) -18.8% 17,955 12,478 (5,477) -30.5% 
Colorado 8,163 6,509 (1,654) -20.3% . 1,521 1,046 (475) -31.2% 
Connecticut 12,990 11,567 (1,423) -11.0% 2,345 1,859. (486) -20.7% 
Delaware 1,728 1,397 (331) -19.1% 323 225 (98) -30.5% 
District of Columbia 4,511 ·3,648 (863) -19.1% 846 586· (259) -30.7% 
Florida 40,720 31,029 (9,691) -23.8% 7,691 4,987 (2,704) -35.2% 

. Georgia 26.050 19,957 (6,093) .:23.4% 4,900 3,208 (1.692) -34.5% 
'j' Hawaii 2.732 2,160 (572) -20.9% 508 347 (161) -31.7% 

Idaho 2.933 2,391 (542) -18.5% 545 384 (160) -29.4% 

e Illinois 
Indiana 
Iowa 

33,242 
23,100 

7,807 

27,123 (6,120) 
18,831 (4,269) 
6.572 (1.235) 

-18.4% 
-18.5% 
-15.8% 

6.207 
4.317 
1.440 

4,360 
3,027 
1,056 

(1.847) 
(1,290) 

(384) 

-29.8% 
-29.9% 
-26.6% 

Kansas 5,962 5,298 (663) -11.1% 1,079 852 (228) -21.1% 
Kentucky 18,353 14,525 (3,828) -20.9% 3,455 2,335 (1,121) -32.4% 
Louisiana 33,991 28,840 (5.151) -15.2% 6,147 4.636 (1.511) -24.6% 
Maine 5,999 5,324 (675) -11.3% 1.092 856 (236) -21.6% 
Maryland 13,478 10,776 (2,702) -20.0% 2.532 1,732 (800) -31.6% 
Massachusetts 25,516 21,225 (4.291) -16.8% 4.717 3,412 (1.305) -27.7% 
Michigan 32,153 26,218 (5,935) -18.5% 5,992 4,214 (1.778) -29.7% 
Minnesota 14,665 12,531 (2,134) -14.6% 2,701 2,014 (687) . -25.4% 
Mississippi 12,640 10,183 (2,457) -19.4% 2,342 1,637 (705) -30.1% 
Missouri 14,871 13,636 (1,235) -8.3% 2,625 2,192 (433) -16.5% 
Montana 3,409 2,644 (766) -22.5% 636 425 (211) -33.2% 
Nebraska 4,448 3,720 (728) -16.4% 822 598 (224) -27.3% 
Nevada 2,899 2.383 (516) -17.8% 540 383 (157) -29.0% 
New Hampshire 3,728 3,678 (51) -1.4% 631 591 (40) -6.3% 
New Jersey 28,038 24.337 . (3.701) -13.2% 5,100 3,912 (1,188) -23.3% 
New Mexico 6,066 4,714 (1,352) -22.3% 1,147 758 (389) -33.9% 
New York 119,527 100,604 (18,924) -15.8% 22,034 16,171 (5,863) -26.6% e North Carolina 
North Dakota 

29,014 
2,491 

22,250 (6,764) 
2,109 (382) 

-23.3% 
-15.4% 

5,406 
457 

3,576 
339 

(1,830) 
(118) 

-33.8% 
-25.8% 

Ohio 40,586 33,498 (7,088) -17.5% 7,508 5,384 (2.124) -28.3% 
Oklahoma 11,074 8,824 (2,250) -20.3% 2,060 1,418 (642) -31.2% 
Oregon 8,884 7,046 (1,838) -fO.7% 1,649 1,133 (516) -31.3% 
Pennsylvania 38,448 32.325 (6,123) -15.9% 7,102 5,196 (1,906) -26.8% 
Rhode Island 5,465 4,604 (861) -15.8% 1,004 740 (264) -26.3% 
South Carolina 15,252 12.971 (2,281) -15.0% 2,756 2,085 (6~2) -24.4% 
South Dakota 2,380 1,985 (396) -16.6% 442 319 (123) -27.8% 
Tennessee 24,576 19,487 (5,090) -20.7% 4,587 3,134 (1,455) -31.7% 
Texas 61,167 50,032 (11,135) -18.2% 11,358 8,042 (3,316) -29.20/0 
Utah 5,128 4,093 (1,035) -20.2% 960 658 (302) -31.5% 
Vermont 1,982 1,665 (318) -16.0% 366 268 (99) -27.0% 
Virginia 
Washington 

13,022 
18,203 

10,179 (2,844) 
14,484 (3,719) 

-21.8% 
-20.4% 

2,434 
3,381 

1,636 
2,328 

(798) 
(1,053) 

-32.8% 
-31.1% . 

West Virginia 13,723 10,403 (3,321) -24.2% 2.591 1,672 (919) -35.5% 
Wisconsin 16,484 13,581 (2,903) -17.6% 3,066 2,183 (883) -28.8% 
Wyoming 1,269 1,024 (245) -19.3% 236 165 (72) ·30.3% 

SOURCE: The Urban Institute Medicaid Expenditure Growth Model, 1995 



Table 5 

Projected Changes in Covered Medicaid Beneficiaries. 2002 
.\ " 

Budget Resolution Block Grant Proposal'j'. 

'. ,,' 

Expenditure per Beneficiary Growth Held to Inflation Beginning 1996 

Reduction B~ Groul! 
State Baseline With Cap % Change Aged Disabled Families Total 

Total 45,663,533 41,873,892 -8.3% (407,965) (599,850) (2,733,904) (3,789,641) 
Alabama 737,918 722,368 -2.1% (1,876) (3,872) (9,802) (15,550) 
Alaska 97.306 85,296 -12.3% (622) (1,037) (10,350) (12,010)
Arizona 568,256 520,334 -8.4% nla· n/a· nla' (47.922)

, Arkansas 514,584 445,989 -13.3% (9,075) (16.367) (43,153) (68,595)
, Califomia 6,525,073 6,098,663 -6.5% (34,962) (53,660) (337,788) (426,410)

" Colorado 422,676 369,576 -12.6% (5,832) (9.148) (38.120) (53,099) 
Connecticut 453,199 430,937 -4,9% (2,245) (3,709) (16.309) (22,262)
Delaware 98,028 87,045 -11.2% (741) (1,634) (8,607) (10,982) 
District of Columbia 142,580 138,969 -2.5% (268) (783) (2,561) (3,611 ) 

Florida 2,796,542 2,375,959 -15.0% (47,007) (56,551) (317,025) (420,583) 

Georgia 1,519,989 1,292,346 -15.0Yo (24,480) (38,012) (165,151) (227,643) 

Hawaii 161,525 142,181 -12.0% (1.807) (2,952) (14.585) (19.344) 

Idaho 150,705 132,501 -12.1% (1,633) (2,956) (13,615) (18.204) 

Illinois 1,737.408 1,663,192 -4.3% (5.964) (15,128) (53,124) (74,216)
II 

\ 
Indiana 704,941 673,416 -4.5% (3,308) (4,891 ) (23,326) (31,525) 


\,' Iowa 380,793 353,820 -7.1% (3,371) (4,528) (19,074) (26,973) 

Kansas 315;649 313,413 -0.7% (239) (329) (1,567) (2,136) 

,KentuCky 856,134 778,103 -9.1% (8,060) (19,654) (50,318) (78,031) 
louisiana 1,081,591 1,053,725 -2.6% (2,996) (4,836) (20,034) (27,866) 
M~ine 227,286 219,113 -3.6% (1.017) (1,704) (5,452) (8,173) 
Maryland 591,654 540,586 -8.6% (4,660) (9.789) (36,619) (51.068) 
Mass'achusetts 1.054,057 959,326 -9.0% (10,869) (19,687) (64,176) (94,732) 
Michigan 1,432,950 1,384,618 -3.4% (3,432) (9,549) (35,350) (48,332) 
Minnesota 531,194 503,891 -5.1% (3.525) (3,776) (20,002) (27,303) 
Mississippi 706,300 642,511 -9.0% (8,223) (13,545) (42,021) (63,789) 
Missouri 822,420 822,420 0.0% 
Montana 111,338 96,081 -13.7% (1,693) (3,172) (10,391) (15,256) 
Nebraska 217,171 199,988 -7.9% (1,946) (2,293) (12,945) (17,183) 

e 


N~vada 132.513 121,115 -8.6% (1,262) (1,807) (8,331) (11,399) 

New Hampshire 108,264 108,264 0.0% 

New Jersey 1,082,880 1,042,153 -3.80/0 (3,758) (7,128) (29,840) (40,726) 

New Mexico 355,684 312,840 


~~.. ' 


" " -12.0% (4.264) (9,104) (29,476) (42,844) 
New York 3,576,932 3,332,205 -6.8% (25,190) (38,085) (181,452) (244.727) 
North Carolina 1,575.219 1,272,583 -19.2% (52,660) (42,493) (207,484) (302,636) 
North Dakota 88,124 80,221 -9.0% (1,197) (1,040) (5,666) (7,903)

.:' ."~ , Ohio 1,854,988 1,776,238 -4.2% (8,687) (13,499) (56.563) (78,750) 
Oklahoma 549,455 482,760 -12.1% (7.512) (8,770) (50,413) (66.695) 
Oregon 497.541 430,931 -13.4% (5,008) (8.649) (52.953) (66.610)'. Pennsylvania 1.612,660 1,482.438 -8.1% (13.337) (28,435) (88,450) (130,222) 
Rhode Island '. 261,101 238,665 -8.6% (3,445) (4,899) (14.092) (22,436) 
South Carolina 752,963 686.925 -8.8% (9.456) (10.988) (45,594) (66,038) 
South Dakota 96,529 88,247 -8.6% (988) (1,463) (5,831) (8,282)

" Tennessee 1,265,375 1,158,750,':,",. , 
-8.4% (12,053) (26,449) (68.122) (106,625) 

, ' 
, Texas 3,545,644 3,249,092 -8.4% (28,828) (29,566) (238,158) (296,552) 

Utah 226,308 196,722 -13.1% (1,786) (3,474) (24,325) (29,586) 
Vermont 107,648 99,514 -7.6% (973) (1,417) (5,744) (8,134) 
Virginia 929,016 787,708 -15.2% (19,395) (21,806) (100,107) (141,308) 
Washington 886,075 799,188 -9.8% (6,146) (14,001) (66,740) (86,887) 
West Virginia 548,958 465,238 -15,3% (7,933) (15,661) (60,124) (83,719) 
Wisconsin 582,023 554,842 -4.7% (3,716) (6.676) (16,788) (27,180) 
Wyoming 68,467 60,884 -11.1% (519) (878) (6,185) (7,582) 

•Arizona data not available by enrollment group, 

SOURCE: The Urban Institute Medicaid Expenditure Growth Model, 1995 
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Commentary 

PERSPECTIVE ON MEDICARE 

Rehabilitation Needed, Not Surgery 


The trust fund's crisis isn't new; 
the President offered a solution 
to msolvency. 
By ROBERT E. RUBIN, DONNA E. SHAlA1.A, 
ROBERT B. REICH and SHIRl..£Y S. CHATER 

Our nation is involved in a serious 
examination of the status and 
future of Medicare. Congressional 

Republicans have called for $270 billion 
in cuts over the next seven years, claim
ing that Medicare is facing a sudden and 
unprecedented financial crisis that 
President Clinton has not dealt with. and 
that all of the majority's cuts are neces
sary to avert it. 

While there isa need to address the 
fjnancial stability of Medicare. the con
gressional majority's claims are simply 
mistaken. As trustees of the Part A 
Medicare Trust Fl~d, which is the sub
ject of the current debate, and authors of 
an annual report that regrettably has 
been used to distort the facts. we would 
like to set the record straight. 
.• Concerns about the solvency of the 

Medicare Part A TrtLSt Fund are not new. 
The solvency of the trust fund is or 
utmost concern to us all. Each year. the 
Medicare trustees undertake an 

examination to determine its short-term 
and long-term finanCial health. The 
most recent report notes that the trust 
fund is expected to run dry by 2002. 

. 	WhUe everyone agrees that we must 
take action to make sure that the fund 
has adequate resources. the claim that it 
is in a sudden crisis is unfounded. 

The Medicare trustees have nine times 
warned that the trust fund would be 
insolvent within seven years. On each of 
those occasions. the sitting President 
and members of Congress from both 
political parties took appropriate action 
to strengthen the fund. 

Far from being a sudden crisis, the 
situation has improved over the past few 
years. When President Clinton took 
ofrice in 1993, the Medicare trustees 
predicted the fund would be exhausted in 
six years. The President offered a pack
age of reforms to push back that date by 
three years and the Democrats in Con
gress passed the plan. In 1994. the Pres
ident proposed a health reform plan that 
would have strengthened the fund for an 
additional five years. 

So what has caused some members of 
Congress to become concerned about the 
fund? Certainly not the facts in this 
year's trustees report that these mem

. bel'S continually cite. The report found 
that predictions about ·the solvency of 
the fund had improved by a year. The 
only thing that has really changed is the 
political needs of those who are hoping to 
use major Medicare cuts for other 
purposes. 
• President Clinton has presented a plan 

to e:rtend the fund's life. Remarkably. 
some in Congress have said that the 
President has no plan to address the 
Medicare Trust Fund issue.. But he most 
certainly does. Under the President's 
balanced budget plan, payments from 
the trust fund would be reduced by $89 
billion over the next seven years to 
ensure that Medicare benefits would be 
covered through October 2006-11 years 
from now. 
• The congressional majority's Medicare 

cuts are e:rcessive; it is not necessary to cut 
benefits to ensure the fund's solvency. The 
congreSSional majority says that all of its 
proposed $270 billion in Medicare cuts 

-over seven years are necessarv. Cer

tain�y' some of those savings wo~ld help 

shore up the fund. just as in the 

President's plan. But a substantial part of 

the cuts the Republicans seek-at least 

SlOO billion-would seriously hur: 


. senior citizens without contributing one 
penny to the fund .. None of those savings - ,. 
(taken out of what is called Medicare 
Part B. which basically covers Visits to 
the doctor) would go to the Part A Trust 
Fund (which mostly covers hospital 
stays). As a result, those cuts would not _ 
extend the life of the trust fund by one ; 
day. 

And those Part B cuts would come out 

of the pockets of Medicare beneficiaries, 

who might have to pay an average of 

51.650 per person or $3.300 per couple 
more over seven years in premiums 
alone. Total out-of-pocket costs could 
increase by an average of $2,825 per 
person or 55,650 per couple over seven 
years. According .to a new study by the 
Department of Health and Human Ser
vices, these increases would effectively 
push at least half a million senior citiZens ! 

into poverty and dramatically increase 
the health care burden on all older and i 
disabled Americans and their families. 
The President's plan. by contrast, pro
tects Medicare beneficiaries from. any 
new cost increases. 

As Medicare trustees, we are respon - .. 
sible for making sure that the program . 
continues to be there for our parents and 
grandparents as well as for our children " 
and grandchildren. The President's bal
anced budget plan shows that we can 
address the short-term problems With
out taking thousands of dollars out of 
peoples' pockets; that would give us a 
chance to work on a long-term plan to .. 
preserve Medicare's financial health as 
the baby boom generation ages. By doing ,
that, we can preserve the Medicare "1 
Trust Fund without losing the trust of ", 
older Americans. 

Robert E. Rubin is secretary of the. 

Treasury. Donna E. Sholilla is secretary of., 

health and human services. Robert B. .: 
Reich is secretary of labor. Shirley S. 
9hater is commissioner 0/ Social Security. 
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pennsylvania Avenue 

,/'" By Morton M. Kondracke 

GO]? Medicare Plan 
To 'Tax' Workers, 
New'Study Shows 

Republicans are claiming public relations 
successes on Medicare, but a new study indi
cates thiii theirproposalscontain whatamounts 
to a hidden tax. of $1.(XX) over seven years on 
every worker with health insurance. 

The study. conducted by the respected re
search fum Lewin-vm, asserts that if Con
gress reduces government outlays for 
Medicare and Medicaid. health care providers 
will rais~ fees for private patients. increasing 
insurance premiums and causing employers 
o reduce wages. 


On average. according to the study. such 

cost-s~fting will reduce employees' amici

w;Ige increases by 2.7 perCent Bu! low
• age workers are likely to be hit hardest. 
losing more than 10 percent of the wage hikes 
they nUght otherwise have received 

Coilducted for the National Leadership 
Coalitio~ on Health Care, a collection of 
unions"and business groups, the study could 
provide :new ammunition for Dem.ocrats to 
use in trying to prove that GOPMedIcare cost 
reductions are unfair. 

Both Parnes used Congress' sAugust recess 
to wage war over Medicare, with Democrats 
arguing that the GOP wants to "cut" the pro
gram to finance tax. reductions skewed to the 
wealthy and Republicans claiming that they 
are trYing to "save" Medicare from bankrupt
cy by \-educing its rate of growth. 
~Congress returned.from rec~. Repub

_ National Corrurunee Chairman l-ialey 
B~ur claimed. "We are winning the public 
opinionbattie" on Medicare. citing public and 
private pall results and some favorable'press 
notices. . 

For example. an Aug. 30 Gallup poll for 
CNNIUSAToday showed that by 61 percent 
to 34 ,percent, the public wants Congress to 
make "major changes in Medicare." 

A private poll by Moore Infonnation 
showed that by 64 to 18 percent, Americans 
agree,:that Medicare will go bankrupt in sev
en y~'unless "something is done soon to fix 
it"The poll showed that by 57 to 30 percent, 
thep~blic trusts Congress to improve 
Medicare. rather than President Clinton. 

A~oi-ding to a Luntz Research poll taken 
Aug. 24. only 42 percent of voters agree with 
the Democrats that Republ..icans want to cut ... ,'," 

", .' 

Medicare "to pay for their tax. cut for the rich," 
while 52 percent disagree. 

Republican efforts to control Medicare 
growth have won favorable comment 
some of it grudging - from such disparate 
sources as the New YorkTunes editorial page. 
pundits Michael Kinsley and Robert Samuel
son. and Robert Reischauer, the former di
rector of the Congressional Budget Office. 

Despite the polls and praise, House GOP 
leaders reportedly anticipate that they will be 
unable to unveil their Medicare proposal pri
or to the original Sept 22 deadline for mea
sures to be included in the House budget rec:
onciliation bill. 

Health care lobbyists say they've been told 
by top GOPstrategists that there's still no con
sensus on how to parcel out the pain of re
ducing Medicare outlays by $280 billion over 
seven years and reducing the rate ofMedicare 
growth from 10 percent per year to 5 percent, 
the rate ofgrowth in the private sector. 

GOP options include' cutting payments to 
hospitals and doctors, increasing co-pay
ments and premiums for recipients. means
testing benefits, capping per-patient outlays. 
and encouraging patients to join managed-
care programs. , 

Lewin-vm' assumed that the Republicans 
would try to save $50 billion oversev~~years 
by encouragi ng managed care, $20 billion by 

Health care lobbyists 
say they've been told 
there's still no GOP 
consensus on how to 
parcel out the pain of 
reducing Medicare 
outlays by $280 billion 

l 
' 

over seven years. 

making beneficiaries pay more, and $210 bil
lion by reducing payments to doctors and hos
pitals. It also assumed that the $170 billion to 
be saved from Medicaid would mostly come 
from reduced payments to providers. 

Previous studies have shown that whe~ 
doctors and hospitals have been hit with gov
ernment cutbacks in the past, they recovered 
about 40 percent of the loss by"cost-shifting" 
- i.e.• raising fees for private patients. 

If that holds true for the anticipated GOP 
reductions of $450 billion, Lewin-VIn ex
pects cost-shifting to come to at least S91.6 
billion and possibly $99 billion if fewer in· 
dividuals join managed-care plans than the 
GOP hopes. 

'The increase in providercharges to private 
payers from the cost shift would be reflected 
in higher private insurance premiums." the 
study says. Employers would pay about Si.5 
billion more in premiums, employees would 
contribute $6.4 billion more. and individuaJs 
who buy their own insurance wol,lld pay about 
$10 billion more. 

"Empirical evidence indicates that em~ 
ployers are likely to pass on much of the in
crease in employer costs to employees in the 
fonn ofreduced wages." the study said. "Lost 
wages and increased premium contribu
tions...would equal about $1 ,(xx) per covered 
worker over the 1996 through 2002 period." 

Wage losses would be concentrated heavi
est in service industries and would hit hardest 
those making less than $6 per hour. Cost-shift
ingalso would increase the number of persons 
without health insurance - currently. 41.2 
million - by about 5oo.(XX), the study said. 

Lewin-vm does not refer to thecost-shift
ing anending Medicare and Medicaid reduc
tions as a "tax.". but that is what it amounts to. 
and Democrats would be foolish not to make 
RepUblicans pay a politicaJ price for propos
ing it 
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6oP's rosy scenario a disaster 

o •••• Medicare-Medicaid bill is unworkable 

R epubUCli.c.s presume to cut Medicare 
by II ~acenario, They pre.sume lo 

. reIorm·:Medkald by dltrhi.ng tho 
tde.ath21t the federal govemrnent .hould at· 
tach ..tri.ngs to the money it Ilhlp. to rUtes. 

Ptes:l.dent CUntoQ &a)'5 it'. aU quite 1K'ar)'. 
He's quite ri.dil . .: . 

The peace 9( ml.nd ofpoor elderly peu
.,atlonwide)nay ~epend'on the veto of 

.1 who once (n A.t1ca.n.ta, vetOed a bill 
• rh::n urrvcloed il ISn't It ~ble the 
c..b.iillenge a.pd ~pportun.! ty that hlstory c.a.n 
olTer A mor:1..al,J>eing who happens to cross 
ltJ path! '':,:': .' . 

The RepubUcan.s WBnt to take $270 bU· 
Uon I'n:Jm proje<:ted Medlcaro I'pCndlng 
0Te.r the Dext'eveu' yearll Largely by is-' 
rum.ul.!{that "'-l ~rcent ofold.folk! can be· 
c.n(1ced i.rrtp jolr:ili:igbea.lth lI\.IIm~ OC'
ganiz.ations <HMos>, This would be purely 
VOlWlta.r:yI)"O~:u.ndentaad. " . 

It ~y l.5the Grand Canyoo of'1S
~oo.l.. .':"': ; ... . .: 
: 'At (he rid: .oraic.rcotyplm!. tna.Y '"' .up
ulat.e that s.enl9r dthena tend to cling to (Q... 
millarltr andc'ertalnfy in the one service 
most vital to th~ealth care--t.nd to be 
set in their way; abOut the doc:tonr they leeiithe proced~res they are 1¥"ill1.cg to en-

to see those dodonr! '.
• emap.s the wealthiest, health.(eat. bold-

t:rl and mod p~ive among those over 
as 'frill etnbraee HMO. u COIt-saving tne&
S'U.feS requiring II mudtercontrlbuUolL But 
.(0 pe.reeiit! ltll:be alare l11ce a handtu~ 111
'"'et'.HoW Jtrai1.ge that Republlcans WlUlt 
.to do to ,nUUoru ot old people wh:rt they 
claim to hA~sa:ved..ll OrUll. treat Jastyear 
(n delbAtlilg,the'CUnton hea.llli care motm 
pLtn..llythat I refer to altenuiUve methods 
oC health.Jiisurance that m.1ght limit. the 
c::holCe of4l phyzlclaa without a h.la;her pre
aUwn.. '0 '. '~.. . - 'mhI.J nfdlo address Satu.rtL1y. CUntou.-:- " :.: "..... ~.: ' 	 .... 

John 
Bn..irnmett 

. lfthe Republicaru were determined to 
a~ th~lve:s oCHMOns budget<u~ 
me..uure:s. they m.i.gftt have co~dcn:d tflcriJ . 
Cor Medlc.aJeL the prognm. {or the poor. 
ratberthA.llCtlrMedicare.Someatat.eshave 
had tentative rucc~ by moving Medic;aid 
to managed care r.')'Steau..· . . 

Su~ DO. the Repub[(clUUptopoa:e to cut 
UB2 blllioD over seveo felon mHed1caJd 
mainly bycendlngbloclcgranl& to the statU . 

.	md tel I.ing the rtates to do With the money 
what they wish In the WlI)'ofmed.icaiJiid fur 
the poor. . . 

Th.i! RepubUcan concoction that the 
statesknaw best-Ulat the realVlrtue Uell 1.tJ. 

. atate.s hllvlEig autonomy over the spendlng 
o((edenllycolleded moner-ts a mostcu
nollS thing. 

It as.rum~i Jor example, that the poor 
and the ageod In ArJc.ansaI are better oa'1t 
their' Uves are placed In the hands of the 
IOlonS oCthe Ark.a.o.us Leg1,lature than la 
the hands oCCoagn:u.l dett I.R)"OQG to lit 
through I tneet1rrg oethe Joint BudgetCom
mlttte at the state Capitolmd declare that 
view with • rf:rajg:ht (sea . 

Let.us not (orgettbat ({we had lett every· 

thing to the ~pposed virtue oCthe nates. 

Jflverym.l.gf:t6UU be IIlVPposedI,yrirtuOU! 

pradice In • couple o( placeL tbere', no 

need to name aamell, but the date' oCthe 

Southeastern Canf~DC'e :IOmehow come to 

mlad. . 


tran'-Cend~ hi..s wual moderaUon to ...~ 
positively Oightl\.rllbout.U orthis. 

He. explained that the House Yen:c:: 
cootsnu no. providoD preseoiQi the ct:::. 
rent protection agillnst G.elrure orhome, t:!.: 
and (umitu.re I'roat ~powes o{penor.& re
ceiving Medlca.l({ to J1.ay La nuning hoC':e:t. 

. \\'hether to do that would be lelno fr.!!. 
virtues of Alabamans, A.rXiUuaru. Mo::
t.UUUl.!, Californians and .11 the red ' . 

HOlLIe Speaker Newt Glngric:h says De. 
mocrats are EfloraUybaiU::rUpt to tight buc· 

.,~t.·cuf.s by sc~ old people by nir'.:",,;: 
.JUch'Wues • .A& usual NeWt's rfte.torlr: ls 1.J.r.. 

· acceptablY overheated.·Once 198!n his 'Iiew 
oCmorallty hi con.l\J'ed. 
Bud(~ cutting carries moral currency

because IhboViS a respondblUty ttl t'uhr.. e 
· generatlons.·But .uggestl~ thAt the r~er
~I·gove.tument imPose ltselfon the states ~ 
8SS\II'U a aatety net for old people In Q~ 

· homes la hardlY the stuff o( moral b.Iu:.k. 

rup~. . 


· .' Memo to Newt: Carl", (or the sick hu 
biblical preeedent. ". . . .. 

Glngrtcb seems to provtde yet anoUl.e: 
example oCthe RepubI[can prefetenc:e {o:

. these unborn over those. ~c:tuaUyUvtni &ne. 
·encountering inevitable mIsfortune. 
· . ICGingrlch me.Bl1.S to S4Y (hat ClI.nton ahd . 
the ~mocnts are montlly bankrupt to.op-.·. 
pose budgetc:uu..1 would dtc the f'lct tilat . 
Qltt1.on and the DetnOCt'BU 1lre4d:rhave C'I!t 
nearly labaUlhc federal budgetdetlclt eJ:. 
reeding P»billion that they Inherited. . 

Ctln1.oa. YO'"' • veto of the Medlc~ 
MedIcaid bUt u written by the Repl.lbll·
calli, largely In leoeret. Itbe'.ltn.moral, and 
rm not paa:sing any judgment!. It would 
have to be 00 lOme other bull. 

-+-- .. 
John. B~·.. column o:ppwtarJ ~1\w::f

~.~$~a:J'f4Su:ndaV• 

'.;' . 
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Retiree Group Plans Public Campaign 
[n Opposition to GOP Cuts in Medicare 

By CHRISTOPHER GEORGES 
:;'10" R~poru:r of Tlfl:: W ... LL STREET JO\:R.s.,,_ 

WASHINGTON - In a sign oC Intensi
fying opposition to GOP health-care pro
posals. the American Association of Re
tired Persons Is launching a public cam
paign this week to Oppose cuts in the 
Medicare program. 

"We're going public mUch more ag
gressively than we have been," said John 
Rother. the AARP's chief lobbyist. He 
declined to provide specific detailS of the 
campaign but said It will Include adver
tisements and dlrect'mall messages to the 
group's members. 

a Until recently, the AARP and other 
Wroups affected by the proposed .changes, 

including major doctor and hospilal organ. 
[zatjons.' ha'le been remarkably silent. 
Tha,t's partly because the Republican lead. 
ership has' ofCered them 
"sweeteners"-legislaUve provisions they 
Cavor - it they remain silent and has. 
threatened· retribution If they go public 
with, their opposition. It's also because. 
until recently, the groups haven't had a 
speCific GOP proposal to attack. ' 
Is Tide Turning? , 

But that may now be changing. Law.. 
makers have come under increasing pres
surein recent weeks Crom hospitals and 
other health-care, providers, start memo 
bers report. And recent public-opinion 
polls suggest the public, as well. may beanng some on the GOP Congress. in part 
_usc of Its Medicare plans. 

Neither tbe AARP nor the other groups 
Involved expect to stop Medicare Changes 
from being enacted. But they do hope ro 
lessen the blow. The. GOP plans call· Cor 
cutting projected spending by $270 bUllon 
over the next seven years. Several lobby. 
Ists Involved In the discussion said Friday 
they now think that may be reduced to $200 
billion, or less before the changes are 
enacted Into law. 

The Sena:e Finance Committee has 
already passed its Medicare-overhaul 
plan. In about two weeks, if. all goes as 
planned. it will be bundled WIth other tax 
and spending proposals Into a huge pack· 
age knO....il as a reconciliation bill. (or a 
vot~ by the full Senate. The House. slightly 
behind. will debate Its Medicare plan at 
the committee level this week. House mem
bers. too. are hoping to finish their recon· 
ciliation package in about two weeks. 

Reducing the size oC the Medicar.e 
cuts will make it more difficult for th.e 
Republicans to reach their goal of eliml' 
nating the budget deficit by. 2002: To 
make up the differenc~..some Rept:bl.lca~s 
are considering reducmg the $245 bIllIon In 
tax cuts now planned by the GOP. 

But that won't be easy. House conser· 
vatives have strongly opposed lowering the 
overall size of the tax cuts. And in the 
Senate. Sen: Phil Gramm of Texas. who 
said he would oppose any tax cut below 
$2~5 billion. was recently appoint~d ~o t~e. 
Finance Committee. which has Junsdlc, 

tion over tax matters; , 
. The Finance Committee this week is 
expected to oCfer Its tax-cut plan with ~ 
vote scheduled Cor late in the wee~. If It 
passes, it also will be Included In the 
reconciliation bill. The Cull House passed 
Its tax·cut bill earlier this year. 

Pressure on All Fronts 
[n addition to their internal squab· 

ble. Republicans are Cac~ng sharper nee· 
dling Crom President Clinton. On. Satur· 
day, he opened a new front saYlng the 
Republicans' budget package would add u? 
to "S148 billion worth of direct and indirect 
hidden taxes" on working Americans. 
Among the GOP proposals included in his 
calculation: S42 blllion in savings over 
seven years in the earned Income. tax 
credit. a tax refund for the working poor: 
M billion in new fees for child support. and 
$53 billion in new Medicare costs to benefl' 
ciaries such as higher premiums. 

The' new line of attack puts Mr. Clinton 
in the .unusual poSition of simultane<)ll;Sly 
Criticizing Republicans for increasu:g
taxes and cutting them. Democrats have 
Cor weeks been hammering at the GOP for 
what they describe as reduced spend· 
ing on Medicare to pay for the tax cut. 

The end game In the budget battle 
is Cast approaching. Alter the scheduled 
tax cut and Medicare action this week. 
both Houses' will move to vote o~ the 
megabllls. At that point. the direction of 
events becomes much less predictable. IT a 
compromise Is to emerge between the 
White House and Congress. It could de
velop at the same time negotiators, from 
the two houses sit down to work out 
differences In the reconciliation bills. 

The White HouseJs looking ro lower the 
size oC the budget reductions. In particular 
(or Medicare. the health-care program fo~ 
the elderly. and Medicaid. the health-care 
program for the poor. Republicans a:e 
equally adamant about passing a bill 
that balances the budget In seven years. 
Several scenarios are emerging that could 
allow both to happen. 

One would be simply to stretch out the 
balanced·budget Umetable over a longer 
period, say, 10 years instead of seven. In 
another. the two parties would agree to 
alter the calculation used to adjust govern· 
ment programs for Intlatio~. either by 
allering .the (onnula used to calculate ~he 
consumer price index or by adjusting 
benefits and tax brackets by less than the 
full increase in the CPL This would lower 
Social Security payments and raise taxes 
for some. saving the government as much 
as nao billion over seven years. 

'F'inally. both sides might agree. to 
any of an array of other book.k.eepl~g 
devices. Assuming faster econom,lc 
growth. the Treasury oould count on bll· 
lions of dollars more in revenue. Or budg-et 
writers could assume that Medicare pay' 
ments ·",.ill grow at a slightly slower rate 
than currently aSSllrnCi1. 
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SUMMARY OF LEWIN..VHI STUDY 


STUDY DOCUMENTS THAT GOP MEDICARE/MEDICAID 

PLAN INCREASES HEALTH CARE COSTS OF AMERICAN 


WORKERS BY $1,000 OVER NEXT SEVEN YEARS 

".-" , 

:/ 

I:'"~ 

:<The respected research firm Lewin-VHI study has issued a study that shows that the GOP. 
:,:·Medicare/ Medicaid plan will result in increasing the health care costs borne by American 
,<'~workers by $1 ,000 per worker over the next seven years. The study was prepared for the 
~\National Leadership Coalition on Health Care Reform. 

, :,;:-The study documents that, in response to the drastic cuts in payments to hospitals and 
:':::90ctors under the GOP Medicare/Medicaid plan, these health care providers will raise fees 
:"for private patients -- increasing private insurance premiums and causing employers to 
:(n~~duce wages. 
:.i: '. 

,fi:ewin-VHI finds that, of the total $450 BILLION in cuts in the Medicare and Medicaid 
:'::;programs included in the GOP plan, about $92 BILLION would be shifted onto private 
J:>ayers in the form of higher charges. 

:,':~ . ' . 
. . , 

\'Jhe study finds that the GOP plan would increase the health care premiums paid by the 
:::'!iation's employers by a total of $75.0 BILLION -- and that the employers would pass $66.0 
,:'BILLION of these increased costs onto their workers in the form of reduced wages. In 
.: addition, the worker contributions for their health insurance would also increase by $6.4 

,.,:BILLION. These overall increased costs on workers of $72.4 BILLION equal about $1 ,000 
·'per covered worker over the next seven years. 

"F9110wing is a brief overview of the Lewin-VHI study . 

... The GOP Medicare/Medicaid Plan 
. /" . 

,The GOP budget plan calls for reducing funding for Medicare and Medicaid by a total of 
.,$450 BILLION over the next seven years. 

"Sklce the details of how the GOP will achieve these $450 BILLION in savings are still a 
secret, Lewin-VHI had to develop an illustrative scenario of how the GOP savings would 

"be achieved. 
'.' ': 

~;:~or the Medicare plan, in developing its illustrative scenario, Lewin-VHI assumed that the 
':~OP Medicare savings would include $120 BILLION from cutting payments to hospitals, 
. ,$90 BILLION from cutting payments to doctors, $50 BILLION from assuming savings for 
·<~hrolling more seniors in managed care, and $20 BILLION from increasing beneficiary 
::P9sts. 
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For the Medicaid plan, in developing its illustrative scenario, Lewin-VHI assumed the GOP 
Medicaid savings would include $63 BILLION from, cutting payments to hospitals, 
$24 BILLION from cutting payments to doctors, $56 BILLION from cutting payments for 
long-term care, and $27 BILLION from cutting payments for drugs and other personal care 
items. 

Thus, of the total $450 BILLION in Medicare and Medicaid savings in the GOP budget 
plan, Lewin-VHI estimated that $297 BILLION included cuts in payments to hospitals and 
doctors -- $210 BILLION in cuts in Medicare payments to hospitals and doctors and $87 
BILLION in cuts in Medicaid payments to hospitals and doctors. 

What experience has shown is that some portion of the $297 BILLION in cuts in payments, 
to hospitals and doctors under Medicare and Medicaid is going to be passed on to privately 
insured persons in the form of higher charges through cost shifting. 

Evidence on Cost Shifting 

Cost shifting is the process whereby health care providers recover uncompensated care 
costs for the uninsured and payment shortfalls for Medicare and Medicaid enrollees in the 
form of higher charges to private payers. For example, hospital payment rates under 
public programs are on average about 10% below costs and the uninsured account for 
about $12.3 BILLION in uncompensated hospital care. These shortfalls are recovered at 
least in part by increasing charges to private payers as much as 20% above costs. 

Based on recent empirical studies, Lewin-VHI generally assumes that 40% of hospital 
payment shortfalls under the GOP plan would be passed onto private payers in the form 
of higher charges. Also based on recent empirical studies, Lewin-VHI generally assumes 
that 20% of doctor payment shortfalls under the GOP plan would be passed onto private 
payers in the form of higher charges. (Furthermore, Lewin-VHI assumes that, over the 
seven-year period, this cost-shifting will decline somewhat -- in response to increased 
selective contracting among hospitals and doctors.) 

As was seen above, Lewin-VHI e'stimated that, of the total $450 BILLION reduction in 
Medicare and Medicaid spending in the GOP plan, payments to hospitals and physicians 
would be reduced by $297 BILLION. Lewin-VHI estimates that. in response to this, 
hospitals and doctors would shift about $91.6 BILLION -- or 31% -- of the $297 BILLION 
in payment reductions to those with private insurance. 

Overall Effects of Cost Shifting 

According to Lewin-VHI, the $91.6 BILLION in cost-shifting would result in substantial 
, increases in health insurance premiums. over the seven-year period -- affecting all 

purchasers of private insurance, including employers and individuals. 

Of this $91.6 BILLION in cost shifting, Lewin-VHI finds that employers would pay $75 
BILLION more in premiums, employees would contribute $6.4 BILLION more, and 
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· ,individuals who buy their own insurance would pay $10.2 BILLION more. 

· Impact on Workers of Cost Shifting 

· Empirical evidence indicates that employers are likely to pass on much of the increase in 
-employer premium costs to employees in the form of reduced wages. Employers are 
. typically limited in what they can charge in the marketplace, necessitating changes in other 
compensation costs as employer premiums increase. Based on a review of the literature, 
Lewin-VHI assumes that, on average, 88% of the change in employer costs under these 
reforms would be passed on to workers in the form of lost wage growth. 

· Under these assumptions, about $66.0 BILLION of the $75.0 BILLION increase in 
· employer costs due to cost shifting would be passed on to workers in the form of lost wage 
growth. This wage loss is in addition to the $6.4 BILLION increase in employee premium 

·contributions resulting from higher private insurance premiums. -Overall, the amount of the 
: cost shift passed on to workers would be $72.4 BILLION -- including lost wage growth and 

higher employee premium contributions . 

. , The cost shift to workers would egual approximately $1.000 per covered worker over the 
seven-year period. 

On average, according to the study, such cost shifting will reduce employees' anticipated 
· wage increases by 2.7%. But lower-wage workers are likely to be hit hardest -- losing 
· more than 10% of the wage hikes they might otherwise have received; 

Impact on Insurance Coverage 

Furthermore, health care coverage is likely to decline among firms that see an increase in 
premiums as a result of this increased cost shifting. The number of people without 
insurance at any given point of time is currently estimated to be up to 41.2 million people. 
According to Lewin-VHI, once fully implemented, these budget cuts would increase the 
number of uninsured by about 523,000 persons in 2002. This includes about 278,000 
workers whose employer would discontinue coverage and about 245,000 dependents of 
these workers. 

Conclusion 

· Finally, Lewin-VHI concludes by noting that ultimately, American families will pay for this 
· cost shift. First, providers will shift the payment shortfalls occurring under the GOP plan 
to their privately insured patients. Then, employers -- who pay the bulk of private 
insurance premiums -- will pass on the cost of their increased premiums to workers in the 

· form of reduced wage growth and increased employee contributions. As noted above, 
Lewin-VHI estimates that the proposed Meqicare and Medicaid budget cuts are expected 
to increase real health expenditures for workers by $72.4 BILLION over the seven-year· 
period. 
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