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Mr. Ch~an and Members ofthe Committee, I am pleased <to be with you 

this ~om.ing to present the Congressional Budget Officets (CBOfs) analysis of 

the Presidents budget. My statemellt will give an overvieW of our findings 

and provide more details about CBO's estimates ofthe :President.'s proposals 

< for Medicare, Medicaid, and other programs in the comimuee's jurisdiction. 
J 

OVERVIEW OF THE BUDGET 

As he did last year. the President has submitted a budget that is intended to 

eliminate the deficit by 2002. To help ensure that this goal is reached, the 

President has proposed two sets of policies: one that would produce a 

$17 billion. surplus under the Administration's economic and technical 

estimating assumptions, and an altemative set that would reach budgetary 

balance in 2002 under CBO's more cautious assumptions. 

Using eso's economic ,and technical estimating assumptions. the 

Ptesidentts basic budgetaIyproposals would fall short ofbalance in 2002.by 

$69 billion. The alternative Administration policies are designed to fill the 
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$69 billion deficit hole estimated byCBO. Under those altemativipolicies" 


some proposed tax cuts would sunset after 2000, and most spending programs , 


would be cut across-the-board in 2001 and 2001 from. the,levels proposed by 


the President 

" 

f 

CBO Estimates ofthe Presidenfs Basic Policies 

, I 

I 
" 

IIfcurrent budgetaxypolicies remain unchanged., eBO projects that the federal 


deficit will rise from the $107 billion posted last year to $188 billion by 2002. 


Balancing the budget ,in 2002, howcvet't ,would lower'interest rates and 


. produce other changes in the economy that would yield a fiscal dividend ofan 


estimated $34 billion in 2002. Under CBO's projections that include'that fisc::al 


. dividend, $153 biilion in policy savings in 2002 would be needed to produce 


a balanced budget that year. Those projection, provide the starting point for r 
! 
I 

'-I' 

CBO's analysis of the President's budget, since the, budget is intended to !' 

, eliminate the deficit over the next five years. 

eBO estimates that the President's basic policies would save $$4 billion 

in 2002 and produce a deficit of$69bilIion (sec Table 1). Over the 1998 ..2002 . 
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TABLE 1. CBO.E~TEOF THE EFFECTON 11m DBPICIT OF THE PRESIOBNT"S BASICBUDGBTAkY POUClES";'
(By fIScal year, tn bl!hons ofdolIars) . . . . . ' 	 '. . . 

Toul
.1997 1998 1m 2000 2001 2002 1998-2002 

-CBO Revised Deficit Projections. 
Including Fiscal Dividend· liS 121 145 1$9 142 153 nA. 

Bff'ca on 1he beficit'of'the 
Presidents Budg=uy PoIici£$ 

'Revenues' 
Reductions 1 21 21 2.l 21 . 28 120 
IDcreues 	 ':1 - :li.:ll 	 :.U :1l -19 :IJ.Subtotal -	 ·c 10 , 5 10 9 39 I 

-I 
Outlays 	 I 

DisoredOlWY c 9 -.3 -13 -29 ·42 -79 	 I 
1 


IMaa<lator:Y 

MedicCe 0 -3 .10 ~lg -22 -29 ·82 I

Medlc:aid c: 2 2 -I -4 . -6 ·7 
HeaJ:tb .lnsunuice 0 3 3 3 4 1 14 I 
Supplemeutal S~ Income c; 2 2 2 2' 2 9 
Food sramps e 1 t 1 1 1 S I 
Bducation and. ttaining 0 2 2 3 2 c 9 I 
SpecIrum auctions 0 0 -3 -4 ~- ..12 -24 
()t:ber ...& .:a ..:l ...:6. ..:2 ~ ...:ll ISubtotal c 5 -6 ·17 ·26 -46 ..90 

Total PoliciC!S . 	 t 23 ·3 -24 -46 ..,79 ...129 

Debt serviee 	 c: 1 1 c -2 -5 -4 

t'.Total Effec;t OD tbe Doftc:it . 	 24 ·2 ·24 -41 ....84 ..133 

~flelt Under th~ President's Budietfl:)' i 
Policiu asEstf.mated by eso 116 145 142 135 9S 69 n.&. !

, 

SOtmcE: CouaraliOMl Bud&e:t Oft!oa. 	 I 
i. 
!

NOT8S: 	EsEirosles ~ In this table ad_ a!'QI:Il'DIt:tvoe ~ldcs to.e1imlne rhe &1'icil gap undcrCBO ISmanptiom. 
-;

IU... not 4P9U~e. 

L 	 Dcftdt. Wc!1If ceo's m600ejocticmJ _ asum. both babmeot! budaet1C01IOml.c ~ and dlscrttiOlW)' l!pImdIaJtbIsl ~with iIdIIticD. 
subjecuo'd1.utAtUtoty a.p 1991. _ . 

" b. 	 "Ibo R:'Ven~.~d~so~ from tbcec pllbllslled by the Jo~Co~ Oft T~OR (1C'Ij. 00 b3S us8d Admlnlftr&t.lot. c.<:tlmatc$ ~r 1!'NO propoaal$ 1h<Jl: Jcr 'l.1.'li$ u:i1.ab1~ to a;tjmau: beaause the:)" InDOt yc:t speclfied-a no-" aViation fee system I:l4 II Distrio!<! ofCclum~l. 'IOlX·incentl.... 
Jl'%O&j1Im. CBO's atS!'I'I.&ICS 41&0 inclu~ addldor.al fcc: 'p~s IIIId c:xclude a propoe..al the \llQUld caly affect m!tlay•• In addition. Vt!!ly anzmo d\aI age 
cuts ,%,oelt'led in $tliN!0I)' \.luI~e to awso::t In 2000 II"e ~dodpuLll3tltfttly . i 

C. 	 ~ thlll'l $SOO million. f 

I· 
i' 
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period, ,the . President's p~licies would reduce the deficit by. a total of 

S l33 billion.' Reductions in projected spending for Medicare, and Medicaid ' 

account for S89 billion, or two-thirds ofthe proposed savings. 

CBD's estimated defioit of$6~ billion in 2002 con1rasts with the smplus
. . .' .' 

of $17 bnlion that the Administration' estimates (see Table 2). About 

70 percent, or $60 billion" of that $86 billion discrepancy stems from 

differences in deficit estimates under current policies, largely because of . , ' 

I 
I, different economic assumptions. Reestimates Qft1le effects ofthe President's : 
!proposed policy eh8nges account for the rcmai.ning$27 billion diff'eren,ce. 
I 

t 
I 

Most of that reestimate is the result ofdifferent estimates of the President's I 
i 

Medicare proposals and the proposed auction of additional portions of the I ,

electromagnetic spectrum. i 
I 

c 

CBO Estimates ofme President's AJtmatiye ~o]jcles 

i 
I 

The President's budget briefly mentions an ~temative set ofpolicics that are r 

designed to eliminate the deficit in 2002 m.der CBO's current economic ~d 

" 
I 
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TABU:: 2. eso REESTIMATE OF THB PRBSIOENT'S BASIC BUDGBTARYPOUCIES 
(By fiscal ).6It, in billions ofdollarS) . .' . '" ' . . 

1997 1998 ]999 2000 2001 2002 

Deficit Under the PreSident's Baslc 

Budeecay PoUQCS as Bltimated 

by !he A4m1Dlstmion 126 121 117 87 36 
 ~17 

BasdiDe Reesdmatfs 

Economic Ditte:nmees 

Revenues 8 
 17 25 3$ 40 46 

~ .J. J.n II .1l .u,
•Subtotal' S 20 35 47 S2 61 

TcclmIccl Differences 

Revenues ·11 ..11 -IS ..13 . -14 ..15 

Outlays 
 ;:lQ ...J ~ ....2 -' -M

Subzotal -21 ~ -20 -4 -14 . -2 

Total. BaseUne Differences -13 IS ,IS 43 38 60 

Polley Reestimates 

llevenucs . 1 l ·4 1 4 j 

OUtlays 

DlscroQ~ . 1 1 5 -1 7 1 

Mandatory I 

Medic:are 0 2 1 4 6 6 I 
Medicaid a a 1 a a a, 

Spectrum audions -2 4 -I I 11 I,•Other ..1 :l .1 ..l. ...l ~ . 


'SubtOtaJ a S 2 5 10 21 


.ToU!l.l>olicy Differences 3 10 10 5 21 21 

Total Dtf£erences , -10 1S 25 48 59 86 

Detidt Under dle Presidenfs BasIc 
. Budgewy Policies N '.B.stimated by CBO 116 145 142 13.5 9S 69 

I·SOl}R.CE: eonsrenlonaJ Sud&ct OffICII. I. 
NOTE: &rim&l'llS ~md:aIJ table ax:dude al~ policies 10 e(imi:!IaIo tile ddfotc lilp uMcraO ~ti0C8. 

. ~ 
&. Lsss Ulen S$OO mmton, 

i 

I· 


I 

I. 

I' 
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technical estimating assumptions. That 8ltemB.tive set ofpolicies includes all 
. " 

. ,of the President's basic policies plus additional ones that would be in effect 

. only ifCBO's assumptions are used in the budget proc~. 

IfCBO's assumptions aJ:e used for budget planning, the President would 


allow most ofbis tax cuts to sunset at the end ofcalendar year 2000~ The joint 

, ' . 

Comrilittee on Taxation estimates that ending those ax cuts would increase 

·1 
revenues by $24 billion in 2002 (see Table 3). 


. . 


. On the outlay side of the budget, the President's alternative policies 

include a 2.2S percent across-the-board cut that would . reduce Medica:re 

spending in 2002 by 56 billion, Medicaid by 53 billion, and other nonexempt 

mandatoty spending by 51 billion. Except for Social Security, cost-of-living 

adjustments in 2002 would be limited to 0.46perceo.t instead ofthc3 percent 
i. 

projecte<i under cmrent law.' Television broadcasters would be assessed a fee 

to make up any difference between the actual prOceeds afthe proposed auction 

ofthe analog broadcast spectrum and the amount assumed in the budgt:t... The 

d.isc~tionaty spending in 2001 and 2002. CBO esti:rn!ites that the required cut 
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TABLE 3. ESTlMATEOFnIEPRESI'DENTSALTBRNATlVEPOUCIBS TO alMINA1'8THE DEFICITHOLB UNDER 
cao ASSUMPTIONS (By ftsat yurt in billions ofdoUars) 

2001 2002 


Outla)'s 
Discmlonary , 

MlIldstoJy 
Medicare 
Medicaid 
'eo on broadcaste71 
Colt-OfJJvb1, a4JuJUn~ 
OdtG' 

Subtotll 

TOIaJ Policies 

Debt St.rvice 

Total Effect on the Defieit ' 

·3 .24 

-14 ·20 

0 -6 
0 -3 
0 ·9 
0 -3 

.Jl ...;:l 
0 -23 

·17 -67 

b -2 

.17 ·69 
,i 
I 
: 

SOURC'S= Con~nal Bud&!If. Office. 

a. IixaspD me cost~ivi.!!& a4JUS=cnt otSoolll $1:ICI.l.ri'fy &an~o\ui•. 

b. Leu than$SOO milliOft. 
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, 'would be about 4 percent rather than the 2.25 percent estimated, by the 

Administration. 

:MEDICARE, 

,Under current policies, CBq projects that gross mandatory spending fot 

Medicare-primarily for medical benefi~:Will increase from $209 billion in 

1997 to $314 billion in 2002. ~ aVerage annual increase of 8.5 ,percent (see 

Table 4). Net mandatory spending, which takes into account premiums paid 

by Medicare beneficiaries, will iltcrease at an average anntlBl rate of" 

8.8 percent CBO's baseline projections ofMedicare spending are virtually the 

same as those ofthe Administration. 

Although the gro'Wth in Medicare spending has slowed since the late 

1980s and early 199Os, it will continue to outpace the grovvth in the resources 

that :finance the progr.un. . Without chan~ in law, oUtlays for Hospital 

Insurance (HI) benefits Will, increase more rapidly than payroll taxes, and the 
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TABLE 4. CBO ESTIMATB OF THE PRBSIDENT'S MEDICARE PROPOSALS 
(By fucal year, in billions ofdollars) ,." . 

AVera,g. Annual 

1997 1998 1999 2000 :ZOO 1 2002 
TomL 

1998·2002 
Rate ofGr6wth. 

1997-2002 
(Pereerrt) 

CBO 8aseliae 

Benefit Payments- 208.8 	 227.0 248.2 273~O 285.6 313.7 1.31$,4 8.S ) iPmniuma ~ ~ ~ ~ ~ ~ •]'1l:Z~ 4.8 	 I 
Total' 	 188.6 20S.S 225.1 249.5 261.1 288.1 1.230.0 	 8.8 

• f 

PropOsed Chances. 

Benefit Payments 
Payment:8 to fee-tor

service providers 0 -3.0 . ~7.6 ;'11.4 -14.2 ..16.7 ' ..52.9 n.a. 

Payments to health 

. mainleDa:cC! organizations . 0 ..0.9 ..2.9 -6.7 .&2 .~1l.I ..29.9 . n ... 

Additioaal benefits 0 1.2 S.O 3.8 4.5 S.O 17.5 n.L 

Other chIDget' :..2.. ~ -=L2 ....:U ...:U ..:U .~. D.I. 


SubtDt!l 0 -2:9 -9.4 -16.3 .20.1 ';'2~.1 ·73.8 n.8. 

Prmdmns 	 ~ ....Q.4 ~ -=lA -:U ..;..:.l.l -::21 noL 

Total 0 '·2.8 -10.0 -17.1 -223 ·28.S -81.6 D.t.. I 
CBO EstImau. oftbe Pratdent'. Proposal 

Benefit Pa)'lllen~ . 208.8 	 224.0 238.8 '2$6.7 265.$ 288.? ' 1.273.7 6.7
.=2l.J. .Pramiums ,~ .::2.'t:.Q ~ ~ ~ .::W.2. 7.7 I

Total" 188.6 ' 202.8 21S.7 231.8 238.8 . 259.3 1.148.5 6.6 	 i 

·j',Memorand.: 
ISMIPrtmlum 

Vader Cu:mmt Law $43.80 $4S.80 $47.10 S4t:.50 SSO.OO $51.50 D." , n.l. 
SMIPRmium 

Under Proposal $43.80 $45.80 S49-S0 S~2.s0 SS5.9O S61.20 n.a. n.a. 

NOT.ES: 	 Num.bcrs tn~ not 14.~ to tctal8 beawse of roundlnJ;. ostiMMcs c:xcludg Admir.Uftnltion's al~ivo pollclcs; 
1UI.. -~ applicable. · i' 

.. Ine'u~cs mandatOTy admlnistnl!lvfl ~rI.SC$. 	 ': . 
b. ExCllu4cJ dlsmotiocwy edml!rlJltnldvc cxpetl$eS. 

c. Prinumly the extension ofsecondArY payCl' pl'O\isions. 	 I r
• 	 i 

i 
I 
" 9 	 I, 

I 
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HI trust fund wiIll)e depIcted by the end of2001. Similarly, SUpplementary 
. . . 

Medical Insurance (8M!) benefits will absorb an increaSi~ share ofgen~al 

revenues. 

The budget contains many proposals intended to reduoe the growth of 

spending in Medicare.. Those savings proposals would reduce Medi~ 
.j 
.i 

outlays by $99 billion over the 1998-2002 pedod.At the same time, the . i 

Administration is proposing to expand some benefits, which would .cost I 
f 
t ... 

$17 billion. On balance, CBO estimates that the President's basic proposals' 1 

. . 
would reduce Medicare spending by $82 billion over five years and would 

slow the growth ofnet Medicare spending to 6.6 percent a year. 

I 
In contrast to CBO's figure of$82 billion, the Ad%ni.niStration 'estimates .1 

{ . I 

i 
that its basic Medicare proposals woUld save $100 billion over the 1998-2002 

.1. , 

period--a difference of $19 billion. CBO estimates that the Presidents 

proposed benefit expansions would cost $4 bUlion mote and that 1ho proposed 

Ireductions would'save $15 billion less thDn the Ad.miDist:ration asswnes. 

CBO's estimate of reductions in payments to fee-f()tlo-service providers is 

I
S11 billion·smaller than the Administration's, and its estimate of savings in 

1.,. 
payments to mana.ged care plans is $4 billion less. 

,10 
I.
! • 
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laments to Fee-fot-SeryjcG.)3oyjdm 
" 

Over half of the savings in the President's plan would stem from curtailing 

payments to providers of health C8It' services in Medicare's ~for-service 

sector. The budget would limit increases in payments to hoSpitals for both 

inpatient and outpatient caret capital payments. _and graduate medical 

education. It would also establish new prospective payment mechanisms for 

. -skilled nursing facilities and providers ofhome health care to slow the growth 

ofspending in those sectors. _ 

The growth in aggregate payments to physiCians would be limited to the . ,'" 

-rate of gro'lNth innatiooal income. In addition, new competitive payment 

mechanisms for laboratory services and _suppliers of durable- medi¢al 

equipment would be established. -The budget would ensure that those 

mechanisms reduced payment rates by at least 20 pen::ent. -Overall, payments 

to fee-for-service providers would be red~ by an estimated $53 billion over 

the 1998-2002 period. 

I 
i
1-: 
I
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j 
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The President's proposals wouldreduccpaymen~. to risk·based health 
. . 

m~tenanceorganizations (HMOs) by $30 billion compared with c~t-law 

. levels. . Because payments to HM:Osate linked to spending in the fee-for.. . 

service sector, much ofthat redudionwouldcome from slowing the gro'wth 


in payments to fee-for-service providers. In addition. the budget proposes to 


reduce the :HMO payment rate from 95 percent to 90 percent ofMedicsre's' 


adjusted average per capita cost (AAPCC) beginning in 2000. 


1'hcAdministrarionwould remove payments for disproportionatesbare 
. . i 

hospitals (DSH) and graduate Dledica1 education from the AAPCC. That I 
" .' .. 

change would reduce. average. payment rates by an additional 5 percent I 
Remo'ring those special payments from the AAPCCs would have little net 

..budaetary impact, however,. because the funds would be returned directly to I· 

DSH and teaChing hospitals based:OD the number of HMO enrollees they I 
sm·ed. (Those dir~tpayments are included under payments to fee-far-service 

";,I~ providers in Table 4.) 

"I 
;. 
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The AdministIation:s proposal would narrow the gap between counties 


with high and low.payment.rates by p~asirig'in a blend oflocaI and price


adjusted national rates by 2002, and by setting a minimum payment rate of 


'$350 per month. It would also ensure that no county's payment rate in 1998 


., and 1999 was reduced from its leVel in the previous year. The proposal 

. 
, ,mcludes a computation for budget neutralityintelided to ensure that the hold

, , 

harmless provision and the 5350 floor on payment rates would not increase 


HM:O payments overalL The Administra.tion would update the DtV,' payment 

I

! 
ra~ by the growth in· national :t-.fedicare spending per capita, with a minimum 


update of2 percent 8. year beginning in 2000. 


The AdministraIionrs proposal also contains several features intended 

to make rn..iOs more attractive to beneficiaries. It would allow Medicare to 

, 
contract with additional types. of plans (including preferred provider . [' 
organizations and pro'Vider-sponsorednetworks), establish an annual open I 

corollment period. provide beneficiaries with standardized comparative 

materials about plans, and guarantee that Medigap coverage would be, , 

avaiJable atcomniunity rates for beneficiaries choosing to disenroll from a. .• 
/: 

Medicare HM:O. r 
; " 

I. 
I 
I 

,I, 
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CBO cstiinates that the Administration's proposal would not. 
,-. 

significantly increase or decrease enrollment in managed care plans. Some 

elements ofthe proposal-such as using a coordinated enrollment period and 

.contracting with new types ofplans-would tend to expand the managed care 

.·program. But enhancing the benefits package in fee-for-service Medicare and 

reducing HMO payments rela.tive to those in the fee-for-service seetor would 
, . ", 

discounge enrollment. 

AdditiQtlaI Benefits 

,The Administration proposes several improvements in Medicare's package of , 

fee-for-service benefits. It would reduce the coinsurance rate for services 

.pro,:,ided in hospital outpatient departments, expand the range of services 

covered by Medicare, and reduce the 1ate-enrollmcnt penalty for people who 
I 

. do not enroll in-the S:MI program. upon turning 65. 	 I 
, 

i, 

The largest expansion of benefits is a provision that would reduce the 

I:effective coinsurance rate paid' by beneficiaries for services provided in 
i. 

hospital outpatient departments. ' Under current law, the co.insurance rate is 

I. 
14 	

I 

, , 

I ' 
" 



much higher thsn the 20 percent rate applied to othm- S:MI benefits beoause it 

is based on ho~ital charges rather than on Medicare's allowed payments. As 

part onts proposal to restructure payments for hospital o~tpatientservices, the.. 
. . 

Administration proposes to phase in a reduction in the coinsunmce rate for 


services pro\ided in hospital outpatient depar1ments from the nearly SO percent . 


projected under current law in 1998 to·20 percent by 2007. That provision·. 

, ','. " 

would cost $7 billion over the 1998-2002 period and·more Ulan S10 billion a 

year by 2007 when fully phased in. 

Most of the new services that would be covered arc· preven~ive in 


nature.. The Administration would CO'Ver sereeningfor colorectal ~cer" 


annual mammography (with no cost sharing), glucose monitors; teststrlps, and 

. . 

eduCation for diabetics. Respite care of ~p to 32· hours· a year would· be 

provided for the families ofMedicare beneficiaricswith Alzheimer's disease 
r 

or other severe mental impaimients. Those new benefits would increase 
. . 

Medicare spending-net of any savings attributable. to avoided ilhless-by 

. . $7~ billion over the 1998·2002 period. 
I· 

The Admjnistration's proposal to reduce tbepenalt;Y for late enrollment 
, , . 

. 'Would increase.Medieare benefits by $3 billion over the 1998·2,002 period .. 
I. 
r·
; . 

IS 
.i. 
i· 
I 

I 
I. 
r 

I 



Under cufrent law, people who d~ not ~X:U-Ollin th~ SM! program upon turning ," 

65 pay, a premiwn that is 10 percent higher for each year that they delay. 

enrollment ,and &to not covered by a group health insurance plan. This 
. . . ' 

proposal would encollIage people to enroll in the program who would not have 

done so oth~isC. "Medicare's costs would increase because the ,additional 

premiums would cover only 2Spercent ofthe additional benefits. 

The Administration would achieve S8Y.. billion in s&\ings over five years from, . 
, " 

reducti~s in spending that do not fall neatly into oile of the previous 

categories. More than $7 billion ofthat amount would stem from extending , 
. , 

, three provisions ofthe Omnibus Budget ReconciliationAet of1993 that make . . 
, . 

Medicare the secondary payer for certain beneficiaries who arc also covered 

by employment-based or other health insurance. 

r' 
I 

! 
r 
: ' 
I 
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Premiums paid by beneficiaries now cover 25. percent of spending' for ' 

Supplementary Medical Insurance, Under current law. however SM! 
- . " 

premiums may increase by no'more than the' 800i&1 Security cost..of-liviog 

adjustment after 1998, and the share ofcosts CO\'crcd by premiums will then, 
, , . 

begin to shrink by about 1percentage point a year. The Administration would 

maintain the share ofSM! spending covCred by premiums at 2S percent after 

1998. In conjunction Vlith other proposals in ,the budget,. this change would 
, . " 

increase receipts by $8 billion over the 1998-200~period.· Premium receipts 

would grow by 8 percent ayear. up from 5 per~ta year under current law. 

In 2002, the projected 8M! monthly premium would be $61.20 under the 

Admlnistra1ionts proposal, compared with $51.50 projected under current law. 

StatU$ Qftbe.HI Trust Fund . 

r 
I, 

The Administration proposes to transfer spending for certain home health 

visits from !he HI program to the SM! program~The transfer would have no .'I 
impact on total Medicare spending" but it would help pre.serve the solvency of 

11 i. 
I. 

http:Qftbe.HI


the HI trust fund.eBO estimates that the Ad~istr8.tion·s policies would 

maintain a positive balance in the HI trust fund through at least'the- end of 

2007. 

Under the Administration's proPosal, the HI program would retain 
, " ' \ 

responsibility for the. first 1QO 'visits in an ep~sode -of home health care 

following a hospital stay ofat least tmee days.' Sl\1I would pay for all other 

home l1ealthvisits--'dbout 65 percent of the total. Home health visits would, 
, , 

not be 
, 

subjcct to 
-

coinsUrance or the S'Ml deductible and would not affect the 

S:MI premium. After taking account of the proposal to reduce payinents to 

home health providers, the Adminisb-~tion would shift about $86 billion in 

spending from HI to S:Ml overthe 1998·2002 period. , 

L 
I 

18 
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, MEDICAID, 


CBO projects that federal outlays for Medicaid Will &roW from $99 biUion in 

1997to $144 biIllonin 2002 under cun:ent law-an a~erage annual increase 

. ofjustunder.8 pereent(sec Table 5). Meclical'assistan~ payments, the largest 

component of spending, are projected to rise from about $84 billion' to 

$123 billion by 2002. 

The President's basic budget: includes proposals that would produce: 


budgetaIy savings, in Medicaid, as' well as several measures, that w,ould 


incteaseMedicaid spending.'. The net ~ffe¢t of those policies is to reduce 


. Medicaid spending by $7V, billion over the 1998-"2002 period compared with 
. ' . . 

current law. In addition.. the budget makes a number' ofpro!:,osaIs that would 


increase the flexibility of'states·in administerinJ the'Me4icaid progl'BIll.. 


Although CBO'sbaseline projections for Medicaid are slightly h:igher than 

those· of the 'Administrati9O, CBO and the Administration· have similar. 


estimates ofthe Prc.sidentls proposed changes in policy. .'

I 

r 
I" 
I' 

I 
1 

I.
19 t,'; 

: 
I·, 

i, 
! 



TABLE S. CB~ E~1lMA1E OF nm PRESIDENT'S MEDICAID PROPOSALS
Jay fiscal year, In billions ofdollars) . '. 	 . .' 

Avoraeo Annual 

1991 1998 1999 2000 . 2001 2002 
TOCII1. 

1998-2002 
Raroof~~ 

1997-2002 
. (Percent) 

-
CBO BaseliDe 

F~ .Oatl.ay$ .' 98.6 105.3 .113.6 122.9 132.8. 143.S 611.4 , 7.8 

Propos.ecl Clang.. 

savings.PrOposals 
Per capita cap. 
Reductloas fD 

0 0 -0.2 ·1.5 . ·2.9 -4..7 -9.3 n.l. 

DSHp~eatl 0 .(/3 -2.1 ..3.8 -4.7 -5.6 -16.0 n:a. 
Supplemental paytnontS' 

Subtotal 
-..Q 

0 
-J). 
.OJ 

..J..& 
-1.3 

.....Q..S 
-4.6 
~ 
-7.0 

.....Q..4. 
-9.9 

..J..! 
-23:1 

. n,L 
n.l. 

NeW InitllDves 
Cbil4reD·s health 0 1.0 1.1 1.1 1.2 1.3 5.7 n.l. 
Retain benefits for 

disabled. chIlc!ma «5 0.1 0.2 0.2 0.2 0.2 1.0 n.t. 
Retain benefits for ' 

ceI1:a.in allons 0.1 0.9 1.0 1.1 1.3 1.6 S.8 a.B. 
~_t6tho 

District ofCclurnbia . 0 0.1 0.2 02 02 0.2 0.9 n.a, 
OI:her proposals J ~ -2.! ~ -M .-U ~ n.1. 

Subtotll 0.1 2.1 2.8 3.1 3.5. 4.1 15.6 D.a. 

Total 0.1 1.8 1.S -1.5 ·3.5 .5.8 -7.S '. n.!. 

CBO Estimate of the Presi4cnt9£ Proposal 

Ped«llO~ 98.8 107.1 115.2 121.4 129.3 138.0 610.9 7.0 

-
SOURCE; Co~onalRudiet ()ffjce. 

NOTES: DSH· di3propottionau: 5h~ hOS]:lital; numbers mitt' not add to mala ~c ofroWlding.: estimates cx(;Iude Administtlltion's 
. aJte:ml%ivepoUei~ n.a.  not IIPplieabIo. ' 

.. 

b. 
.eo 
d. 

Aswmes a per capita IfOwth rate 0Ciut1 to the gro\\t'th of atosa domestic) prodUct per capf1a plus 2 peteel'ttAilS poinu in 199' and. 1998,. , 

1.5 petca'l.'<*ge polnu; ill 1999. and 0.5 'P~tagt points In 2000 and then:d\er. 
~esDSH p~ent'S would be lfmiQ:d to $10 bUlion fn 1m, $~ billion htl999, an<! $8 bfltiOft fn:OOO and thetaftcr . 
.AssI.unos dla:t SUfl)'lemc:ntlll ~ fbr (edcrelly qwUticd balth eentas.1'Ilr81 he&llh clinics. and other purpo~would total $l.S bilUOD. 
Loss than SSO miUicn.·· ' 

I. 
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· The President's budget would achieve savings in Medicaid by p1aeini ~aps on 
- , 

f~eral payments to stateS for each benetlci8IY and by limiting tbegrowtb in 


those caps·to slightly more than-the rate of economic growth per person., .' 

fI# 

Separate caps would be established ~or the four main groups ofpeople eligible 

for Medicaid-the aged, disabl~ children, and other low-income adults-but 

states whose average spending for one group was below the e$p could apply 

the savings to other groups. CBO estimates that the per capita. caps would 

save $9 billion over the 1998..2002 period, with most ofthe savings occurring 
- \ , 

in the last tvI!3 years. ' 

The Presjdont also proposes to limit Medicaid's payments 'to 

-disproportionate share hospitals to $10 billion in 1998~$9 billion in 1999, and 

$8 biIHon in 2000 and thereafter. That change would saVe $17 billion over the ' 
- , 

1998-2002 period compared with current law. The savings would be partly 

offiet by almost $3 billion in supplemental payments for federally qualified 

health centel'Si rural health Clinics, and other purposes. 

L 
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New Initiatiyes 

Several provisions of the Administration's budget would expand Medicaid 

spending. First, the budget would cover additional childn:n by allowing states 

to guarantee Bt least 12 months ofcontinuous oligibUitywhen a child becomes . 

eligible for Medic8.id. It would also increase Medicaid enrollment 8.IIlong 
( 

children who are already eligible for benefits as a by-product ofgiving states 

giants to expand children's health coverage. CBO estimates that those changes 

would cost $6 billion o,:,er the 1998-2002 period.. Second, the budgctproposes 

to repeal provisions in last yeats welfare refonn law that removed eertain legal 

aliens and disabled children from the. MeCiieaid rolls: Reinstating those' 

beneficiaries would cost $7 billion over five years. Finally, other changes in, 

Medicaid-including the effectS on Medicaid ofthe Administration'sproposals
.' . 

for Medicaro--would cost $3 billion. . 

OTIIER HEALrn INSURANCE PROPOSALS 

i, 
I 

The President's budget would create thrCe n~ federal grants to States for the I 

'purpose of expanding health insurance eoverage, First~ the budget would 

i,22 I, 

i 

I 
I. 

http:Medic8.id


provide nearly $10 billion over the 1998~2001period for programs providing 

",: 

health insurance to certain unemployed workers and their families. The buqget 

includes no funding for those. grants in 2002. , Second, grains of$750 .miIlioQ ' 

a year woUld be made'available to expand beatth insutanc.e eoverage among 

children. As noted above, CBO estimates that the resulting outreach efforts. 

'would also generate additional costs for the Medicaid program. Finally, 

SZS ',million a year would'be devoted to helping establish health insurance ' 

purchasing cooperatives. In total, those three grants would cost $14 billion 

over the next five years. 

WELFARE PROGRAMS 

... 


, The President proposes to modify portions orlast year's welfare refo'nn law 

, and to provide additional support to people ,'lho are making the transition from 
.' , , .' 

welfBre to work. ,. 
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The budget's p~opOSed changes to welfare reform wo~dexempt aliens who 

became disabled after enteruig the United States frOm the .new restrictions'~ 

Supplemental Security Income (SS!) and Medicaid benefits. In addition, the . 
, ' . . , 


, " ' . . ' . 


President proposes to eA1end from five to seven years the periQd·that refugees 

and asylees may receive SSI benefits after admission ·to the United States. 

Because 6fthe difficulty in establishing the onset ofdisability forinimigr:ants 

and because detennining disability for the aged is problematic, CBO estimates 

that. nearly. all aliens who would oilieIWise be barred' from SSI disability 

benefits and tvvo-tbirds ofthe aged. would be able to secure eligibility for SSI " 
" ". 

benefits tinder this proposal. The tWo proposals'would increase SSI spending 

by $9 billion over.the 19.97-2002 period. 

:Welfare-to-Work Prgp,gsab 

The Administration's welfare...to-work proposals would increase: federal 


spending by $3 billion and reduce revenues by $1 billion over the De>.."'!: five , . 
. 
I 

" 

years. "The Administration is requesting mandatory appropriations of 
I 

i" 
i 
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$0.8 billion in 1998, $1.0 billion in' 1999, and $1.2 ,'biIlionin 2000 for state and 

local, govemmcntsto' 'help long~tenn welfare recipientS' obtain jobs .. The' 

Adminis1ration would ~1end' the Work OppertunityTax Credit and expand its .'. 

coverage to include creditS forenlployerswhohhe able-bodied individuals age 

18 to 50 who would be affected by the new work requirements in the Food. '. 
. . '. . '. 

Stamp program. It would also create a new credit·for employers who hire 

,long-term welfare r~ipients. 

. ' 
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A B.alanced"Budget Plan"that's Tough but Fair 
Key Points to Make About the President's Budget 

• Tough Choices are Made Now. The President's budget makes the hard choices today to 
balance the budget by 2002. It locks in savings of $350 billion over five years -
including $137 billion in discretionary spending, $100 billion in Medicare, and $34 
billi(:m in corporate tax subsidies. The credibility ofthe budget is "underscored by the fact 
that it is the first Presidential budget declared "alive ori arrival" since 1981. 

• Cuts are Sustainable and Workable. The President's budget cuts non-defense 
discretionary spending by 9 percent)n real terms over five years, while protecting 
investmentS in the President's priorities. The spending path is reduced slowly and 
steadily. 

• Built on Solid, Conservative Economic Forecasts. The President's budget is based on 
prudent and conservative assumptions about future economic performance. For four 
years in a row, growth has been higher and the deficit has been lower than the 
Administration had predicted. The actual deficit has been $50 billion lower ~e had 
forecast a year earlier -- a healthy break from the rosy scenarios of the previous two 
Administrations; in which the deficit was larger than forecast in 10 out of 12 years. In 
1996,the President's budget office's estimate of growth and the deficit were too cautious 
-- and more accurate than the Congressional B"udget Office's forecasts. " , 

• Major Investment in Education. "The President's plan makes a dramatic investment to 
open the doors of college to more Americans. It includes the largest increase in the 
maximum Pell Grant in two decades, provides a yearly $1,500 HOPE scholarship tax 
credit, and creates a $1O,OOO-a-year tuition tax deduction for college costs to make 
education more affordable. It also expands IRAs, which in conjunction with the tuition 
tax deduction, allows families to save and pay for college tax.:free. 

• Expanding Health Care and Investments in Children. The President's plan makes 
critical savings in health care, while expanding coverage for as many as 5 million 
children. It also expands Head Start to meet' our target of 1 million children by 2002; and 
increases funding in children's nutrition and prenatal programs (WIC) to $4.1 billion. 

• Hard-Nosed Measures to Trim Corporate Subsidies. The President's plan achieves 
more than $34 billion dollars by cutting corporate subsidies. Those savings -- achieved 
by closing unwarranted and unnecessary tax loopholes, and by stiffening compliance 
measures -- are three times as much as the proposed savings in GOP· Budget Chairman 
John Kasich's plan. 



QUESTIONS & ANSWERS 


Q: 

A: 

Q: 

A: 

DOESN'T YOUR BUDGET AVOID ALL THE PAINFUL DECISIONS NEEDED 
TO ELIMINATE THE DEFICIT? 

• 	 Not at all. We areloclCing in savings of$359 billion over the next 5 years-:' 
including $137 billion in discretionary spending, $100 billion in Medicare savings 
($138 billion over 6 years), and $34 billion in reducing unneeded corporate tax 
subsidies -- arid cutting the deficit by $252 billion. Our budget will eliminate the 
deficit by the year 2002, the first time we will have balanced the budget since 
1969. 

• 	 We have carefully exaniined the budget for areas in which we can achieve 
savings. Our Medicare and Medicaid proposals achieve $110 billion in savings 
over the next five years, and extend the life of the Medicare TrusrFund to 2007,' 
while maintaining the integrity of both programs. Our non-defense discretionary 
outlays follow a smooth, steady decline -- falling by 9 percent in real terms 
between FY 1997 and 2002. . 

• 	 The Budget includes specific, credible cuts in many areas. In addition to the 
savings from Medicare, Medicaid, and unwarranted corporate subsidies, the 
budget reduces non-defense discretionary spending by 9 percent in real terms over . 
5 years. As just a few examples, we are reducing funding for Federal buiiding 
construction; for the Corps ofEngineers (as part of our effort to target new 
construction to projects that are national priorities); for P.L. 480 farm subsidies 
(farm incomes are at record levels); and for CleariCoal Technology projects that 
are rio longer economically viable. We're also cutting USDA buildings and 
facilities, international conferences and contingencies, the·Overseas Private 

. Investment Corporation, and GSA Operations. 

DOESN'T YOUR.BUDGET ACHIEVE 75 PERCENT OF ITS SAVINGS IN THE 
FINAL TWO YEARS? 

• 	 Our budget is not backloaded. Just take a look at our record. We've alr~ady cut 
the deficit from $290 billion in 1992 to $107 billion -last year. When the President . 
took office, the deficit had to be cut by a cumulative $2.75 trillion between 1993 
and 2002 in order to reach balance by 2002. We have already locked in $2.5 
trillion of those savings, and this budget would lock in the extra $250 billion 
needed . .The fact is that we've done most ofthe work in our first 4years. 

• 	 We are making the hard decisions now. We are locking in savings of$350 billion 
over the next 5 years-- including $137 billion in discretionary spending and $100 
billion in Medicare savings ($138 billion over 6 years) -- and cutting the deficit by 
$252 billion. 



. • 	 As with any credible budget plan, the savings from making those hard decisions 
now grow over time. Our savings are not backloaded: 67 percent of the $350 
billion in savings occur in the last two years. That's within the range that Robert 
Reischauer, 'the former director of the CBO, has proposed as showing that the 
budget cuts are smooth and not backloaded. And over 6 years, only 61.7 percent 
of our savings occur in the final two years. 

Q: 	 DOESN'T YOUR BUDGET FAIL TO BALANCE UNDER CBO ASSl.!MPTIONS? 

A: 	 • We have submitted a plan that balances the budget in 2002 under our 
assumptions. Our assumptions have proven to be conservative over the past four 
years: every year, the deficit has been lower and growth has been higher than we 
hadpredicted. Our current assumptions are equally prudent and conservative. 

• . 	 Si~ce we took office, the actual deficit has on average bee.n about $50 billion 
lower than we had projected the year before. CBO has b~en less accurate: they 
have overestimated the deficit by $59 billion on average. . 

• 	 It is important that the numbers we use as part of a balanced budget agreement be 
credible and conservative -- and that they are supported by both the markets and 
the public. Our projections forGDP growth and inflation over the next five years 
match those of the Blue Chip private sector consensus. 

• 	 If,despite our expectations, our assumptions do not prove correct"we.will pursue 
an expedited process with Congress to agree on how to close any budget gap. 
And in order to ensure that we eliminate the deficit in 2002, we have identified 
precisely what steps would be taken by statute if our'assumptions prove inaccurate· 
and the expedited pro.cess with Congress doesn't work. Specifically, most of our 
tax cut proposals would sunset in 2001, and a 2.25 percent across-the-board 
reduction in spending (except SoCial Security) would be triggered. The 
discretionary spending reductions would start in 2001 and the reductions in 
mandatory programs would begin in 2002. 

Q: 	 YOU HAVE INCLUDED A HOME HEALTH CARE TRANSFER GIMMICK IN . 
THE BUDGET.. HOW CAN YOU POSSIBLY DEFEND IT?· 

A: 	 • Let's be clear: our savings of$138 billion in Medicare over 6 years ($100 billion 
over 5 years) does not include the home health care transfer from Part A to Part B 
of the program. The $138 billion is the net reduction of Medicare spending 
relative to the budget baseline -- and thus is the amount by which our Medicare 
changes contribute to deficit reduction, The transfer does not contribute to the 
$252 net deficit reduction in our package. 



" . 

• 	 The policy you mentioned was in our budget last year and it was in the House 
Republican budget in 1995 which every Republican in the House voted for. It is 
also included in this year's Blue Dog Coalition budget,' 

• 	 Shifting iong-term home health visits (other than the first 100 visits following a . 
hospitalization) away from Part A of the Medicare program makes sense because 
home health care has increasingly become a chronic care benefit not linked to 
hospitalization. It was also the established policy prior to the 1980s. And it 
protects the Medicare Trust Fund until 2007, while not imposing harmful cuts on 
hospitals or other priorities, or excessive bUrdens on beneficiaries. 

, . 
[Background: Originally deSigned as a post-acute care benefit for beneficiaries who had 
been hospitalized,' home health care has increasingly become a chronic care benefit, not 
linked to hospitalization. Our proposal restores the original split afhome health care' 
benefits,so that the first 100 home health visits follOWing a 3-day hospitalization would 
be reimbursed by Part A and all other visits -- including those notfollowing 
hospitalization -- would be reimbursed by Part B.] 

Q: 	 FOLLOW: IF THE HOME HEALTH TRANSFER IS NOT A GIMMICK, THEN 
. WHY DON'T YOU INCLUDE IT AS PART OF THE PART B PREMIUM? 

A: 	 • We have always been concerned about out-of.;pocket costs for Medicare 
beneficiaries. Older Americans spend, on average, 20 percent of their income on 
health care and three-fourths have incoineslower than $25,000. We have to be 
careful that as we reform the Medicare program, we do not place undue burden on 
lowet·income seniors. 

Q. 	 DOESN'T YOUR BUDGET CREATE $60 BILLION IN NEW ENTITLEMENTS? 

A. 	 • No. My budget actually saves $121 billion in entitlementspencling over the next 
5 years . 

• 	 . We are proposing some new additions to our health care programs, but'they are 
aimed at reducing the number of uninsured Americans and are not open-ended 
entitlements. For example: 

-- Our program to provide health insurance for unemployed workers is capped. 
The program is structured as a grants program to States. While there are 
provisions to help States that have unanticipated increases in unemployment, there . 
is an overall Federal cap on spending that cannot be breached. Moreover, the' 
program is sunset after 4 years. . 



. . ~ 	 ... 

. ' . 

-- There are no riew entitlements in children's health as well. The children's 
health initiative also contains no new individual entitlement. It provides States 
With grants that, by law, will not exceed $750 million in each year. Medicaid' 
spending itself, under my plan, will b~ capped for the first time in its history. The 
Federal funding limits are set based on the number ofpeople covered so that 
States - not the Federal government - make the decisions about coverage. 

• 	 We are al~o proposing some c~anges to the welfare refohn legislation that was 
enacted last year, but our purpose is to fix unnecessary and damaging provisions 
in that legislation -- involving legal immigrants ~d Food Stamp recipients. We 
do not view thesec~anges as new spending or new entitlements. 

• 	 It is ironic that we are sometimes criticized for phasing out new proposals -- such, 
as school construction -- and simultaneously for creating permanent new 
mandatory spending programs. Our phase-outs are designed to allowan 
evaluation of how well the new programs are working -- and we have been careful 
to avoid creating permanent new entitlements without knowing the effects. 

Q: 	 WHY DO YOU ELIMINATE MANY OF YOUR NEW PROGRAMS BEFORE 
2002? 

A~ • 	 Many of our proposals -- such as school construction, welfare to work, skill 
grants, and health insurance for the unemployed -~ are new programs. They are 
untried. We want to see how they work before the goveriunentfunds these 
initiatives permanently. . 

• 	 For example, our school construction initiative -- providing $5 billion over 4 years 
-- is explicitly designed to jump~start $20 billioni!} local projects, The Federal 
government has traditionally not been involved in school construction and 
renovation; our proposal is therefore not supposed to be a permanent Federal·. 
program. 
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~RESIDENT CLINTON'S FY 1998 BALANCED BUDGET 
Summary Talking Points: February 6,1997 . 

A BALANCED BUDGET THAT REFLECTS AMERICA'S VALUES. President 
Clinton's budget demonstrates that we can move the country beyond the false choices 
of the past -- and that we can finish the job of balancing the budget, to lower interest 
rates and keep the economy growing, while still investing in key priorities such as 
education that help the American people thrive and our economy grow .. 

A DETAILED PLAN TO BALANCE THE BUDGET IN 5 YEARS. 

• 	 Protect and Strengthen Medicare & Medicaid. Extend the life of the Medicare Trust Fund well into the 
next century. Protect the fundamental guarantee ofhealth benefits for the disabl¢d, nursing home 
residents, & strengthen health coverage for' children. , " , ' 

• 	 Invest in Education -- our nation's number 1 priority for preparing for the next century. . 	 .' . 

• 	 .Strengthen environmental protections. 

• 	 Build on the Vice-President's efforts to m~ke our government work better and cost less. 

• 	 Provide middle-class tax relief to pay for education, health care, to help raise a child'and buy and 
sell a home~ 

BUILD ON PRESIDENT CLINTON'S RECORD ON DEFICIT REDUCTION. 

• 	 We have cut the deficit by 6?% after it had quadrupled during the previous 12 years. 

e. We now have a smaller deficit as a shareofGDP than any other major country in the ~orld. 

• 	 FY98 budget builds on this progress and reaches balance by 2002 while investing in the future. 

MEETING REPUBLICANS HALFWAY ON MEDICARE. 

On difficult issues such as Medicare reforms, the President shows that he is serious about reaching a'b~partisan 
agreement to balance the budget. 
• 	 The President's Balanced Budget uses responsible Medicare policies to strengthen the life of the , 

, Trust Fund without placing unnecessary burdens on beneficiaries. The President's plan achieves' 
, $100 billion of savings over 5 years ($138 billion over 6 years) through several reforms including reducing 
reimbursement to managed care. The plan also guarantees the solvency of the Part A trust fund until 2007 
while maintaining choice and the high-quality of Medicare services. 

TAX CUTS FOR FAMILIES WHEN THEY NEED IT MOST. 

The President's budget provides about $100 billion of tax cuts over the next five years to help families: 
• 	 Raise their children ($500 per child), ' 
• 	 Send them to college ($1,500 HOPE Scholarship and $10,000 tuition tax dedp.ction), 
• 	 Save for the future (penalty-free withdrawals from IRAs for education and first homes; tax-free 

. savings for education through combined use of the tuition tax deduction and education IRA); 
• 	 Buy and sell their homes by the exclusion of $500,000 of capital gains on'the sale of the home, 
• 	 Move from welfare to work with tax incentives to businesses, by allowing employers a 50% credit 

on the first $10,000 of annual wages that they pay to long-term welfare recipients. 
• 	 And tax incentives to boost investment in distressed areas and promote hiring of the economically, ' 

disadvantaged. ' 



INVESTING IN THE FUTURE. The President's budget maintains our critical priorities by increasing our 
investments in health care, education and training, the environment and science and technology. It also 
establishes new initiatives important new initiatives to help prepare America for the 21st century. 

Health Care: 
• 	 Helps an"estimated 3.3 million families, including 700,000 children, keep their. health care 

. coverage for up to six months until their breadwinners find new jobs. 
. • Provides health insurance coverage for millions ofchildren who are uninsured. 
• 	 Invests more in the Ryan White AIDS program and in biomedical research at NIH to find 

ways to prevent and treat diseases. 
• 	 Establishes a new Alzheimer's respite benefit within Medicare and provides for an annual 

mammogram without copayments.' ' . . 

Education and Training: 	 . 
• 	 Increases funding for Head Start by 55%, from $2.8 billion in FY93 to $4.3 billion in FY98. 
• 	 Increases GOALS 2000 funding by 26% to help states raise educational achievement. 
• 	 Doubles funding to $500 million next year for the Technology Literacy Challenge and a related 

program to help ensure that all children are technology literate by the turn ofthe century. 
• 	 Includes the largest increase in the maXimum Pell Grant scholarship in two decades, a $1.7 

billion increase in aid over FY97, and expanded eligibility for at least 348,000 more students. 
•. 	Creates the America Reads Challenge to help insure that all children can read well and 

independently by the end ofthird grade ($2.75 billion oyer five years.) 
• 	 Creates a $5 billion new school construction fund over four years to spur $20 billion in school 

construction and renovation. 

Environment: 
• 	 Funds the Kalamazoo Initiative to protect communities fromt~xic pollution by the 2000. 
• 	 Increases funds for the National Park System' to help improve park facilities and further protect 

our national and cultural treasures .. 

Crime: 
• 	 Funds 17,000 more police, helping to move towards the President's' goal of 100,000 

new police by the year 2000. 
• 	 Increases funds for the Drug Courts initiative, for drug testing, forthe Safe and Drug-Free 

Schpols initiative and other programs to fight drugs. 
• 	 Funds 7,359 Border Patrol agents -- 85% more than inFY93 -- to control illegal immigration. 

A BALANCED BUDGET PLAN THAT CLOSES LOOPHOLES AND SPECIAL INTEREST 
PROVISIONS. 

To protect priorities like Medicare, Medicaid, education and.the environment, th~ President believes we should 
also be closing loopholes and special interest provisions. 

• 	 The President's budget propqses approximately $34 billion of business tax base broadeners, tax. 
loophole closers and tax compliance measures for FY 1998-2002. 

LET'S BUILD ON OUR PROGRESS. 

e 	We have cut the deficit by 63%. Deficit reduction has reduced interest rates, and spurred strong investment and 
the creation ofover 11 million new jobs. Now, we must work together to achieve a real and solid balanced 
budget that keeps America strong and growing. 



PRESIDENT'S BUDGET CUTS $252 BILLION OVER 5 YEARS I 	 I 
PRESIDENT CLINTON'S BUDGET:e 	~ PRODUCES $350 BILLION IN SA VINGS OVER 5 YEARS 
~' CUTS NET SPENDING BY $275 BILLION . 
~ CUTS NET SPENDING, INCLUDING CORPORATE SUBSIDIES, BY $309 BILLION 
~ CUTS THE DEFICIT BY $252 BILLION 

. THE BUDGET SA VES $350 BILLION OVER 5 YEARS, INCLUDING: 
• 	 . It saves $137 billion in discretionary spending, by cutting unnecessary and lower-priority spending 

areas; 
• 	 It saves $100'billion in Medicare ($138 billion over six years), extending the life of the Part A 

Trust Fund to 2007 while maintaining the high-quality of Medicare services. It also saves, $9 billion 
in Medicaid -- $22 billion in gross savings offset by a $13 billion related to the welfare reform law 

, and new children'shealth initiatives. 
• 	 It saves $34 billion by reducing corporate subsidies. 

THE BUDGET CUTS THE DEFICIT BY $252 BILLION: 
• 	 It cuts taxes by $98 billion, providing tax relief to tens of millions of middle.:.income Americans and 

small businesses, while extending several expired tax provisions. 

AREA SA VINGS OVER 5 YEARS, 1998-2002 

Discretionary spending $137.4 billion 

Medicare $100.2 billion* 

Medicaid 
", 

$9.3 billion** 

Spectrum sales/mandatory spending , $11.8 billion 

Net interest $15.9 billion 

NET SPENDING CUTS $275 billion 

Corporate subsidies· $34.3 billion 

TOTAL CUTS INCLUDING $309 billion 
CORPORATE LOOPHOLES 

Extending tax provisions $41.7 billion 

TOTAL SAVINGS $350 billiQn 

Tax cuts -$98.4 billion 

ITnTAT, DEFICIT REDUCTION . . $252 billion '. 
* $138 billion over six years 
* * $22 billion in gross savings offset by $13 billion additional spending for children's health and other 
initiatives 



SELECTED ·CLINTON ADMINISTRATION DISCRETIONARY INVESTMENTS 


Goals 2000 
C;reated Goals 2000 to support 
state-developed academic 
standards and school reform, 
supporting reform in 1,000 schools 
in 1994. 

supporting school 
reforms in all 50 states .. 

Technology 
Literacy 

Challenge 
(TLC) 

Created and funded in FY97 at. 
$200 million to help ensure that all 
children are technologically 
by the dawn ofthe 21st century. 

Funds state-wide plans 
to wire schools, train 
teachers, and purchase 
educationalsojnware 
and resources. 

. Pell Grants 
Increased the maximum Pell Grant 
17%, from $2,300 in FY93 to 

3. 7 million low-income 
students currently 

Increases funding 26% in FY98 to 
$620 million, supporting standards-
based reform in 16,000pubUc 
across the 50 states. 

More than doubles funding in FY98 
$425 million and provides $2 billion 
over 5years. Provides $500 million 
for the TLC and a related grant 

in FY98. 

Increases the grant from $2,700 to 
$3,000 in FY98 -- the largest 

$2, 700 in FY97, increasing college 
opportunities jor low-income 
students. 

receive Pelt Grants of 
up to $2,700. 

in two decades. Provides $1.7 
more aid in FY98 than FY97, making 
348000 more 

Dislocated 
Worker 

Assistance 

Doubled funding for dislocated 
workers, from $651 million in 
to $1,286 million in FY97. Will 
assist 580,000 workers this year. 

Provides 274,000 more 
workers in FY97 with 
job training and search 
services to heLP them 

Increases funding to $1,350 million 
serve 605,200 dislocated workers in 
FY98, double then number in FY93. 

Head Start 
Increasedfunding 43% from $2.8 
billion in FY93 to $4.0 billion in 
FY97. Created the Early Head 
Start program in 1994 to support 

Serves 800,000 low-
income 3- and 4-year 
olds this year, including 
thousands of0-3 year-

Provides a $324 million increase in 
FY98,serving 122,100 more children 
than in FY93 while. continuing to 
increase program quality and the 0-3 

zero-3 year olds and their families. olds and, their families. program; and on track to serve 1 
million children in 2002. 

WIC 
Supplemental 

Nutrition 
Program 

Increased funding nearly $1 billion 
or 34% to $3.83 billion in FY97. 
Provides nutrition packages, 
nutrition education and health 
referrals to low-income pregnant 
women, infants, and children. 

Expanded participation 
by 1. 7 million since 
1993, or 30% with the 
requested supplemental, 
from 5.7 to 7.4 million 
women, infants, and 
children. 

Increas.es funding to $4.1 billion to 
achieve the President's goal offull 
participation by the end ofFY98. 
Research shows that WIC prenatal 
services save Medicaid much more by 
reducing health care costs in the first 
60 birth. 

Ryan White 
AIDS 

Treatment 

Increasedfunding 158%, to $996 
million in FY97. Provides grants to 
states and to 49 hard-hit cities, 
double the number in FY93. 

This program may be 
partly responsible for 
the 30% decline in 
deaths in NYC in 1996. 

Provides a 221 % increase for State 
AIDS Drug Assistance since 1996 to 
expand access to efJective·new 
medications to those who could not 

them. 

National 
Institutes of 

Health 

Increasedfunding 23%, to $12.7 
billion in FY97. NIH now supports 
32,000 grants in more than 1, 700 
universities, medicalschools, and 
other research institutions. 

Research has 
contributed to major 
advances in treating 
people withHN and in 
medications for 
Almeimer's disease. 

Increases funding by $337 million to 
maintain NIH's leadership in medical 
research .. 



Environmental 
Enforcement 

National Parks 

AmeriCorps 
National Service 

Community 
Development 
Institutions 

EzsIECs 

Community 
Policing: 

COPS 

Federal 
Prisons 

Reformed program, cut-cleanup 
costs 20%, cleaned up 260 toxic 
waste sites in 'the last 4 

Increasedfunding 12% to $3.1 
billion for EPA operations 

Cleaned up more sites 
the last 4 years than in 
the 12. 

Increases funding 50% from FY97 to 
clean up an additional 500 sites by 

, 2000 -- 213 all listed sites. ' 

Will cut chemical plant StandardS to cut chemical plant toxic' 
toxic air emissions 90% air emissions 90%, stronger 
and on1"'....r.'/1 

-
Maintaining parks for 
275 million annual 

Increases funding 6 % to, increase 
maintenance and keep up with 

Created the AmeriCorps in 1993 to Enabled 70,000 young 
enable young people to earn mnl'7P\1I people to earn money 

Funds 35,000 participants 'and 
increaSes funding 31 % to prOVide 
'tutor coordinators for the President isfor college while serving their for college through 

communities. services in 3 America Recids L'U:"U«'IL 

Created Community Development 
Financial Institutions Fund to 
expand access to credit and capital 
to distressed communities. 

,Created the first federal 
Empowerment ZOnes and 
Enterprise Communities in 1994, 
providing assistance to distressed 
urban and rural communities. 

Created COPS program in 1994 
Crime Bill to put 100,000 more 
community police on the streets. 

Increased funding 62 % to $1.4 
billion in FY97 to open new 1"o/1" ..nl 

Increased funding 428%, 
expanding from 7 to 78 extension 
centers. 

Awarded $37 million in 
financial and technical 
assistance to '32 CDFls 
in 1996. 

Designated 105' 
EZsIECs, providing 
$2.5 billion in tax 
incentives & $1 billion 

Will have funded 64, 
police by the end of 
FY97. 

Increases funding 150% to $125 
million in FY98, and invests $1 U'H,'U'" 
over the next 5 years. 

Proposes to double the number of 
EZIECs with a second round of 
designations, and tax incentives to 
spur the clean up and dewilopment 

industrial sites. 

Proposes funding for an qdditional 
17,000 officers, on' track to fund 
100,000 by the year 2000. 

Reduced overcrowding Continues to increase funding for 
while prison population federal prisons and to continue to 

38%. reduce . 

Funds 7,359 ag'ents - 85% more 
than in FY93. 

NIIsupponsinnovative Increases NIl and proposes $100 

Generation 


Created the National InformationNIl and Next 
million for the ,next generation 


Internet 

Infrastructure program in 1994, telecom demonstration 
funded at $21 million in FY97. projects. Internet: 100-1,000 faster than today 

Internet. 



SUMMARY OF TAX CUTS IN THE PRESIDENT'S BUDGET I 	 I 

$100 BILLION IN TAX CUTS. President Clinton's 1998 budget provides nearly $100 billion of tax cuts 

~ough FY 2002, including a child credit for middle-income families; tax cuts for education and training; 
expanded lRAs; targeted home-ownership tax cut; and tax incentives to boost investment in distressed areas and 
to promote hiring of the economically disadvantaged. 

MIDDLE-CLASS TAX CUTS ($90.8 BILLION). These proposals will help middle-class families paythe 
bills, raise their children, send them to college, upgrade their skills, and save for retirement. 
• 	 Tax Credit for Dependent Children ($46.7 billion): Phased-in $500 tax credit for dependent children. 
• 	 Education and Training Tax Incentive ($38.6 billion): HOPE Scholarship tax credits 'of up to $1;500 per' 

year, for first two years of post-secondary education; a $10,000 tax deduction for post-secondary education and 
training; income exclusion for forgiveness ofcertain student loans; and extending the exclusion for employer- . 
provided educational aSsistance, reinstating exclusion for graduate courses, and providing small businesses a 
10% income tax credit for employee education expenses. 

• 	 Expand Individual Retirement Accounts (IRAs) ($5.5 billion): Double, over time, the income limits on 
deductible lRAs; expand penalty-free withdrawals to cover post-secondary education, unemploymertt . . . 

expenses, and first-time home purchases; and add new "special" back-loaded lRAs. 

TARGETED HOME-OWNERSHIP TAX CUT ($iS BILLION). Allow exclusion of $500,000 ($250,000 
singles) of capital gains from selling a home. This would exempt over 99% of home sales from capital gains· 
taxes and ~rarnatically simplify 'taxes and record-keeping for over 60 million homeowners . 

.TAX INCENTIVES FOR DISTRESSED AREAS ($2.4 BILLION) 
a · "Brownfields" Initiative: Allow immediate expensing ofcertain costs to encourage firms to clean up 
• . abandoned, contaminated industrial properties in distressed urban & rural areas. 

• 	 Incentives to Empower Communities: Stimulate revitalization of economically distressed urban & rural 
communities by designating 20 additional Empowerment Zones and 80 additional Enterprise Communities, 
providing new tax incentives; additional small business expensing, and new private activity bonds. 

• 	 Community Development Financial Institutions (CDFI) Tax Cr~dit: Provide $100 million ofcredits to be 
allocated among equity investors in community development banks. . 

WELFARE;.TO-WORK INITIATIVE ($0.6 BILLION). To encourage hiring of long-term welfare recipients, 
provide a new welfare-to-work credit through September 30, 2000: It would allow employers ~ 50% credit on the 
first $10,000 of annual wages that they pay to long-term welfare recipients for up to two years. Also expand the 
Work Opportunity Tax Credit to include certain able-bodied adults, ages 18-50. 

SMALL BUSINESS AND FARM ESTATE TAX RELIEF ($0.7 BILLION). To address cash-flow problems, . 
that may arise upon the death of a farmer or small business owner, increase the amount of property eligible for a 
favorable interest rate on deferred tax from $1 million to $2.5 million. . , 

OTHER INITIATIVES. Extend for one year expiring tax provisions (R&E credit, Work Opportunity Tax 
Credit, others) ($2.7 billion). Modify statutes of limitations on tax refunds to treat the disabled fairly ($0.05 
billion). Revitalize DC with tax incentives ($0.26 billion) and provide a more efficient and effective tax 
incentive for Puerto Rico ($0.417 bilOon). Allow FSC software benefits for computer software licenses ($0.56 
billion). 



THE PRESIDENT'S MEDICARE REFORM PACKAGEI 	 I 

President Clinton's balanced budget balances our values and protects our priorities. It achieves $100 billion in 

~al scorable savings over 5 years, places no undue burdens on beneficiaries, modernizes and improves the .' 
program, and extends the life of the Medicare Trust Fund to 2007. This plan meets Republicans halfway -- and 
they have responded in a constructive and positive manner. The President looks forWard to working with both 
Congressional Democrats and Republicans in a bipartisan process to protect Medicare. 

The President's plan reforms and improves Medicare by: 

• Extending the life of the Medicare Trust Fund to 2007. 

• 	 Bringing the program into the 21st century by: 

=>. Providing more choice .by establishing new private health plan options. 

=> Establishing market-oriented purchasing for Medicare .including new 


prospective payment systems and competitive bidding authority and centers of 
excellence to improve quality and cut back on costs. 

• Adding Medigap protections to increa~e the security of Medicare beneficiaries. 

The President's plan.explicitly: 

.• 	 Saves $34 billion by reducing reimbursement to managed care through a phased 
in reduction in HMO payment rates and an indirect reduction in HMO payments associated . 
with the traditional fee-for-service cuts. 

• 	 Saves $33 billion in hospital expenditures through reductions in hospital 
updates, capital payments etc. 

• 	 Saves about $14 billion over 5 years through the transition to and 
, establishment of a new prospective payment system and' other programmatic 
changes in reimbursement to home health care . 

• ',> 

• 	 Saves about $7 billion over 5 years through the transition to and establishment 
ora new prospective payment systeinand other programmatic changes in 
reimbursement to nursing home facilities. '. . 

• 	 Saves about $7 billion over 5 years through a modification of physician 
updates. 

• 	 Saves about $9 billion over 5 years through new provisions to combat fraud 
and abuse. 

• 	. Saves about $10 billion over 5 years by extending current law that sets the Part 
B premium at 25%) of program costs. 

• 	 Invests $15 billion over 5 years in preventive health care to improve seniors' 
health status, in establishing a new Alzheimer's respite benefit starting in 1998 . 

. and in buying down excessive outpatient copayments to the traditional 20%) 
level. 



PRESIDENT CLINTON'S RECORD ON DEFICIT 

REDUCTION 


~
CUT THE DEFICIT BY 63 PERCENT. President Clinton has reduced the budget deficit by 63 percent -
from $290 billion in FY 1992 to $107 billion in FY 1996. [Based on data from OMB, FY 1998 Budget, February 1997.] 

• LOWEST DEFICIT SINCE THE EARLY 1970'S. The deficit has fallen from 4.7 percent of GDP in FY 
1992 to 1.4 percent in FY 1996 -- the lowest for any year since 1974. [Based on data from OMB, FY.J998 Budget, 
February 1997.] 

. , . 	 . 

• LOWEST DEFICIT OF ANY MAJOR ECONOMY. The total U.S. deficit in 1996 as a percentage o(the 
economy was lower than for any other major country. [OECD, Economic Outlook, December 1996.] .,. 

. 	 . 
• 	 MAKING GOVERNMENT MORE EFFICIENT. Federal employment has fallen by 275,000 from its 1993 

base. Federal employment as a share of total employment-is the smallest it has been since the early 1930's. 
[Based on data from OMB, FY 1998 Budget, February 1997.] 

AS A RESULT OF PRESIDENT CLINTON'S EFFORTS TO REDUCE THE DEFICIT, ECONOMIC 
PERFORMANCE HAS IMPROVED DRAMATICALLY: . 

• 	 INVESTMENT BOOM. Deficit reduction has lowered interest rates and spurred ·investment. . 
Equipment investment has grown by 10 percent per year under President Clinton -- faster than any 
Administration since John F. Kennedy was President. [Based on data from the Bureau ofEconomic Analysis, 
DepartmeIJ.t of Commerce.] 	 . 

• EMPLOYMENT BOOM. Since January 1993, the economy has added more than n million new jobs e - a faster rate ofjob growth than under any Republican Administration since the Roaring 1920's. [Based on 
data from the Bureau of Labor Statistics, Department of Labor.] . 

• 	 .THE LOWEST COMBINED RATE OF. UNEMPLOYMENT AND INFLATIONSI~CE . 
JOHNSON. The combined rate ofunemployment and inflation has been lower under President Clinton 
than for any Administration since LYndon Johnson was President. [Based on data from the Bureau of Labor 
Statistics, Department ofLabor.] .. 

THE EXPERTS AGREE THAT ECONOMIC PERFORMANCE HAS BEEN REMARKABLE; 

..; 	 Money Magazine: President Clinton has "presided over the kind of economic progress any Republican 
President would be proud to post." [Money Magazine, August 1996] 

Paul Volcker, former Chairman of the Federal Reserve: "It's been a remarkable period of steady 
growth, low inflation and low unemployment." [8/3/96] 	 . 

..; Allen Sinai, a leading economic forecaster: "When the history book on this business cycle upturn is 
written, it will go' doWn as the best ever, compared with other post-World War II upturns." [10/23/96] 



THE FACTS ON GOVERNMENT SPENDING UNDER PRESIDENT 

CLINTON· 


SPENDING IS LOWER TODAY UNDER REAGAN OR BUSH: 


• 	 FEDERAL SPENDING WAS LOWER IN 1996 -- AND IS EXPECTED TO REMAIN 
LOWER IN 1997 -- THAN IN ANY YEAR SINCE 1979. Federal outlays as a share of GDP 
were lower in 1996 than in any year since 1979. And current projections suggest no increase in 
outlays as a percent of GDP during 1997. Outlays under President Clinton have been a smaller 
share ofGDP than under Re,agan or Bush. [Based on data from OMB, FY 1998 Budget, February 1997.] 

. 	 . . 
• 	 SINCE PASSAGE OF PRESIDENT CLINTON'S 1993 DEFICIT REDUCTION PACKAGE, 

EXPECTED GOVERNMENT SPENDING BETWEEN 1993 AND 2002 HAS FALLEN BY 
MORE THAN $1.4 TRILLION. The President's budget will cut net spending by an additional 
$275 billion by 2002 -- for a total spending cut between 1993 and 2002 ofmore than $1.7 trillion. 
That's about $25,000 for a family of four. [Based on data from OMB, FY 1998 Budget, Feb~ary 19?7.i 

• 	 GROWTH IN TOTAL FEDERAL SPENDING HAS BEEN LOWER UNDER CLINTON 
THAN UNDER REAGAN OR BUSH. Real Federal outlays have grown by 0.7 percent per year 
under President Clinton --lower than under President Bush (2.6 percent per year) or President 
Reagan (2.6 percent per year). [Based on data from OMB, FY 1998 Budget, February 1997.] 

• 	
. " 

WHILE MAINTAINING CRUCIAL INVESTMENTS IN PEOPLE, REAL 
DISCRETIONARY SPENDING HAS FALLEN UNDER PRESIDENT CLINTON -- A 
BETTER RECORD THAN UNDER REAGAN OR BUSH. Real discretionary outlays have 
fallen by 2.5 percent per year under President Clinton -- lower than under President Bush or 
Reagan. [Based on data from OMB, FY 1998 Budget, February 1997.] 

• 	 NON-DEFENSE DISCRETIONARY SPENDING IS NOW A SMALLER SHARE OF THE 
ECONOMY THAN IN 8 OF THE 12 YEARS UNDER REAGAN OR BUSH. Non-defense 

. discretionary outlays are now lower than in 8 of the· 12 Reagan-Bush years. With the President's' 
balanced budget plan, non-defense discretionary outlays will fall by 9 percent in real terms between 
1997 and 2002. [Based on data from OMB, FY 1998 Budget, February 1997.] . 

=* 	 SPENDING GROWTH LOWER UNDER CLINTON THAN UNDER REAGAN OR BUSH 

CLINTON 

Federal outlays 
(% ofGDP) 

21.3 

Real growth inFederal 
outlays 

(percent per. year) 

0.7 

BUSH 22.1 2.6 

REAGAN 22.5 2.6 

[Based on data from OMB, FY 1998 Budget, February 1997.] 



THE CLINTONADMINISTRATION'S BUDGETASSUMPTIONS: 

ESTABLISHING A CREDIBLE RECORD OVER THE PAST 4 YEARS 


A RECORD OF CREDIHLE FORECASTS. For the past four years, the Clinton Administration 
has used middle-of-the-road economic forecasts for budgetary purposes. Forfour years in a row, 
growth has been higher and the dejicit.has been smaller than we hadprojected. 

.. ACTUAL' DEFICITS HAVE BEEN SMALLER THAN WE PREDICTED. Between FY 1994 
and FY 1996, the actual deficit has on average been about $50 billion lower than we had 
projected the year before. CBO has been less accurate: their estimates have been off by $59 
billion on average. 

• 	 THE 1996 DATA CONFIRM THE CREDIBILITY OF OUR FORECASTS. The most 
recently available economic data confirm the credibility ofoui forecasts. Our estimates of growth 
and the deficit for 1996 were too cautious -- and turned out to be more accurate than the 
Congressional Budget Office's forecasts. 

• 	 In last year's budget, we projected that real growth during 1996 would be 2.2 
percent. But the advance.GDP data released in February indicate that growth in 
1996 was 2.5 percent (on a year-over-year basis). While both the Administration's 
forecast and the CBO's forecast were conservative, ours was more accurate (CBO 
had predicted 2.0 percent). Over the past four years, our real GDP forecasts have 
been more accurate than CBO's. 

• 	 The FY 1996 deficit was smaller than we had projected. Our projection for the FY 
1996 deficit was $170 billion in February 1994 and $197 billion in February 1995. 
CBO's projections were $177 billion 'in February 1994 and $211 billion in February 
1995. The actual deficit was only $107 billion. Again, while both the 
Administration and CBO forecasts were conservative, ours were more accurate.· 

• 	 NO MORE ROSY SCENARIOS. As in each of the four years that we have been in office, our 
estimates of growth in 1996 were thus toq low and our estimates of the deficit too high -
confirming that the Clinton Administration does not use rosy scenarios for its budget projections. 

• 	 MAINSTREAM PROJECTIONS FOR THE FUTURE. Our forecasts for the next 5 years are 
also mainstream and conservative. For key budgetary variables such as GDP growth (2.2 percent 
per year) and GDP inflation (2.6 percent per year), our assumptions match'those of the Blue Chip 
private sector consensus. While we think that the economy can grow faster than these forecasts' 
would suggest, we continue to use prudent projections for budgetary purposes. 



CLINTON ADMINISTRATION 

HIGHER EDUCATION INITIATIVES 


Largest increase in two decades --PellGrant Over 3.6 million students now eligible 
from $2700 to $3000. Combined Increase and will receive an increase up to $300. Thisthe FY97 appropriation . 
with the FY97 increase, the increase will also make an additionalExpansion -- a 25% increase in aid.
scholarship has increased $530 - 130,000 families eligible for the grant. 
from 70 inFY 96. 

Increases eligibility so any student $3.9 billion over fivePellGrant An additional 218,000 low-income 
from a low-income family can years. students generally aged 24 or over will Expansion for 
a Pell Grant. be newly eligible for Pell Grants. Oldet,Low

891,000 students will receive an average 
increase ofover $800. 

Income Students 

Cuts loan fees from 4% to 2% on $2.6 billion over fiveCutin Student Loan fees will be cut in half for 4 million 
need-based Stafford loans -- and to years.. low- and middle-income students, and 
3% on other loans for students and 

Loan Fees 
a quarter for 2.5 million other loans. 

Up to $1500 per-student tax credit $18.6 billion from 1Hope Expected to help 4.2 million middle-
for tuition in student's first year and 2002. income students in 1998. Scholarship Tax 
another $1500 in the second year if 
student earns at least a B 

Credits 

Phases up to a $10,000 maximum $17.6 billion from 1997 Expected to help 8.1 million middle$10,000 Tax 
deduction Also available for income students in 1998. .2002.Deduction for 


Higher 

Education and 


Families with incomes up to Education specific Combined with tax deduction, the IRATax-Free 
$100,000 would be eligible for IRAs, estimates' not available. savings for higher education for middle-Education 
and could make penalty-free income families will never be taxed. 
withdrawals for higher education. 

Savings' 
Will make over 20 million families 

for such a benefit. 

President has called on colleges to $240 million increase Community 1 million College Work-Study slots by 
commit half of the increased funding. over FY96; $120 million the year 2000, including 100,000, . Service: Work 
for work study to support community for work-study reading .tutors. 
service jobs. 

Study 
community service in 
FY98 ' 

The President's budget provides tax $15 million between Not available.Community 
relief for community service loan 1997-2002. 

forgiveness. 


Service: Loan 

One-year, $1,000 scholarships for the $132 million in FY98. Benefits 132,000 students who graduate Presidential 
top 5% of all high school graduates from high school next year. 
the country. 

Honors 

. Extends tax exclusion from $2.4 billion between Benefits 1.7 million employees a year.Educational 
employer-provided education 1997-2001.Assistancefrom 
assistance through 2000, for both 

undergraduate & graduate education. 

Also provides a tax credit to 

encourage small businesses to offer 

educational assistance to 


Employers 
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• 	 THE WHITE HOUSE 

WASHINGTON 

February 3, 1997 

MEMORANDUM FOR THE CABINET 

FROM: GENE SPERLING 

SUBJECT: Budget Materials 

Please find attached.the following materials that we hope you will find helpful as the President's· 
Fiscal Year 1998 budget is released this week: 

,. 
L 	 Summary ofTax Cuts in the President's FY 1998 Budget 

II. 	 Talking Points on Eliminating Unnecessary Subsidies to Corporations and Broadening 
the Business Tax Base 

III. 	 Summary of the President's Higher Education Initiatives Contained in the Budget 

IV. 	 One Page Summary of the Higher Education Initiatives 

V. 	 Highlights of the President's Medicare Refonn Plan 

VI. 	 One Page Summary of the President's Medicare Refonn Package 

• 




SUMMARY OF TAX CUTS 


• IN THE PRESIDENT'S FISCAL YEAR 1998 BUDGET 

The President's 1998 budget provides about $100 billion of tax cuts (99.88 billion) through FY 
2002: a child credit for middle-income families, tax cuts to encourage education and training, 
expanded lRAs, exclusion of a gain on the sale of a home, and tax incentives to boost investment 
in distressed areas and promote hiring of the economically disadvantaged. 

I. MIDDLE-CLASS TAX CUTS 
These proposals will help middle-class families pay the bills~ raise their children~ send them to 
college, upgrade their skills, and save for retirement. 

• 	 Tax Credit for Dependent Children ($46.7 billion) 
Provide a phased-in $500 tax credit for dependent children, phased out for taxpayers with 
adjusted gross income between $60,000 and $75,000. 

• 	 Education and Training Tax Incentive ($38.6 billion) 
• 	 Provide HOPE Scholarship tax credits of up to $1,500 per year, available for 

the first two years of post-secondary education, phased out for taxpayers with 
adjusted gross incomes betweenS50,000 and $70,000($80,000 and $100,000 

•I

joint). ($18.6 billion) 
• 	 Provide a phased-in $10,000 tax deduction for post-secondary education and 

training, available to all families for tuition and fees for any college, graduate' 
school or qualified lifelong learning, with the same phase-out ranges as for HOPE 
Scholarships. ($17.6 billion) 

• 	 Provide income exclusion for forgiveness of certain student loans, including 
loans extended by educational institutions to their students where loan forgiveness 
is contingent on the student's working for a certain period oftime in certain 
professions or for a broad class ofemployers. ($.03 billion) 

• 	 Extend the exclusion for employer-provided educational assistance through 
December 21,2000 (currently expires mid-1997), reinstate exclusion for graduate 
courses, and provide small businesses a ten percent income tax credit for 
payments for education ofemployees. ($2.4 billion) 

• 	 Expand Individual Retirement Accounts aRAs) ($5.5 billion) 
Double, over time, the income limits on deductible IRAs, increasing them to $70,000 
(SI00,000 joint); expand penalty-free withdrawals to cover post-secondary education, 
unemployment expenses, and first-time home purchases; and add new "special" 
backloaded IRAs. 

• 	 Exclusion of Gain on Sale of a Home ($1.5 billion) 
Allow exclusion of $500,000 ($250,000 singles) ofcapital gains from selling a principal 
residence. The exclusion could be used every two years and would replace the current

• 
law one-time exclusion of $125,000 and the deferral of capital gains when buying a more 
expensive home. This change would exempt over 99 percent of home sales from capital 
gains taxes and would dramatically simplify taxes and record-keeping for over 60 million 

, homeowners. 	 " 



II. 	 TAX INCENTIVES FOR DISTRESSED AREAS ($2.4 billion)

• • "Brownfields" Initiative 
Allow immediate expensing of qualified environmental remediation costs, to encourage 
companies to clean up abandoned, contaminated industrial properties, known as 
"brownfieds," in economically distressed rural and urban areas. 

• 	 Incentives to Empower Communities 
To help stimulate revitalization of economically distressed, urban and rural communities, 
authorize the designation of 20 additional Empowerment Zones and 80 additional. 
Enterprise Communities, with new tax incentives, including the brownfields initiative, 
additional small business expensing, and new'private activity bonds.' 

• . 	 Community Deyelopment Financial Institution (CDFD Tax Credit 
. Provide $100 million ofcredits to be allocated among equity investors in community 
development banks. The credit can be as much as 25 percent of the amount invested. 

• 

III. WELFARE-TO-WORK INITIATIVE ($0.5 billion) 
To encourage hiring long-term welfare recipients, provide a new welfare-to-work credit through 
September 30,2000. It would allow employers a 50 percent credit on the first $10,000 of 
annual wages that they pay to long-term welfare recipients for up to two years. Also expand the' 
Work Opportunity Tax-Credit to include able-bodied adults, ages 18-50, who are subject to the 
time limits for Food Stamps under the Administration's legislative proposal to amend last year's 
welfare reform law . 

IV. SMALL BUSINESS AND FARM ESTATE TAX RELIEF (S0.7 billion) 

To address cash-flow problems that may arise upon the death of a farmer or small business 

owner, increase the amount of property eligible for a favorable interest rate on deferred estate tax 

from $1 million to $2.5'million, and/eliminate distinctions based on form of ownership. 


V. 	 OTHERINITIATIVES 


• 	 Extend for one year expiring tax provisions (R&E credit, Work Opportunity Tax Credit, 
contributions of appreciated stock to private foundations, and orphan drug tax credit) 
($2.7 billion) 

• 	 Ensure that disabled persons are fairly treated when filing for tax refunds by modifying 
the statutes of limitations ($0.05 billion) 

• 	 Provide District of Columbia tax incentives to encourage employment of D.C. residents 
and to revitalize distressed areas ($0.26 billion) 

.' 	 . Provide a more efficient and effective tax incentive for the economic development of 
Puerto Rico ($.417 billion) 

• . 	 Allow FSC software benefits for computer software licenses ($0.560 billion) , 

• *All estimates are OMB estimates for the period FY 1997-2002 
February 1, 1997 



•• ELIMINATING UNNECESSARY SUBSIDiES TO CORPORATIONS AND 
BROADENING THE BUSINESS TAX BASE 

• The President's budget, in addition to entitlement and discretionary savings, will 
. propose approximately $40 billion of business tax base broadeners, tax loophole 
closers and tax compliance measures for flscal years 1997 to 2002. 

At a time when we are trying to balance the' budget while protecting 
priorities like Medicare, Medicaid, education and the environment, the 
President believes we should also be closing loopholes and special interest 
provisions. 

• 	 I~ contrast to others who talk about eliminating unnecessary subsidies in the tax 
system but provide no specifics, the President is making a series of specific and 
sensible proposals. . 

"The Corporate Subsidy Reform Commission," as proposed in 
legislation sponsored by Senators McCain and Feingold, offers no specific 
recommendations in the bill. . 

• 
The newly formed coalition, "Stop Corporate ,?"elfare," which includes 
House Budget Committee Chairman John Kasich, did not propose to close 
any specific corporate tax. loopholes.' . 

Last year's Republican-passed Budget Resolution conference report did 
not reference specific loophole closers, even in report language .. 

• 	 The President's base broadeners, tax loophole closers and tax compliance measures 
include: 

Cutting corporate subsidies, for example, by repealing percentage 
....depletion for non-fuel minerals mined on Federal lands leased at ... 

minuscule rents Wlder the anachronistic 1872 mining laws. 

Modernizing the tax. code to keep up with changes in the financial 
markets, such as evolving strategies for manipulating debt and 
equity distinctions for tax advantage. 

Preventing abuse by financial manipulations, such as, "shorting against the 
box"and the similar strategies such as equity swaps, that are designed to 
eliminate the risk of loss and opportWlity for gain with respect to a 
security without realization of any gain for taX purposes . 

• Closing corporate loopholes, for example, by eliminating tax-free sales of 
subsidiaries through spinoffs, and by reforming inventory methods that 
understate income to reduce tax liability. 



• Note: The budget also proposes extension of various excise taxes (or their 
equivalent) dedicated to Trust Funds, which were allowed to lapse when 
no legislation was passed to extend them. These are not new revenue 
raisers in the same sense as the proposals described above. Because they 
were allowed to elapse, under the rules of the Budget Enforcement Act, 
they are technically scored as revenue increases. The principal extender in 
this category, the excise tax supporting the Airport and the Airways Trust 
Fun9, was extended in the Republican-passed Balanced Budget 
Amendment. 

• 

..... ,... 

• 
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CLINTON ADMINISTRATION 
HIGHER EDUCATIONINITIATIVES 

~~~~ 
Pell Grant Largest increase in two decades $1.7 billion more than Over 3.6 million students now eligible 

Increase and from $2700 to $3000. Combined the FY97 appropriation . will receive an increase up to $300. This 
Expansion with the FY97 increase, the - a 25% increase in aid. increase wmalso make an additional 

scholarship has increaSed $530  130,000 families eligible for the grant. 
from $2,470 in FY 96 . 

. Pel/Grant Incr~es eligibility so any student S3.9 billion over five An additional 218,000 low-income 
Expansion for from a low-income family can receiv( years. students generally aged 24 or over will bt 

Older, Low- . a Pell Grant. newly eligible for Pelt Grants. 891,000 
Income Students students will receive an average increase of 

overS800. 

CUI in Student Cuts loan fees from 4% to 2% on S2.6 billion over five Loan fees wi II be cut in half for 4 million 
Loan Fees need-based Stafford loans - and to years. low- and middle-income students, and by 

'" 3% on other loans for students and a quarter for 2.5 million other loans. 
parents. --

Hope Up to S1500 per-student tax credit S18.6 billion from 1997 Expected to help 4.2 million middle-
Scholarship Tax for tuition in student's first year and 2002. income students in 1998. 

Credits another S 1500 in the second year if , 
student earns at least a B average. 

, 

$10,000 Tax Phases up to a S 1 0,000 maximum S17.6 billion from 1997 Expected to help 8; 1 million middle
,ductionfor deduction Also available for training. 2002: income students in 1998. 

Higher . 
Education and 

Training 

Tax-Free Families with incomes up to Education specific Combined with tax deduction, the IRA 
Education S 1 00,000 would be eligible for· IRAs, estimates not available. savings for higher education for middle-
Savings and could make penalty-free inoome families will never be taxed .. Wit 

withdrawals for higher education. make over 20 million families eligible fOI 
such a benefit. 

Community President has called on colleges to S240 million increase 1 million College Work~Study slots by 
Service: Work commit half ofthe increased funding over FY96; S120 million the year 2000, including 100,000, :

Study for work study to support community for work-study : reading tutors. 
service jobs. community service in 

FY98 

v Community The President's budget provides tax SIS million between Not available. 
Service: Loan relief for community service loan 1997-2002. 
Forgiveness forgiveness. 

Presidential One-year, $1,000 scholarships for the $132 million in FY98. Benefits 132,000 students who graduate 
Honors. top 5% of all high school graduates in from high school next year. 

Scliolarsh ips the country. - . -
Educational Extends tax exclusion from $2.4 billion between Benefits 1.7 million employees a: year. 

/«ance/rom employer.provided education 1997-200 I. 
ployers assistance through 2000, for both 

undergraduate & graduate education. 
Also provides a tax credit to 
encourage small businesses to offer 

! 
educational assistance to employees. 

! , I 
I 



• HOPE and Opportunity: 
Making college affordable for all Americans 

More than ever, today's employers look for job applicants with more than a high school 
diploma. Since the.success of the post-World War II GI Bill, the Federal Government has 
expanded college aid, making it possible for'more Americans to attend college. But for too 
many, the financial strains are still severe~ The President"s HOPE and Opportunity plan 
ensures that th~se barriers to higher education continue to fall for aUAmericans. 

What's new in the plan being announced today? 
Largest Pell Grant increase in 20 ·years - a funding boost of 25%.. 
Nearly $4 billion in new help for Older Students over five years. 
Student loan fees slashed and interest rates reduced. 
Community service loan forgiveness excluded from taxation. _ 
New details and changes in the HOPE Scholarship tax credit and the 
$10,000 tax deduction. 

Extend tax benefits for educational assistance from employers, and 

provide new tax incentive for small businesses to provide assistance. 


• 	 Pell Grant increase and expansion 

• 	 Largest increase in two decades: $300 boost in the Pell Grant maximum, for a 
$3,000 maximum award. Since FY 1996, the maximum award will increase $530, 
or 21 percent. 

• 	 A 25 percent funding increase over last year - $1.7 billion more than the FY 1997 
appropriation. 

.....• 	 3.6 million students now eligible will receive an increase ofup to $300. The increase ... 
will make 130,000 more moderate-income families eligible: for the grant; 

• 	 Older student provision will make Pell Grants available to additional 218,000 low
income students generally aged 24 or over, at a cost of $3.9 billion over five years. 

• 	 After these changes, the number of Pell Grant recipients will exceed 4 million. 

Pell Grants are the foundation of student aid for low- and moderate-income families. 

Increasing the maximum award to $3,000 provides more aid to currently eligible students, 


-_ and makes an additional 130,000 students eligible for the grants. In addition, the budget 

would increase the eligibility of older, low-income students. With this change, any student 

from a low-income family can receive a Pell Grant, eliminating the need for the HOPE 


.• tuition tax credit to be refundable (Le.. available to those without tax liability). Poor 




• students - those who have little or no tax liability - benefit more from the Pell Grant 
program than they would from HOPE, because of the higher award level and its availability 
for all four years of undergraduate education. . 

Cut student loan. fees and interest 

• Borrower~aid loan fees cut in half for 4 million low~ a:nd middle-income stUdents; 
. and by a quarter for 2.5 million other loans to student and parent borrowers. 

• 	 $2.6 billion in borrower savings over five years produced 'by the fee cut alone. 

• . Interest rate during in-school period cut for 2 million students. 

Before 1993, borrowers lost up to 8 percent of their student loans in required f~es before 
the money ever reached them. In 1993, the President's aggressive studentioan reforms 
spurred a 50 percent cut in allowable fees that has already saved families nearty $2 billion. 
The 1998 budget proposes - for both the Direct and guaranteed loan programs - to cUt . 
loan fees from 4 percent to just 2 percent on need-based Stafford loans,and to 3 percent' 
on other loans for students and parents. 	 . 

• The Cpngressional Budget Office and other analysts have noted that lender costs during 
the in-school periOd - when students are' not required to make payments on their loans 
are very low. The budget reduces the interest rate during that period by one percentage 
point. 

HOPE Scholarship tax credits... 

• 	 Up to $1,500 per-student tuition credit for course work beginning on or after July 1 ... 
of this year. . ....... 

• 	 Non-refundable. 

• 	 Credit can be claimed in 2 taxable, years. 

• 	 Credit can be claimed for any students who have not finished 13th and 14th years 
of education. 

• 	 The tax credit is expected to help 4.2 million stUdents (1.998), and would save 
families $18.6 billion from 1997-2002 . 

• 	 2 



• The tax credit is available for students enrolled on at least a half~time basis during the first 
two years of postsecondary education. The credit may be claimed in no more than 2 
taxable years. To receive the credit for the second time, the student must have at least a 
B~ grade point average in course work completed before that year. Federal grants (but not 
loans or work-study) would reduce the allowable tax credit. No credit would be available 
for any student convicted of a drug-related f~lony. Refundability was eliminated because 
the needs of the poorest students are better addressed in the Pel! Grant program 
discussed abovp., (the proposed changes in Pell Grants' for older students, described 
c.;)ove, cost the same as refundability would have Cost over five years), 

The credit would be phased out for taxpayers filing a joint return with adjusted gross 
income between $80,000 and 100,000. For single and head-of-household retu.ms, the 
credit would be phased out between $50,000 and 70,000. (The phase-out ranges and the 
amount of the credit would be indexed). 

Tax deduction for higher education and training 

• 	 $10,000 maximum deduction . 

• 
• Available for job training and re-training,in addition to traditional highereducation~ 

• 	 Deduction is "above the line" --available even if the taxpayer does not itemize . 

• 	 Expected to help 8.1 million students (1998), and would save families $17.6 billion 
in taxes between 1997-2002. 

The deduction could be claimed for out-of-pocket tuition and fees paid for any student 
enrolled at least half-time in a degree or certificate program at an eligible school beyond 
high school, including graduate school. In addition, the deduction would be available for 
the cost of training- whether or not it leads to a degree - that helps the student, older 
worker, or job-seeker improve or acquire job skills. A student in the first two years of 
postsecondary education could choose either the credit or the deduction, but not both. The 
deduction phases in, beginning. with a $5,000 maximum per-family for course work 
beginning on or after July 1, 1997, and increasing to a $10,000 maximum deduction 
beginning in 1999. The deduction would be phased out at the same income levels as the 
credit. 

• 	 3 



• Tax-free Education Savings 

• Families with incomes up to $100,000 would be eligible for IRAs, and could make 
penalty-free withdrawals for higher education. 

• 	 Combined with tax deduction (abovB), the IRA savings for higher education for 
middle-income families would be never be taxed. 

The President's budget would allow Individual Retirement Accounts to be used for 
postsecondary education expenses free from early withdrawal tax penalties, and would 
make over 20 million families eligible to make tax-deductible IRA contributions. Currently, 
if an individual (or spouse) already participates in an employer's retirement plan, eligibility 
is phased out for taxpayers filing a joint return with adjusted gross income between 
$40,000 and $50,000 (between $25,000 and $35,000 for single taxpayers). The proposal 
would expand the phase-out ranges for 1997 through 1999 to $70,000 to $90,0_00 for joint 
filers ($45,000 to $65,000 for single). Beginning in 2000, the phase-out rangewould match 
the ranges described for the higher education tax credit. The budget would also create a 
special IRA that could be used to save for education and other needs, subject to the same , . 
income limits. 

• Community Service: W~rk-Study and loan forgiveness 

• Budget funds 1 million College Work-Study slots by the year 2000. 

• Incentives to reach the goal of 100,000 work-study reading tutors by 1999. 

Tax-free loan cancellation for public service. " 

The College Work-Study program provides students with additional aid through subsidized 
jobs. The President has called on colleges to commit half of the increased funding since 
FY 1996, $120 million for FY 1998, to supporting community service jobs. The Secretary 
of Education recently waived the institution's required portion ofthe awards for students 
that participate as reading tutors - part ofAmerica's Reading Challenge, helping to ensure 
that every child can read independently and well by the end of third grade. The budget's 
three percent increase over 1997 continues the President's commitment to raise the 
number of Work -Study recipients to a million by the year 2000, and 100,000 reading tutors 
by 1999. . 

• 
Under current law, a charity or private educational institutions that forgives a loan as part 

-. of a program that enables graduates working in certain professions (such as rural medicine 
or teaching) to payoff their student loans through community service must report the loan 

4 
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• forgiveness as income to the graduate. The budget would exclude the loan forgiveness 
from income. 

Presidential Honors Scholarships 

• 	 One-year,$1,OOO scholarships for a{least 132,000 students constituting 
the top fi~e-percent of all high school graduates in the country. 

• 	 The budget provides $132 million in FY 1'998. 

The President proposes an achievement-based scholarship program, rewarding the best 
and the brightest of high school students. It would grant '$1 ,000 honors awards to the top 
five percent of graduating students in every secondary school in the Nation, making clear 
the Federal government's commitment to academic excellence .. 

Educational assistance from employers 

• 	 Extend tax exclusion for employer:.provided education assistance (Section 127) 
through the year 2000, for both undergraduate and graduate education . 

• • Tax credit to enCourage small businesses to offer educational assistance to . 
employees. . 

• 	 Benefit 1.7 million employees a year. 

The current exclusion from an employee's income of up to $5,250 per year of 
postsecondary educational assistance provided by an employer expires this year, and 
expired for graduate...;level assistance last year. The President would extend the ".
exclusion, and reinstate the graduate-level component, through the year 2000. In 
addition, for 1998-2000, small businesses would be given a new incentive to provide' 
educational assistance to their employees through a ten-percent'tax erect,it for amounts 
paid under an employer-provided educational assistance program for education 
provided by a third party . 

• 	 5 



• 

HIGHLIGHTS OF THE PRESIDENT'S MEDICARE ,REFORM PACKAGE 


Medicare Savings 
,; 

Medicare Trust Fund 

Beneficiary Provisions 

• 

Approximately $100 billion over-5 years; $138 billion over 6 
years. 

Extends the solvency of the Trust Fund to 2007 through a 
combination of scorable savings and programmatic and 
'structural changes. ' 

Extends current law that sets Part B premium at 25% of , 
program costs. This policy achieves $10 billion in savings 
over 5 years. The Part B premium would go below this 
percentage without this change after 1998; the expenditures, 
associated with the reallocation of some home health 
expenditures are excluded from this calculation . 

Invests in preventive health care to improve seniors' health 
status and reduce the incidence and costs of disease. The plan 
covers colorectal screening, diabetics management, and 
annual mammograms without copayments, and it increases 
reimbursement rates for certain immunizations to ensure that 
seniors are protected from pneumonia, influenza, and 
hepatitis. 

, , 

....Establishes a new A1zheimer's respite benefit starting in ... 

1998 to assist families of Medicare beneficiaries with 

Alzheimer's and related diseases. 


Buys down excessive outpatient co payments to the 

traditional 20% level. Because of a flaw in reimbursement 

methodology, beneficiaries now in effect contribute a 46% 

copayment. Our policy will prevent further increases in 

copayments and reduce the copayment to 20% by 2007 . 


• 




• Adds Medigap protections (such as new open enrollment 
requirements arid prohibitions against the use of pre-existing 
condition exclusions) to increase the security of Medicare 

.; 

Provider Impact 

Hospitals 

• 

beneficiaries who wish to opt for managed care but fear they 
will be unable to access, the Medigap policy of their choice if 
they decide to return to the fee-for-service plan. (This 
provision is consistent with bipartisan legislation pending 
before Congress.) 

Provides new private plan choices (through new PPO and 
Provider Service Organization choices) for beneficiaries. 

Through a series of traditional savings (reductions in 
hospital updates, capital payments, etc.), achieves about 
$33 billion in savings over 5 years. 

Establishes new provider service organization (PSOs), 
which will allow hospitals (and other providers) to establish 
their own health care plans to compete with current Medicare 
HMOs. 

Establishes a new pool of funding, about $11 billion over 5 
years for direct payment to academic health centers to 
ensure that academic health centers are compensated for 
teaching costs. This is funded- by carving out medical 
education and disproportionate share (DSH) payments from 
the current Medicare HMO reimbursement formula. ....... 

• 




• Managed Care Through a series of policy changes, the plan will address the 
flaws in Medicare's current payment methodology for 
managed care. Specifically the refonns will create a national 

.; 

• 

Home Health Care 

. floor to better assure that managed care products can be 
offered in low payment areas, which are predominantly rural 
communities. In addition, the proposal includes a blended 
payment methodology, which combined with the national 
minimum floor. will dramatically reduce geographical 
variations in current payment rates. Medicare will reduce 

. reimbursement to managed care plans by approximately 
$34 billion over 5 years. Savings will come from three 
sources: 

(1) Because HMO payments are updated based on projections 
of national Medicare per-capita growth, when the traditional 
fee-for-service side of the program is reduced, HMO 
payments are reduced. The savings from this is $18 billion 
over five years; 

(2) The elimination of the medical education and DSH 

payments from the HMO reimbursement fonnula. (these 

funds will be paid directly to academic health centers). 

Savings from this proposal are $10 billion over five years; 

and 


(3) A phased-in reduction in HMO payment rates from the 
current 95 % of fee-for-servicepayments to 90%. A number 
of recent studies have validated earlier evidence that Medicare 
significantly overcompensates HMOs. The reduction does not 
start until 2000 and it accounts for a relatively modest $6 
billion in savings over 5 years. 

Saves about $14 billion over 5 years through the transition 
to and establishment of a new prospective payment system . 

• 




• Home Health Expenditure Home health care has become one of the fastest growing 
Reallocation components of the Medicare program, growing at double digit 

rates. Originally designed as a post-acute care service under, 

" 

• Physicians 

Skilled Nursing Facilities 

Fraud and Abuse 

Part A for beneficiaries who had been hospitalized, home, 
health care has increasingly become a chronic care benefit not 
linked to hospitalization. The President's proposal restores 
the original split of home health care payments between Parts 
A and B of Medicare. The first 100 home health visits 
following a 3-day hospitalization would be reimbursed by Pan 
A. All other visits -'- induding those not following a 

hospitalization -- would be reimbursed by Part B. 


, The restoration of the original policy will not count [Oward 
the $100 billion in savings in the President's plan. The policy 
avoids the need for excessive reductions in payments to 
hospitals, physicians, HMOs, and other health care providers 
while helping to extend the solvency of the Part A Trust 

,Fund. , 

See additional provisions under Fraud and Abuse which save 

$1.3 billion over five years . 


Saves about $7 billion over 5 years through, a modification 

of physician updates. This reduction is relatively small 

because Medicare has been relatively effective in constraining 

growth in reimbursement to physicians. ' 


Saves about $7 billion over 5 years through the 

establishment of a prospective payment system. 


Saves about $9 billion over 5 years through a series of 

provisions to combat fraud and abuse in areas such as home 

health care, by requiring insurers to provide information 

about insurance coverage of beneficiaries, and by repealing 

the provisions Congress enacted last year that weaken fraud 

and abuse enforcement'. ' 
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• Structural Reform Brings the Medicare program into the 21st century by: 

(1) Establishing new private health plan options (such as 
PPOs and Provider Service Networks) for the program; 

(2) Establishing annual open enrollment for all Medicare 
.' plans within independent third-party consumer consulting . 

(3) Establishing market-oriented purchasing for Medicare 
including the new prospective payment systems for home 
health care, nursing home care, and outpatient hospital 
services,as well as competitive bidding authority and the use 
of centers of excellence to improve quality and cut back on 
costs; 

• 

(4) Adding new Medigap protections to make it possible 
for beneficiaries to switch back from a managed care plan 
to traditional Medicare without being underwritten by 
insurers for private supplemental insurance coverage. 
This should encourage more beneficiaries to opt for managed 
care because it addresses. the fear that such a choice would 
lock them in forever . 

Rural Health Care 	 The plan will have a very strong package of rural health care 
initiatives, including continuation and improvement of sole . 
community hospital, Medicare dependent hospital, and rural 
referral center protections. the expansion of the Rural Primary 
Care Hospital program that allow for designation of and 
reimbursement to facilities that are not. full-service hospitals, 
and the modification of managed care payments to ensure they 

If' are adequate for rural settings: The rural hospital investment -alone is $1 billion over 5 years. 

Medicar:-e for Workers' The President's budget authorizes a demonstration which 
with Disabilities enables SSDI beneficiaries to return to work without losing 

their health care coverage. Under the demonstration, certain 
( SSDI beneficiaries who return to work would be able to 

maintain their Part A coverage . 

• 




• • 
THE PRESIDENT'S LATEST MEDICARE PROPOSAL 


DEMONSTRATES HIS COMMITMENT TO REAL REFORM AND 

MEETS THE REPUBLICANS HALFWAY. 


.:c.. 

• 


11996 Proposal (April 1996 baseline). Six-year period is FY 1997-FY 2002. (Medicare savings stream as reported in the Senate Budget Resolution 
Report, 5/13/96). 

2 HCFA Actuaries' Estimates. Six-year period is FY 1998-FY 1003. The additional savings come from a range of policy changes, but 
the most notable increase in savings comes from managed care and home health care. 

31996 Proposal (April 1996 baseline). Six-year period is FY 1997-FY2002. (HCBO's Estimates of the President's Budgetary Proposals" in "The 
Economic & Budget Outlook: FY 1997-2002"). 

Republican President's President's 
1996 ' Current '1996 

Proposal l Proposal2 Proposal3 

I 

6-YEAR $158 Billion $138 Billion $116 Billion 
I 

, 
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THE PRESIDENT'S MEDICARE REFORM PACKAGE 


President Clinton is working towards a balanced budget that balances our values and protects our priorities. The 
President has outlined a Medicare reform package that meets our fundamental health care goals and needs. It 

*chieve~ $100 bi.Ilion in real sCOIable savings over 5 years, places no undue burdens on beneficiaries, 
~odermzes and Improves the program, and extends the life of the Medicare Trust Fund to 2007. This plan 

meets Republicans halfway -- and they have responded in a constructive and positive manner. The President 
looks forward to working with both Congressional Democrats and Republicans in a bipartisan process to 
protect Medicare. . 

The President's plan reforms and improves Medicare by: 

• 	 Extending the life of the Medicare Trust Fund to 2007. 

•. 	 Bringing the program into the 21st century by: 
=> Providing more choice by establishing new private health plan options. 
=> Establishing market-orientedpurchasing/or Medicare including new 

prospective payment systems and competitive bidding authority and centers 0/ 
excellence to improve quality and cut back on costs. 

• Adding Medigap protections.to increase the security of Medicare beneficiaries. 

The President's plan explicitly: 	 , . 

• 	 Saves $34 billion by reducing reimbursement to managed care through a phased 
in reduction in HMO payment rates and an indirect reduction in HMO payments 
associated with the traditiopal fee-for-service cuts. 

• 	 Saves $33 billion ~n hospital expenditures through reductions in hospital 
updates, capital payments etc. 

• 	 Saves about $14 billion over 5 years through the transition to and 
establishment of a new prospective payment system and other programmatic 
changes in reimbursement to home health care. 

• 	 Saves about $7 billion over 5 years through the transition to and ...... 
establishment of a new prospective payment system and other programmatic 'fA 

changes in reimbursement to nursing home facilities. 

, • 	 Saves about $7 billion over 5 years through a modification of physician 
updates. 

• 	 Saves about $9 billion over 5 years through new provisions to combat fraud 
and abuse. 

• 	 Saves about $10 billion over 5 years by extending current law that sets the 
Part B premium at 250/0 of program costs. ' 

Invests $15 billion over 5 years in preventive health care to improve seniors'• • 
health status, in establishing a new Alzheimer's respite benefit starting in 
1998 and in buying down excessive outpatient co payments to the traditional 
20% level. 
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.The President's FY 1998 Budget 

Medicare Savings and Investment Proposals 


FY 1998 - FY 2002, Total Savings = $100 billi~n 
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The President's FY 1998 Budget: Medicare Savings and Investment Proposals 
(FY, $'s In billions, positive numbers are savings, negative numbers are costs, sums may not add due to rounding) 
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• TOTAL PART A 

1998 1999 2000 2001 2002 98-02 
PART A PROPOSALS 

Managed Care, 1.2 3.2 6.5 8.3 9.9 29.2 

Hospitals 2.7 3.3 4.6 5.9 8.0 24.5 

Reduce Hospital PPS Update 0.7 1.4 2.2 3.1 4.0 11.4 
Extend PPS Capital Reduction 1.2 1.2 1.3 ' 1.3 1.4 6.4 
Reduce PPS-Exempt Update wI Rebasing 0.3 0.4 0.6 0.8 1.0 3.2 

, Reduce,PPS-Exempt Capital Payments 0.1 0.2 0.2 0.2 0.2 0.8 
Reform Base Puerto Rico Payment 0.0 0.0 0.0 0.0 0.0 -0.1 
Moratorium on Long-Term Care Hospitals 0.0 0.0 0.1 0.1 0.1 0.4 
Expand Centers of Excellence 0.0 0:1 0.1 0.1 0.1 0.2 
Lower IME 0.2 0.4 0.7 0.9 2.0 4.2 
GME Reform 0.2 0.4 0.7 0.9 1.2 3.4 
Eliminate Add-Ons for Outliers '0.5 0.5 0.5 0.6 0.6 2.6 
PPS Redefined Discharges 0.7 0.8 0.8 0.9 1.0 4.1 
SCH Rebasing -0.1 -0.1 -0.1 -0.1 -0.1 -0.6 
RPCH expansion 0.0 0.0 0.0 0.0 0.0, -0.1 
,Medicare dependent hospitals 0.0 ' 0.0 '-0.1 0.0 0.0 -0.1 
Remove GME, IME, and DSH from AAPCC -1.1 -1.9 -2.1 -2.6 -3.0 -10.7 
Interactions Among Hospital Proposals 0.0 0.0 -O~1 -0.2 -0.4 -0.7 

Home Health 1.1 1.6 3.3 3.7 4.2 
\ 

13.7 

HH Freeze Extension , 0.1 0.3 0.3 0.3 0.3 1.3 
HHlnterim System 0.9 1.3 1.5 1.8 2.1 7.7 
HHPPS " 0.0 0.0 1.5 1.6 1:7 4.7 

Fraud and Abuse 0.1 0.9 2.0 1.5 1.7 6.2 

Clarify and Enhance MSP Authority 0.1 0.2 0.2 0.3 0.3 1.0 
Extend Expiring MSP Provisions 0.0 0.7 0.9 1.1 1.3 4.0 
Repeal Objectionable Provisions 0.0 0.0 0.1 0.1 0.1 0.2 
Pay Home Health on Location of Servi~ 0.1 0.1 0.1 0.1 0.1 0.4 
Require SNF Consolidated Billing -0.1 -0.1 -0.1 -0.1 -0.1 -0.3 
Eliminate Home Health PIP 0.0 0.0 0.8 0.1 0.1 . 1.0 

Skilled Nursing Facilities 0.0 1.0 1.8 2.1 2.1 7.1 

Extend Savings from OBRA 93 Freeze 0.0 0.2 0.3 0.4 0.4 1.3 
Establish SNF PPS 0.0 0.9 1.5 1.7 1.7 5.8 

Beneficiary Investments -0.3 
, . 

-0.4 -0.6 -0.7 ' -0.8 -2.7 

Colorectal Screening -0.1 -0.2 -0.2 -0.3 -0.3 -1.1 
. HI Premium Free Working Disabled 

."'<~ 
' ' .. 0.0 0.0 0.0 0:0 0.0 -0.1 

,Part A Premium Offset -0.2 -0.2 -0.3 -0.4 -0.4 -1.5 

4.8 9.6 17.7 20.8 25.0 77.9 



The President's FY 1998 Budget: Medicare Savings and Investment Proposals 
(FY, $'s in billions, positive numbers are savings, negative numberS are costs, sums may not add due to rounding) 

• PART B PROPOSALS 

• 


• 


1998 1999 2000 2001 2002 98-02 

Managed Care -0.1 0.2 1.1 1.5 1.8 4.5 

Hospitals 0.0 1.8 1.8 2.1 2.5 8.2 

Outpatient PPS . 0.0 1.8 1.8 2.1 2.5 8.1 
Outpatient GME Reform 0.0 0.0 0.0 0.0 0.0 0.0 
Expand Centers of. Excellence 0.0 0.0 0.0 0.0 0.0 0.1 

., 

Physicians and Other Practitioners 0.2 0.8 1.6. 2.1 2.6 7.2 
I 

Single Conversion Factor, Reform Update 0.1 0.7 1.2 1.5 1.8 5.3 
Single Fee For Surgery 0.0 0.1 0.1 O~1 0.1 0.4 
Incentives for In-hospital MD Services 0.0 0.0 0.3 0.5 0.7 1.5 
. Direct Payment to PA, NP, CNS -0.1 -0.1 -0.1 -0.1 -0.2 -0.6 
Pay Acquisition Cost for Drugs 0.1 0.2 0.2 0.2 0.2 0.8 
'Increase Access to Chiropractors 0.0 0.0 0.0 -0.1 -0.1 -0.2 
Interaction among Physician Proposals 0.0 0.0 0.0 0.0 0.0 -0.1 

Fraud and Abuse 0.1 0.5 0.6 0.7 0.9 2.9 

Clarify and Enhance MSP Authority 0.1 0.1 0.1 0.2 0.2 0.6 
Expiring MSP Provisions 0.0 0.3 0.4 0.5 0.6 1.9 
Require SNF Consolidated Billing 0.1 . 0.1 0.1 0.1 0.1 0.3 
Repeal Objectionable Provisions 0.0 0.0 0.0 0.0 0.0 0.1 

'I' 

Other Providers 0.0 0.0 0.1 0.6 1.0 1.8 

Competitive Bidding 0.0 0.0 0.0 0.5 0.8 1.4 
Reduce ASC update 0.0 0.0 0.1 0.1 0.1 0.3 
Reform Lab Payments 0.0 0.0 0.0 0.0 0.0 0.1 

Part B Premium 0.0 0.7 1.8 3.0 4.7 102 

Extend 25% Premium Beyond 1998 0.0 1.0 2.5 4.1 5.9 13.6 
Prtemium Offset 0.0 -0.3 -0.7 -1.1 -1.2 -3.4 

Beneficiary Investments -0.8 -2.2 -2.4 -3.1 -3.9 -12.4 

Waive Mammography Costsharing 0.0 -0.1 -0.1 -0.1 -0.1 -0.3 
Annual Mammogram 0.0 -0.1 -0.1 -0.1 -0.1 -0.4 
Respite Care -0.4 -0.4 -0.4 -0.4 -0.4 -1.8 
Colorectal Screening 0.0 -0.1 -0.1 -0.2 -0.2 -0.7 
Diabetic Screening -0;2 -0.3 -0.3 -0.3 -0.3 -1.5 
Blood Glucose Monitor Strips 0.0 0.0 0.0 0.0 0.0 0.1 

. HI Premium Free Working Disabled 0.0 0.0 0.0 0.0 0.0 0.0 
Preventive Injections 0.0 -0.1 -0.1 -0.1 -0.1 -0.4 
Actuarially Determined Premium Surcharge -0.1 -0.2 -0.2 -0.2 -0.2 -0.8 
Appropriate Outpatient Coinsurance 0.0 -1.1 -1.3 -1.8 -2.6 -6.8 

TOTALPARTB -0.5 1:8 4.5 7.0 9.5 22.3 

NET SAVINGS FROM TOTAL PACKAGE 4.3 11.4 22.2 27.8 .34.6 100.2 



• THE PRESIDENT'S FY 1998 BUDGET 

MEDICARE SAVINGS AND INVESTMENT PROPOSALS 

The President's plan achieves $100 billion in net Medicare savings over five years by . 
making a variety of reforms to the program and extends the life of the Pa!1 A Trust Fund 
to 2007. 

MANAGED CARE 

The President's plan includes $34 billion in managed care savings over five years. In 
addition to the savings components of the poliCY, there are several other proposals that address. 
inequities in the current payment methodology and introduce important structural changes in the 
adn1inistration of the program. " 

• 

• Address the Wide Geographic Disparity in Managed Care Payment Rates. Certain areas 
of the country receive much higher managed care payment rates than others. This . 
proposal would raise payment levels for current low-payment counties, potentially 
encouraging managed care plans to enter new markets and thus providing more. 
beneficiaries with a choice of plans. It also would limit payments for counties whose 
rates have been inflated by high service utilization "in the fee-for-service sector. This 
proposal is budget neutral; i.e., by limiting payments for certain higher-payment areas, 
funds can be redirected to lower-payment areas. 

• 	 Indirect Savings from Fee-For-Service Reductions. The majority ofmanaged care 
savings, about $18 billion over five years, are an indirect effect of reductions in fee- . 
for-service spending. Because increases in managed care payments are based upon the 
growth in fee-for-service payments, reductions in fee-for-service payments also produce 
managed care savings. In the last two years Medicare managed care payments have 
increased by about 13 percent, while private sector managed care payments have 
remained relatively flat. 

• 	 Carve Out GME. IME and DSH Payments From Managed Care Rates. These payments 
would be distributed directly to teaching and disproportionate share hospitals for 
managed care enrollees and to academic medical centers and managed care plans that rwi . 
their own residency programs. This proposal reduces payments by about $10 billion 
over five years. 

• 
• Reduce Medicare Reimbursement to Managed Care Plans From Its Current Rate of 95 

Percent ofFee-For-Service Rates to 90 Percent Beginning in 2000. This proposal 
responds. to· substantial evidence that Medicare overpays managed care plans as a result of 
"favorable selection." The delay in the effective date of this provision is intended to 
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• provide health plans the opportunity to prepare for the new methodology. This proposal 
achieves about $6 billion in savings over five years. 

• 	 Consumer Information. Medigap Reforms and Increased Choice. Because many 
beneficiaries are unaware of their current options and would like greater choice among 
plans, the Administration proposes to increase managed care options, improve beneficiary 
awareness of the options, and improve ac<;ess to Medigap coverage. First, the budget 
proposes t6 allow provider-sponsored orgaruzations and preferred provider organizations 
that meet certain standards to participate as Medicare managed care plans. Second, the ' 
budget proposes to distribute comparative iriIonnation on plan options to beneficiaries, 
ensuring that all are aware of the advantages and additional benefits that many managed 
care plans offer .. Third, the budget guarantees that beneficiaries have the opportunity to 
enroll in cOlnmunity-rated Medigap plans annually without being subject to pre-existing 
condition exclusions. This provision would ensure that beneficiaries who try managed 

. care, and are dissatisfied, can retUrn to the Medigap plan of their choice; These policies 
are expected to increase enrollment in Medicare managed care plans. 

HOSPITALS 

The President's plan achieves $33 billion in hospital savings over five years . 

• • Reduce Annual Updates to Hospitals. This policy would reduce the annual update by 1.0 
percent for PPS hospitals for each year from 1998-2002 (achieving about $11 billion in 
savings over five years). Similarly, the market basket for hospitals that are exempt from 
Medicare's hospital prospective payment system (Le., psychiatric, rehabilitation, long
tenn care, cancer, and children's hospitals) would be reduced by 1.5 percentage points for 
each year from 1998-2002 (achieving about $3 billion in savings over five years). The 
larger reduction in the PPS-exempt update is needed to bring the projected double-digit 
growth in payments to PPS-exempt facilities under control. . 

Under current law, inpatient hospital prospective payment rates are updated annually by a 
"market basket index" that reflects inflation in the prices ofoperating an inpatient facility.' 
An update of less than the full market basket is given to reflect anticipated productivity 
gains and provide an incentive for hospitals to increase efficiency. For 1998, a hospital 
paid under the prospective payment system would receive about a 1.8 percent increase 
rather than the projected increase in the market basket of2.8 percent. 

• 	 Reduce Hospital Capital Payments. Hospitals receive payments for their capital-related 
costs (e.g., construction, maintenance) based on the number of Medicare patients they 
treat. This proposal would reduce the 1998 hospital capital payment rate by 15.7percent. 
In effect, this proposal permanently captures the savings from the OBRA 1990 capital 

• 
provision, which limited payments for capital under PPS to 90 percent of what they 
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• would have been under a reasonable cost system. This proposal achieves about $6 
billion in savings over five years. 

In addition, this proposal would pay 85 percent ofcapital costs for PPS-exempt hospitals 
and units for FY 1998-2002,· resulting in about $0.8 billion in savings over five years. 

• 	 Redefine Hospital "Transfer." Currently,hospitals that move patients to PPS-exempt 
facjlities aild SNFs "discharge" the patient and receive a full DRG payment. This policy 
overpays hospitals and contributes to higher post~acute expenditure growth rates because 
these sites end up caring for more acutely iUpatients. Under this proposal, moving a 
patient would be considered a hospital ''transfer'' rather than a discharge and payment 
would be on a per diem basis, not the DRG. This proposal achieves about $4 billion in 
savings over five years. 

• 	 Rural Health Provisions. The President's plan invests about $0.8 billion over five 
years to safeguard access to health care for rural beneficiaries. It: (1) extends the 
Rural Referral Center program; (2) improves the Sole Community Hospital program; (3) 
expands the Rural Primary. Care Hospital program; and (4) extends the Medicare 
Dependent Hospitals program. 

• 

Give Hospitals Equal Subsidies for Teaching and "Disproportionate Sbare Hospital" 

(DSH) Costs for Medicare Fee-for:Service reFS) and Managed Care Beneficiaries. This . 

proposal would give teaching and DSH hospitals additional payments, outside of their. 

negotiated rates, when they treat Medicare beneficiaries in managed care plans. 
Currently, Medicare gives special payment adjustments to hospitals that run graduate 
medical education programs and/or serve a disproportionate share of low-income persons. 
These subsidies are only available when a hospital treats a Medicare FFS beneficiary. 
The President's plan would redirect the money for teaching and DSH that is being 
removed from managed care payments and pay it directly to eligible hospitals that 
provide services to Medicare managed care enrollees. Moreover, Medicare managed care 
plans that run their own teaching programs would also be eligible for payments to cover 
teaching costs. This proposal returns about $11 billion over five years to hospitals 
and eligible Medicare managed care plans. 

• 	 Graduate Medical Education Payments. Medicare pays teaching hospitals for a share of 
the direct and indirect costs they incur inproviding graduate medical education. Direct 
graduate medical education (GME) payments are based on a hospital's per resident costs 
(i.e., resident salaries and fiingebenefits, overhead costs) and the number offull-time 
equivalent residents the hospital employs. The indirect costs are reimbursed through the 
indirect medical education (IME) adjustment to Medicare's hospital payments. The 
graduate medical education proposals save about $8 billion over five years. These 

• 
proposals would make the following changes in Medicare's graduate medical education 
payments: 
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• Graduate Medical Education Refonn. This proposal actually contains three 
individual proposals, including two program expansions. The three proposals 
would: (1) cap the total number and the number ofnon-primary care residency 
positions reimbursed under Medicare at the current level; (2) count work in non
hospital settings for lME; and (3) allow GME payments to non-hospitals (e.g., 
Federally Qualified Health Centers) for primary care residents in those settings, 
wh~n a hospital is not paying for the resident's salary in that setting. Most experts 
agiee that the current GME and IME payment methodologies are flawed because 
they provide incentives to hospitals to increase their numbers ofresidents and to 
focus on specialty training at the expense ofprimary care training. This proposal 
is designed to slow the growth in Medicare spending on graduate medical 
education while encouraging more primary care training. . 

• 

Reduce IME Adjustment to 5.5 Percent. Through the lME adjustment, Medicare 
recognizes the higher indirect costs that teaching hospitals incur in running a 
teaching program (e.g., additional tests and'procedures that residents may order as 
part of their training). Currently, the IME adjustment is based on a teaching 
hospital's ratio of interns and residents to beds (lRB), with payments increasing 
by about 7.7 percent for each 10 percent increase in a hospital's IRB. ProPAC 
recommends initially reducing the adjustment to 7 percent. However, ProPAC's 
research indicates that an 1MB adjustment of4.1 percent corresponds more closely 
to the actual relationship b~tween teaching intensity and costs. This proposal 
would reduce the 1MB adjustment to 7.4 percent in FY 1998, 7.1 percent in FY 
1999,6.8 percent in FY 2000,6.6 percent in FY 2001, and 5.5percent in FY 2002 
and thereafter. 

• 	 Hospital Outpatient Departments (OPDs). Spending for OPD services is projected to 
nearly double between FY 1997 and FY 2002, from $18 billion to $31 billion. These 
services are still paid in part on the basis ofa hospital's reported costs. The President's 
plan would move to a prospective payment system for these services effective January 1, 
1999. Rates would initially be established so that total payments to hospitals for OPD 
services would be equal to projected FY 1999 hospital revenue (made up ofMedicare's 
payments and beneficiary coinsurance payments), less savings from eliminating a flaw in 
the current payment methodology and assuming extension of certain policies set to expire 
at the end of 1998. These proposals achieve about $8 billion in savings over five 
years. 

• 	 Expand "Centers ofExcellence" Demonstration. Currently, HCFA is conducting a 
demonstration that pays 10 facilities, considered "centers of excellence," a flat fee to 
provide cataract or coronary artery bypass graft (CABG) surgery. The facilities were 
selected on the basis of their outstanding experience, outcomes, and efficiency in 

• perfonning these procedures. This proposal would expand centers ofexcellence 
demonstrations to all urban areas by allowing Medicare to pay select facilities a single 
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• rate for all services associated with CABG surgery or other heart procedures, knee 
surgery, hip replacement surgery, and other procedures that the HHS Secretary. 
determines appropriate. This approach gives facilities incentives to provide high quality 
care more efficiently. Beneficiaries would not be required to receive services at these 
centers. This proposal achieves about $0.3 billion in savings over five years. 

• Other Proposals that Achieve Net Sayinf:s of about $3 billion oyer five years • 

Make new long-term care hospitals subject to the prospective payment system. 
Eliminate increased lME and DSH payments that are attributable to so-called 
"outlier payments," but allow hospitals to count lME and DSH as part ofcosts 
that trigger outlier payments, effective'FY 1998. 
Adjust the Puerto Rico payment rate to more appropriately reflect the costs of 

. providing hospital care. 	 . 

HOME HEALTH AGENCIES 

• 
The President's plan achieves about $14 billion in home health savings over five years. 
Home health care is one ofthe fastest growing areas ofMedicare expenditures, with a projected 
average annual growth rate of 10.6 percent over the period FY 1997-2002. This high growth is 
driven primarily by increased volume. The average number ofhome health visits per user 
increased by over 40 percent between FY)992 and FY 1997, rising from 52 visits per user to 74 
visits per user. The average payment per visit lias also increased, rising from $57 per visit in FY 
1992 to an estimated $68 per visit bY'FY 1997. There is widespread consensus that the high rate 

.ofgrowth in home health expenditures needs to be addressed. These proposals would reform the 
home health payment methodology by making the following changes: 

• 	 Reform Home Health Payment. Medicare reimburses home health agencies on a cost 
basis, subject to limits. However~ Medicare's retrospective reimbursement rates often 
contribute to increased expenditures by failing to control volume. This proposal would 
constrain growth in expenditures through lower cost limits.over the short run and 
implement a prospective payment system (PPS) for an appropriate unit ofservice for 
home health in 1999. Budget-neutral rates under the PPS would be calculated after 
reducing expenditures that exist on the last day prior to implementation by 15 percent. 

Prior to PPS, this proposal would implement an interim payment system to help reduce 
.home health costs and control volume. Beginning in FY 1998, home health agencies 
would be paid the lesser of: (1) the actual costs (defmed as Medicare allowable costs 
paid oua reasonable cost basis); (2) the per visit cost limits (which would be. based on 
105 percent ofnational median costs); or (3) a new agency-specific per beneficiary 
annual limit calculated from 1994 reasonable costs. 
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• Reallocate Financing of Part of the Home Health Benefit to Part B. This proposal -
divides the financing of the Medicare home health benefit between Part A and Part B -
without imposing any additional beneficiary cost sharing. Under this proposal, effective 
in FY 1998, the first 100 visits following a three-day hospital stay would be reimbursed 
under Part A. All other visits, including those not following hospitalization, would be 
reimbursed under Part B. (part B visits would not be subject to the Part B coinsurance or 
deductible; this shift also would not affect the Part B premium.) By re-creating a post
hospital h6me health benefit under Part A, this proposal recognizes that Part A covers 
services associated with inpatient hospitalization and that Part B fmances the remaining 
home health services. Re-allocating the horne health benefit in this way also extends the 
solvency of the. Part A Trust Fund. 

• 	 Extend Sayings from OBRA 1993 Home Health Cost Limits Freeze, Medicare pays for 
covered home health services on a cost basis, subject to limits that are updated annually. 
OBRA 1993 eliminated the update for the home health cost limits from July 1, 1994 to 
July 1, 1996. Although this proposal would not extend the freeze, future home health 
payments would be decreased by an amount necessary to recapture these savings as 
though the freeze had been extended. 

FRAUD AND ABUSE 

• The President's plan achieves about $9~billion in fraud and abuse savings over five years. 

-Medicare as Secondary Payer (MSP). Some Medicare beneficiaries have health coverage 
through an employer group health plan, workers' . compensation, or automobile and 

. liability insurance. In these cases, Medicare pays after a beneficiary's primary insurer, 
subject to certain restrictions and conditions. The MSP provisions in the President's plan 
permanently extends three expiring MSP provisions, requires a beneficiary's other 
insurance plan to tell Medicare when that beneficiary is covered and clarifies Medicare's 
authority to recover certain overpayments. These provisions save about $8 billion over 
five years. 

- Close Payment Loopholes; The President's plan proposes to close a number of"payment 
loopholes" that lead to wasteful and abusive spending. 

Require Consolidated Billing for SNEs; Beginning in FY 1998. The HHS Office 
ofInspector General and others have reported that some Part B suppliers bill 
Medicare for supplies that were never delivered to nursing home residents. This 
proposal would require SNFs to bill Medicare for almost all services their 
residents receive, prohibiting payment to any entity other than SNFs for services 
or supplies furnished to Medicare-covered beneficiaries. This proposal will 

• 	
reduce double billing for some supplies and services and reduce beneficiary Part 
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• B copayments for services covered under Part A. These two proposals would 
cost about $0.04 billion over five years. 

Base Home. Health Payments on Location ofSeryiceDelivery. Home health 
agencies (HHAs) are often established with a home office in an urban area and 
branches in rural areas. When HHAs bill Medicare, payment is based on the 
higher wage rate for the urban area, even though the serVice delivery occurred in a 
.lllIill area. Under this proposal, payments would be based on the location where 
the services are rendered, not where the services are billed, beginning January 1, 
1998. This proposal achieves about $0.4 billion in savings over five years. 

• 

Eliminate Periodic Interim Payments (PIP) for Home Health. PIP was established 
to help simplify cash flow for new home health providers by paying them a set 
amount on a bi-weekly basis. Then, at the end of the year, PIP is reconciled with 
actual expenditures. But, with about 100 new HHAs joining Medicare ~ 
month, access to home health care is no longer aproblem, and new providers no 
longer need PIP to encourage them to participate in Medicare. Further, the HHS 
Office of Inspector General has found that Medicare tends to overpay providers . 
who receive PIP and has a hard time recovering the money. This proposal would 
eliminate PIP for home health agencies simultaneous with PPS implementation in 
1999 and achieves about $1 billion in savings over five years • 

-
• Repeal Objectionable Fraud and Abuse Laws. The President's plan proposes to repeal 

.current law provisions enacted as part of the Health Insurance Portability and 
Accountability Act of 1996 (HIPAA) that weaken fraud and abuse enforcement efforts. 
Repealing these objectionable provisions achieves about $0.3 billion in savings over 
five years. 

Repeal the Managed Care Exc§wtion to the Medicare and Medicaid Anti-kickback 
. Statute. HIPAA incIuded.an exception to the Medicare and Medicaid anti
. kickback statute for dsk sharing arrangements (Le., managed care plans). The 
HHS IG believes that this exception threatens the integrity of the Medicare 
program because it could allow "sham" risk sharing arrangements to meet the 
exception and thereby offer kickbacks for referrals. ' 

Eliminate Adyisory Opinions .. HIPAA requires HHS and the Department of 
Justice (D01) to issue advisory opinions to providers on whether a proposed 
business venture violates the Medicare and Medicaid anti-kickback statute. We 

i believe this process hinders the ability of the HHS IG and DoJ to prosecute 
providers who have obtained advisory opinions and who actually end up violating 
the anti-:-kickback statute (e.g., providers might obtain an advisory· opinion under 

• 
false pretext and then hide behind it to defraud the Medicare program). . 
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• Reinstate Provider Requirement for Reasonable Diligence. HIPAA changed the 
standard that prosecutors must meet to enforce a Medicare or Medicaid civil 
monetary penalty (CMP). This provision makes it more difficult to impose a . 
CMP in the Medicare program by increasing the govertunent's burden of proof in 
CMP cases. The provision leads to costs because anticipated CMP recoveries 
asswned in the baseline will not be achieved in certain cases where the 
government cannot meet the new burden ofproof . 

.~ 

PHYSICIANS AND OTHER PRACTITIONERS 

The President's plan achieves about $7 billion in net savings over five years from 
physicians and other practioners. . 

• 

• . Establish Single Conversion Factor and Reform Method for Updating Physician Fees . 
When Medicare implemented physician payment reform in 1992, there was one category 
ofphysicians and one annual fee update. Congress has since created three categories of 
services, and each category has its own standard payment amount and annual fee update. 
In 1997, the standard payment amount is $35.77 for primary care services, $40.96 for 
surgical services, and $33.85 for all other services. The Physician Payment Review 
Commission (PPRC) has recommended that three different standard payment amounts -
and the statutory spending target and update formulas that created them -- are inconsistent 
with the basic principles of the 1992 physician payment reforms. 

This proposal would implement several changes consistentwith the PPRC's 
recommendations to improve the physician payment system. First, a single standard 
payment amount (or "conversion factor") would go into effect on January 1, 1998. 
Second, the 1998 single conversion factor will be equal to the 1997 conversion factor for 
primary care services, updated for 1998 by a single, average fee update. Third, the 
formula that is used to set spending growth targets would be changed to a "sustainable 
growth rate" based on real GDP per capita growth plus one percentage point. The 
sustainable growth rate would begin affecting updates to the single conversion factor 
beginning in 1999. Fourth, a ceiling of3 percentage points above medical inflation 
would be put on annual fee increases, and the floor on annual fee decreases would be 
increased from 5 percentage points to 8.25 percentage points. This proposal achieves 
about $5 billion in savings over five years. 

• 	 Make Single Payment for Surgery. Under certain conditions, Medicare will make an 
extra payment for each physician or other practitioner who assists the primary surgeon 
during an operation. These "assistants-at-surgery" are paid a percentage of the total fee 
paid to the primary surgeon. In view of evidence that this practice may lead to higher 
costs without better outcomes, this policy Will make the same paYment for a surgery 
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• regardless of whether the primary surgeon elects to use an assistant-at-surgery. This 
proposal achieves about $0.4 billion in savings over five years. 

• 	 Create Incentives to Control High-Volume Inpatient Physician Services. Urban Institute 
research has found wide variation among hospitals in the volume ofphysician services 
per admission, even after adjusting for case severity, teaching hospital status, and 
disproportionate-share status. This proposal would create incentives to encourage 
physician~ with high-volume inpatient practice styles to become more efficient. Effective 
January 1,2000, this proposal would limit payments to groups ofphysicians practicing in 
hospitals whose volume and intensity of serVices per admission exceeded 125 percent of 
the national median for urban hospitals (125 percent in 2002 and thereafter) and 140 
percent for rural hospitals. For each physician practicing in hospitals above those limits,. 
15 percent of each payment would be withheld during the year. If the physicians 
collaborate to efficiently manage the volume and intensity of the services they provide 
during the year, th~ physicians would receive the withheld payments, plus interest at the 
end ofthe year. This proposal achieves about $2 billion in savings over five years. 

• 
• Direct Payment to Physician Assistants. Nurse Practitioners. and Clinical Nurse 

Specialists in Home and Ambulatory Care Settings. Medicare currently pays for services 
provided by physician assistants, nurse practitioners and clinical nurse specialists -- but 
only hllimited settings (primarily rural areas and nursing facilities). Effective January 1, 
1998, this prop()sal would expanq coverage to include home and ambulatory care settings 
in which a separate facility or provider fee is not charged. The five-year investment for 
this proposal is about $0.6 billion. 	 ' 

.. 	 ·Pay Based on ACQ.uisition Costs Subject to a Limit for Outpatient Drugs Prescribed in 
Physicians' Offices. While Medicare does not have an expansive outpatient drug benefit, 
it does cover certain kinds ofoutpatient drugs, e.g., certain specific drugs that are used 
with home infusion or inhalation equipment and drugs that are prescribed for dialysis and 
organ transplant patients. Medicare typically pays for these drugs based on the charge 
submitted by providers, usually physicians or pharmacies. The HHS IG estimates that 
Medicare currently pays 15 to 30 percent more than what the provider paid for the drug. 
Effective January 1, 1998, this proposal would eliminate that mark-up by basing 
Medicare's payment on the provider's acquisition cost of the drug.· As aback:·stop, 
payments for a particular drug would not be allowed to exceed the national median cost 
of that drug. This policy achieves about $0.8 billion in savings over five years. 

• 	 Improve Access to Chiropractic Services. Ifa beneficiary chooses to see a chiropractor 
·for Medicare-covered services, Medicare currently requires that the beneficiary get an x
ray demonstrating spinal subluxation (i.e., misalignment) before beginning chiropractic 
spinal manipulation services. In some cases, this x-ray requirement may hinder a 

• 	
beneficiary's access to .chiropractic services. Effective January 1,1998, this proposal 
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• would eliminate the pre-treatment x-ray requirement. The five-year investment for this 
proposal is about $0.2 billion. 

SKILLED NURSING FACILITIES 

The President's plan achieves about $7 billion in skilled nursing facility savings over five 
years. 	The SNF program is one of the fastest growing benefits, With a projected average annual 
growth rate of 10.5 percent over the period FY 1997-FY 2002. This high growth is driven, 
primarily by increases in intensity of service. While,the average number ofdays per user is fairly 
stable, SNF patients are receiving an increasing amoUnt of therapy services; SNFpatients 
incurring at least $2,000 in therapy charges per stay increased from 12 percent in 1989 to 26 
percent in 1992. Overall, reimbursement per SNF day is projected to more than double between 
FY 1992 and FY 1997, rising from $151 per day to $314 per day. Medicare SNFs are 
reimbursedori a cost basis, subject to certain limits. For SNFs, limits are applied only to the 
routine services (Le., room and board, nursing, administration, and other ov~rhead); ancillary 
(e.g., drugs, physical therapy, speech therapy) and capital-related costs are not subject to any 
limits. Medicare's current retrospective reimbursement rates contribute to rising expenditures by 
providing'incentives to increase costs. The SNF proposals make the following changes in 
reimbursement: 

• • Extend Savings from OBRA 1993 SNF Cost Limits Freeze. OBRA 1993 eliminated the 
annual update to the SNF routine cpst limits for FY 1994 and FY 1995. Although this 
proposal would not extend the freeze, future SNF payments would be decreaSed by an 
amount necessary to recapture these savings as though the freeze had been extended. 

• 	 Establish Per-Diem SNF PPS. Beginning in FY 1998. The prospective rate would be 
designed to cover all three (Le., routine, ancillary, and capital-related) SNF costs and 
would be case-mix adjusted. The PPS ,rates would also be set in a manner that reflects the 
permanent capture of the savings from the OBRA 1993 freeze on SNF cost limits. 

OTHER PROVIDERS 

The President's plan achieves about $2 billion in savings over five years by making a 
Dumber of changes in reimbursement for a variety ofother Medicare providers. 

, . Establish Competitive Bidding for Laboratories. Durable Medical Equipment and Other 
Items. The General Accounting Office and the HHS Inspector General have 
recommended that Medicare use more competitive'strategies in managing payment for 
durable medical equipment and other items and supplies. Numerous reports over th~ past 
five years have indicated that private payers using competitive acquisition strategies paid 
17 to 48 percent less than Medicare for certain nutritional supplements, that Medicare 

• pays $2.32 for surgical dressings that wholesale at 19 cen~ and for which VA pays 4 
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• cents, and that Medicare pays 176 percent more than physicians for certain panels of 
laboratory tests. This proposal allows the Secretary to competitively bid for these and 
other items. This proposal saves about Sl billion over five years. 

• 	 Reduce Updates for Ambulatory Surgical Center Fees Ihrouah 2002. Medicare pays for . 
ambulatory surgical center (ASC) services on the basis of prospectively detennined rates. 
These rates are updated annually for inflation using the CPI-U .. OBRA 1993 eliminated 
updates fot ASCs for FY 1994 and FY 1995. Utilization ofASC serVices has escalated 
rapidly since the mid-1980s. In addition, the number ofASC facilities has increased 
dramatically over the same period, suggesting that Medicare's payment rates are more 
than adequate to cover facility costs. This proposal would reduce the annual CPI update 
for ASC fees by 2 percentage points for each year between FY 1998 and 2002. This 
proposal achieves about SO.3 billion in savings over five years. 

Refonn Payment for Certain Automated Laboratory Tests. Medicare currently pays 
individually for several common laboratory tests that are typically perfonned as a group. 
(or "panel" of tests) on automated equipment. This means that Medicare pays more for 
common tests than most private insurers pay. This proposal would add several chemistry 
tests to the existing list of tests that are classified and paid as automated tests. This 
proposal achieves about SO.l billion in savings over five years. 

• . BENEFICIARY PREMIUMS 

• 	 Extend Part B Premium at 25% ofProgram Costs. Premiums for Part BofMedicare are 
specified in the Medicare law for years 1991-1995. OBRA 1993 set the Part B premium 
at 25 percent ofSMI program costs for 1996-1998. This provision would extend the 
OBRA 1993 provision and pennanently set Part B premiums at 25 percent ofPart B 
program costs. Five-year net savings from this proposal are about S10 billion. 

BENEFICIARY INVESTMENTS 

The President's plan makes a S15 billion investment over five years to protect beneficiaries 
from unusually high coinsurance payment for certain services and to increase preventive health 
care to improve senior's health status. 

• 	 Set an Appropriate Level ofBeneficiary Coinsurance for HospitalOut]atient Department 
. Services. Another flaw in the reimbursement methodology for outpatient department 

serVices involves how beneficiary coinsurance payments are calculated. Because many 
outpati~nt services-- such as clinic visits, surgery, and physical therapy -- are reimbursed 
by Medicare based on cost, and cost is not known at the time of service delivery, 

. copayments are calculated as 20 percent ofcharges. Because charges are significantly 

• higher than the outpatient costs that Medicare recognizes, beneficiary coinsurance for 
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• these services amounts to significantly more than 20 percent ofthe hospital's costs. In 
fact, beneficiaries currently make copayments of46 percent on these outpatient services,· 
and the percentage is rising as charges increase faster than costs. As part of the proposal 
to implement an OPD PPS, the President's plan proposes to "buy-down" beneficiary. 
coinsurance to 20 percent by 2007. The five-year investment for this proposal is about 
S7 billion. 	 . 

• 	 Expand preventive Benefits. The President's plan strengthens the Medicare benefit 
package by expanding coverage for important preventive care, and it takes steps to 
encourage families to keep beneficiaries in tl1e community and simultaneously avoid 
institutional costs for Medicare and Medicaid. 

. 	 . 

Waive Cost-Sharing for Mainmogtaphy Services. Although Medicare's coverage 
ofscreening mammography services began in 1991, only 14 percent ofeligible 
beneficiaries without supplemental insurance received mammograms during the 
first two years ofthe benefit. One factor is the required 20 percent coinsurance. 
To remove financial barriers to women seeking preventive mammograms, this 
proposal waives the Medicare coinsurance and the deductible, effective January 1, 
1998. The five-year investment for this proposal is about SO.3 billion. 

• 
Expand Screening Mammogra,phy Coverage for Beneficiaries Age 65 and Oyer . 

. OBRA 1990 mandated coverage ofaimual screening·mammography for Medicare 
beneficiaries age 50-64, but only biennial mammograms for those 65 and over: 
This proposal would cover annual screening mammograms for beneficiaries age 
65 and over, effective January 1, 1998. The five-year investment for this 
proposal is about SO.4 billion. . 

Cover Colorectal Screening. Effective January 1, 1998, this proposal would cover 
four common preventive screening procedures -- barium enemas, colonoscopy, 
sigmoidoscopy, and fecal-occult blood tests -- for detection of colorectal cancers. 
Current law provides for these procedures only as diagnostic services. Normal 
coinsurance and deductibles would apply. The five-year investment forfhis 
proposal is about S2 billion. 

Increase Payments to Providers for Preventive Injections. Effective January 1, 
.	1998, this proposal would increase the payment for administration ofMedicare- . 
covered preventive injections, which include pneumonia, influenza, and hepatitis 
B vaccines. It is expected that enhanced payment will increase utilization ofthese 
vital preventive services. In addition, the Part B deductible and coinsurance 
would be waived for hepatitis B injections, just as it is waived currently for other 
injections. The five-year investment for this proposal is about $0.4 billion. 

• MEDICARE SAVINGS AND INVESTMENTS PROPOSALS IN THE PRESIDENT'S FY 1998 BUDGET 12 



• Establish Diabetes Self-Man32ement Benefit. Effective January 1, 1998, this 
proposal would provide Medicare coverage ofdiabetes outpatient self
management training services rendered by a certified provider in an outpatient 
setting. The proposal would also allow Medicare to cover blood-glucose monitors' 
and associated testing strips as durable medical equipment for both Type II and 
Type I diabetics. Normal coinsurance and deductibles would apply. This 
proposal would also reduce payment for test!ng strips by 10 percent based on 
eviaence of current overpayment for these items. The five-year investment for 
this proposal is about S1 billion. 

Establish Respite Benefit. This proposal would establish a Medicare respite 
benefit for families ofbeneficiaries with Alzheimer's disease or other irreversible 
dementia, beginning in FY 1998. The benefit would cover up to 32 hours ofcare 
per year and would be administered through home health agencies or other 
entities, as determined by the HHS Secretary. The five-year investment for this 
proposal is about S2 billion. 

• 
• Restructure Enrollment and Premium Surcharges. Under current law, the Part B 

enrollment surcharge -- the penalty that beneficiaries pay for enrolling late -- is purely 
punitive and not at all linked to the costs borne by the program due to late enrollment. 
This proposal replaces the current punitive Part B premium surcharge with a surcharge 
based on the actuarially determined cost of late enrollment. This proposal would also 
replace the general enrollment perIod for Part B and premium Part A with a continuous 
open enrellment period. The five-year investment for this proposal is about SO.8 
billion. 

• 	 Assistance for the Working Disabled. The President's plan proposes a Medicare 
demonstration project to encourage Social Security Disability Insurance (SSDI) 
beneficiaries to work. Under the four-year demonstration project, SSDI beneficiaries 
who return to work would receive free Part A coverage. The five-year investment for 
this proposal is about SO.1 billion. 

• 	 . In addition, the President is proposing significant structural reforms that will bring 
Medicare into the 21st century. The President's plan also includes market-oriented 
reforms to assure quality and make the program more efficient. . 
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• THE WHITE HOUSE 

WASHINGTON. 

MEMORANDUM 

February 5, 1997 

TO: Interested Parties 

FROM: Chris Jennings 

RE: Health Care Initiatives and the Budget 

• 
Attached is a summary of the health care refonn initiatives included in the President's balanced 
budget and a detailed description of the inItiatives on Medicare, Medicaid, and other health 
cove~age issues. Background on the President's home health care policy is also included. 

I hope that you find this infonnation useful. Please DO NOT DISTRIBUTE this information 
until after 8 p.m. Wednesday, February 5. 

• 




. 	 . 

The President's FY 1998 Budget Health Care Reform Proposals 

• Preserving and Strengthening Medicare 

.. 	 Saves approximately $100 billion over 5 years ($138 billion over six years), modernizes the 
program, and extends the life of the Trust Fund to 2007. 

Restraining Growth in the Program 

. 	 . 
.. 	 Constrains payments to health plans and providers, such as managed care, hospitals, nursing 

homes, home health care. 

.. 	 Extends current law that sets Part B premium at 25 percent of program costs. 

.. 	 Combats fraud and abuse by enacting new program integrity provisions and by repealing the . 
provisions Congress enacted last year that weaken 'fraud and abuse enforcement. 

. Improving Benefits 

• 
.. Invests in preventive health care such as diabetes management, colorectal screening, annual 

mammograms without copayments, and increases reimbursement rates for certain immunizations 
to protect seniors from pneumonia, influenza,. and hepatitis. 

.. Establishes a new respite care benefit to assist families of Medicare beneficiaries with 
Alzheimer's and related diseases. 

Phases down excessive outpatient copayments to the traditional 20 percent level. 

.. 	 Adds Medigap protections to increase the security of Medicare beneficiaries. 

Modernizing Medicare 

.. 	 Provides more choices by establishing new private health plans options (such as preferred provider 
organizations and provider sponsored organizations) . . 

.. 	 Establishes market-oriented purchasing for Medicare inCluding: new prospective payment systems 
for home health care, nursing home care, and outpatient services; competitive pricing authority; 
and expanded "centers ofexcellence" to improve quality and reduce costs. 

.. 	 Addresses flaws in Medicare's current payment methodology for managed care, which combined 
with a new national minimum floor, will reduce geographical variation in rates. 

• 
Protecting and Preserving Medicaid 

Savings and Investments. The President's proposal saves, on net, about $9 billion over five 
years. It would save about $22 billion over five years, but at the same time, it niakes about $13 
billion in investments in Medicaid, including proposals to expand coverage for eligible children, 
and changes to last year's welfare reform law. 



• 
Per Capita Cap. To stabilize Medicaid growth, the plan includes a "per capita cap," which would 
constrain the rate of increase in Federal matching payments per beneficiary. 

.. 	 DSH. Under the President's plan, Federal payments for disproportionate share hospitals (DSH) 
would be tightened and States would have the flexibility to target these payments to a range of 
essential community providers . 

. Improved State Flexibility. The plan contains a number of refonns, including: repealing the 
"Boren amendment" for hospitals and nursing homes; eliminating the Federal waiver process for 
States opting for managed care; and eliminating a Federal waiver for States moving populations 
needing long-tenn care from nursing homes to home- and community-based care. 

Medicaid and Medicare for Workers with Disabilities. The plan enables SSI beneficiaries with 
disabilities to keep their Medicaidwhen they return to work. It also includes a demonstration 
program that allows certain SSDIbeneficiaries receiving Medicare benefits to maintain their 
coverage when they return to work. 

Expanding Coverage for Workers Who Are In.:.Between Jobs 

• 
The President's plan includes an initiative to help provide health care coverage for workers who 
are in-between jobs and their families. This initiative would help an estimated 3.2 million 
Americans, including 700,000 children. This initiative invests $1.75 billion a year and $9.8 billion 
over five years. 

.. 	 The plan helps working families continue health insurance coverage, building on Kassebaum
Kennedy's protections against pre-existing conditions. 

..The plan gives States the flexibility to provide coverage in the way that best meets the needs of 
their populations. . 

Expanding Health Care Coverage for Children 

Children Whose Parents are In-Between Jobs. This initiative will provide health care coverage 
for 700,000 children whose parents are in-between jobs. 

Grants to States to·Expand Childrens' Coverage. The President's budget provides $750 
million a year ($3.75 billion over five years) to States to develop innovative programs to provide 
coverage to children. 

Investments in Medicaid to Expand Coverage. The plan expands coverage for children by 
investing in Medicaid. It: 

• 
Gives States the option to extend one year of continuous Medicaid coverage to all children 
who are detennined eligible for Medicaid. 

Proposes to work with States and the private sector to reach out to the three million 
children who are enrolled but not eligible for Medicaid. 



• 

irrGHLIGHTS OF THE PRESIDENT'S MEDICARE REFORM PLAN 

Medicare Savin~s 

Medicare Trust Fund 

Beneficiary Provisions 

• 

Approximately $100 billion over.5 years; $138 billion over 6 
years. 

Extends the solvency of the Trust Fund to 2007 through a 
. . combination of scorable savings and programmatic and 

structural changes. 

Extends current law that sets Part B premium at 25 percent of 
program costs. This policy achieves $10 billion in savings 
over 5 years. The Part B premium would go below this 
percentage without this change after 1998; the expenditures 
associated with the reallocation of some home health 
expenditures are excluded from this calculation. 

, \ 

Invests in preventive health care to improve seniors' health 
status and reduce the incidence and costs of disease. The plan 
covers colorectal screening, diabetics management, and 
annual mammograms without copayments, and it increases 
reimbursement rates for certain immunizations to ensure that 
seniors are protected from pneumonia, influenza, and 
hepatitis. 

Establishes a new Alzheimer's respite benefit starting in 1998 
to assist families of Medicare beneficiaries with Alzheimer's 
and related diseases. 

Buys down excessive outpatient copayments to the traditional 
20 percent level. Because of a flaw in reimburseinent 
methodology, beneficiaries now in effect contribute a 46 
percent copayment. Our policy will prevent further increases 
in copayments and reduce thecopayment to 20 percent by 
2007 . 

• 




• Adds Medigap protections (such as new open enrollment 
requirements and prohibitions against the use of pre-existing 

Provider Impact 

Hospitals 

• 

condition exclusions) to increase the security of Medicare 
beneficiaries who wish to opt for managed care but fear they 

· will be unable to access the Medigap policy of their choice if 
they decide to return to the fee-for-service plan. (This 
provision is consistent with bipartisan legislation pending 
before Congress.) 

Provides new private plan choices (through new PPO and 

Provider Service Organization choices) for beneficiaries. 


Through a series of traditional savings (reductions in hospital 
.. updates, capital payments, etc.), achieves about $33 billion in 
savings over 5 years. 

Establishes new provider service organization (PSOs), which 
will allow hospitals (and other providers) to establish their 
own health care plans to compete with current Medicare 
HMOs. 

Establishes a new pool of funding, about $11 billion over 5 
· years for direct payment to academic health centers to ensure 

that academic health centers are compensated for teaching 
costs. This is funded by carving out medical education and 
disproportionate share (DSH) payments from the current 

· Medicare HMO reimbursement formula . 

• 




• Managed Care . Through a series of policy changes, the plan will address the 
flaws in Medicare's current payment methodology for 

• 

Home Health Care 

managed care. Specifically the reforms will create a national 
floor to better assure that managed care products can be 
offered in low payment areas, which are predominantly rural 
communities. In addition, the proposal includes a blended 
payment methodology, which combined with the national 
minimum floor, will dramatically reduce geographical 
variations in current payment rates. Medicare will reduce 
reimbursement to managed care plans by approximately $34 
billion over 5 years. Savings will come from three sources: 

(1) Because HMO payments are updated based on projections 
of national Medicare per-capita growth, when the traditional 
fee-for-service side of the program is reduced, HMO 
payments are reduced. The savings from this is $18 billion 
over five years; 

(2) The elimination of the medical education and DSH 
payments from the HMO reimbursement formula (these funds 
will be paid directly to academic health centers). Savings from 
this proposal are $9 billion over five years; ,and 

(3) A phased-in reduction in HMO payment rates from the 
current 95 percent of fee-for-service.payments to 90 percent. 
A number of recent studies have validated earlier evidence 
that Medicare significantly overcompensates HMOs. The 
reduction does not start until 2000 and it accounts for a 
relatively modest $6 billion in savings over 5 years. 

Saves about $14 billion over 5 years through the transition to 
and establishment of a new prospective payment system . 

• 




• Home Health Expenditure Home'health care has become one of the fastest growing 
Reallocation components of the Medicare program, growing at double digit 

. rates. Originally designed as a post-acute care service under 

• 
Physicians 

Skilled Nursing Facilities 

Fraud and Abuse 

Part A for beneficiaries who had been hospitalized, home 
health care has increasingly become a chronic care benefit not 
linked to hospitalization. The President's proposal restores 
theorigirtal split of home health care payments between Parts 
A and B of Medicare. The first 100 home health visits 
following a 3-day hospitalization would be reimbursed by Part 
A. All other visits -- including those not following a 
hospitalization -- would be reimbursed by Part B. 

The restoration of the original policy will not count toward 
the $100 billion in savings in the President's plan. The policy 
avoids the need for excessive. reductions in payments to 
hospitals, physicians, HMOs, and other health care providers 
while helping to extend the solvency of the Part A Trust 
Fund.. 

See additional provisions under Fraud and Abuse which save 
$1.3 billion over five years . 

Saves about $7 billion over 5 years through a modification of 
physician updates. This reduction is relatively small because 
Medicare has been relatively effective in constraining growth 
in reimbursement to physicians. 

Saves about $7 bi~lion over 5 years through the establishment 
of a prospective payment system~ 

Saves about $9 billion over 5 years through a series of 
provisions to combat fraud and abuse in areas such as home 
health care, by requiring insurers to provide information 
about insurance coverage of beneficiaries, and by repealing 
the provisions Congress enacted last year that weaken fraud 
and abuse enforcement . 

• 
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• • 
THE PRESIDENT'S LATEST MEDICARE PROPOSAL 


DEMONSTRA1'ES IDS COMMITMENT TO REAL REFORM AND 

MEETS THE REPTJBLICANS HALFWAY. 


~. 

.' 


" 

11996 Proposal (April 1996 baseline), Six-year period is FY 1997-FY 2002. (Medicare savings stream as reported iIi the Senate Budget Resolution 
Report, 5113/96). 

2 HCFA Actuaries.' Estimates. Six-yea~ period is FY 1998-FY 2003. The additional savings come from a range of policy changes, but 
the most notable increase in savings comes from managed care and home health care. 

3 1996 Proposal (April 1996 baseline), Six-year period is FY 1997-FY2002. ("CBO's Estimates of the President's Budgetary Proposals" in "The 
Economic & Budget Outlook: FY 1997-2002"). 

Republican -President's President's 
1996 . Current 1996 

Proposal! . ProposaF Proposal3 

6-YEAR $158 Billion 

-

, 

$138 Billion 

-

$116 Billion 



• HIGHLIGHTS OF THE PRESIDENT'S MEDICAID REFORM PLAN 

Medicaid Savings and 
Investments .; 

• 
Guarantee of Coverage 

Per Capita Cap 

The President's plan saves approximately $9 billion net of 
new investments over 5 years. 

Through a combination ofpolicies to reduce and target 
spending on disproportionate share hospitals CDSH) more 

effectively and establish a per-beneficiary limit on future 


. Medicaid growth, the plan would save $22 billion over five 

years. 

Roughly two-thirds of the savings comes from a reduction in 
Disproportionate Share Hospital (DSH) payments and 
roughly one-third from theper capita cap. 

In addition, the President's plan invests $13 billion in 
improvements to Medicaid, including health initiatives to 
expand coverage for children, changes to last year's welfare 
reform Jaw, and new policies to help people with disabilities 
return to work. . 

The 37 millionchildren,pregnant women, people with 
disabilities, and older Americans who are currently covered 
by Medicaid would retain their Federal guarantee ofhealth 
care coverage for a meaningful set of benefits. 

Even though the overall Medicaid baseline has fallen over the 
past few years, Medicaid spending growth is still expected to 
increase by over 8 percent annually after the year 2000. To 
stabilize Medicaid growth, the President's budget would set a 
per capita cap on Medicaid spending. The cap would 
constrain the rate of increase in Federal matching payments 
per beneficiary. 

The per capita cap protects States facing population growth or 
economic downturns because it ensures that Federal dollars 
are linked with beneficiaries. 

~. 




• DSH Payments Federal DSH payments would'be tightened without 
undermining the important role these funds play for providers 

Improved State, Flexibility 
., 

• Improves Quality 
Standards 

Expanded Coverage for 
Children 

• 


that serve a disproportionate number of low-income and 
Medicaid beneficiaries. . 

The President's plan incorporates the highest":priority State 
flexibility requests advocated by the National Governors' 
Association. It: 	 '\ 

• 	 Repeals the "Boren amendment" for hospitals and 
nursing homes, to allow States more flexibility to 
negotiate provider payment rates; 

• 	 Eliminates Federal waiver process for States opting 
for managed care; and 

• 	 Allows States to serve people needing long-term care 
in home- and community-based settings without 
Federal waivers, and a number ofother initiatives. 

The President's plan maintains existing Federal standards and 
enforcement for nursing homes and institutions forpeople 
with mental retardation and developmental disabilities. 
Quality standards for managed care systems would be 
updated and enhanced. 

The President's plan includes measures to enhance coverage 
for Medicaid-eligible children. It: 

• 	 Provides continuous coverage for children: The 
President's budget provides States with the option to 
extend 12 months ofcontinuous Medicaid coverage, 
guaranteeing more stable 'coverage for children and 
reducing the administrative burden on Medicaid 
officials, providers, and families. 

• 	 Encourages outreach to help more children receive 
Medicaid: The Administration will work with States. 
to develop innovative ways to reach and sign up for 
Medicaid some of the 3 million children who are 

. eligible for Medicaid but are not currently enrolled . 



• Modifications to Welfare The President's plan includes provisions to ameliorate some 
Reform Law of the effects of the welfare reform law, including: 

• Provision to Help Workers 
with Disabilities 

• 	 Exempting disabled immigrants from the ban on SSI 
benefits to ensure they retain their Medicaid benefits .. 

• 	 Exempting immigrant children and disabled 
immigrants from the bans on Medicaid benefits for 
immigrants, and from the new "deeming" 
requirements that mandated that the income and 
resources ofan immigrant's sponsor be counted When 

. determining program eligibility. 

• 	 Extending from 5 to 7 years the exemption from the 
Medicaid bans and deeming requirements for refugees 
and asylees. 

• 	 Retaining Medicaid coverage for disabled children 
currently receiving Medicaid who lose their 
Supplemental Security Income (SSI) benefit because 
ofchanges in the definition of childhood disability . 

The President's plan recognizes that many people with 
disabilities want to work but they face significant barriers. 
The plan would help people with disabilities return to work 
risking their health care coverage. As a State option, SSI 
beneficiaries with disabilities who earn more than certain 
amounts could keep Medicaid. They would contribute to the 
cost ofcoverage on their income rises . 

• 




• HIGHLIGHTS OF THE PRESIDENT'S INITIATIVES TO MAINTAIN AND EXPAND 
WORKERS' COVERAGE 

Because most Americans have employment-based health insurance, health care coverage is often 
jeopardized for workers who change jobs. In fact, over 50 percent ofthe un,insured lost their health 
insurance due to a job 6hange. Many of these uninsured Americans are the spouses and children of 
workers. The President's initiative will provide temporary premium assistance to families with workers 
who are in-between jobs. For millions of these workers and their families this assistance could make it 
possible for them to maintain their health care coverage while looking for another job. This initiative is 
fully paid for within the President's FY 1998 balanced budgetplan. In addition, to assist small businesses
- which often have more difficuity providing and maintaining health care coverage for their workers -- the 
President has proposed to help States create voluntary purchasing cooperatives. 

Funding 	 Invests $1.75 billion a year and $9.8 billion over the budget 
window and is paid for in the President's FY1998 balanced 
budget. 

• Eligibility Helps an estimated 3.3 million Americans in 1998, including 
about 700,000 children. 

A full subsidy would be provided up to 100% of the 
poverty level for and would be phased out at 240% of the 
poverty level. 

To assure that limited federal dollars are cost-effectively 
targeted, individuals who are eligible for Medicare, 
Medicaid or who have an employed spouse with coverage, 
are not eligible for thisprogram. 

While low-income workers would certainly be helped by 
this·benefit, over half of participants would come from 
families who previously had incomes over $30,000, for a 
family of four. 

Coverage for Families of Helps to assure that Kassebaum-Kennedy protections against pre
Workers Who Are' existing conditions are not placed at risk because of breaks in 

•

In-Between Jobs insurance coverage. It achieves this goal by helping working .. 


families retain their health coverage through premium assistance 

during a time in which they lose much of their income. 




• Gives States the flexibility to provide coverage in ways that best 
meets the needs of their populations. States would have 
flexibility to administer their own programs, (e.g., COBRA, a 

Voluntary Purchasing 
Cooperatives 

• 

private insurance product, Medicaid, or an alternative means of 
coverage). 

Small businesses have more difficulty providing health care 
coverage for their workers because they have higher per capita 
costs due to increased risk and because of extraordinarily high 
administrative costs. 

The President's budget will make it easier for small businesses to 
provide health care coverage for their employees, by allowing 
them to band together to reduce their risks, lower administrative 
costs, and improve their purchasing power with insurance 
companies. 

His budget proposes to empower small businesses to access and 
purchase more affordable health insurance through the use of 
voluntary health purchasing cooperatives. This will be 
accomplished by providing $25 million a year in grants that States 
can use for technical assistance, by setting up voluntary 
purchasing cooperatives, and by allowing these purchasing 
cooperatives to access to Federal Employees Health Benefit Plans . 

• 




• HIGHLIGHTS OF THE PRESIDENT'S CHILDREN'S HEALTH INITIATIVES 

1n 1995, more than 10 million American children had no health insurance. Eighty percent 
(8 million) of the ten million uninsured children have a parent who is a worker. Many uninsured 
children have parents who earn too much for Medicaid but too little to afford private coverage, 
and an estimated three million children are eligible, but not enrolled in Medicaid. The President's 
plan helps these gtoups ofuninsured children by working with States, communities, advocacy 
groups, providers, and businesses to expand coverage. Combined with the scheduled Medicaid 
phase-in of older children, HHS estimates that the President's plan would provide coverage for 
as many as five million children by the year 2000. 

Assistance for Children Whose 	 The President's plan includes an initiative to assist workers 
Parents Are In-Between Jobs 	 who are in-between jobs and their families maintain health 

coverage. The program will cost $1.75 billion per year and 
$9.8 billion over five years, and will help an estimated 3.2 
million Americans, including 700,000 children. 

This initiative provides funding to States to cover the 

• 
 children ofworkers who are temporarily in-between jobs . 

The program would help those families who had employer
based coverage in their prior jobs. 

The plan would give States flexibility to administer their 
own programs (e.g., through Medicaid, COBRA, or an 
independent program). 

Grants to States to Expand 	 The President's plan provides $750 million a year in grants 
Children's Coverage 	 to States ($3.8 billion over FY 1998-2002) that will build 

on successful State children's programs like those in 
Pennsylvania, Washington, Minnesota, and Florida, to 
identify and provide coverage for uninsured children. 

Under the President's plan, States could work with insurers, 
providers, employers, schools, and others to develop 
innovative programs to provide coverage to children. 

In addition to covering children who fall through the gaps, 
these new State grants may help identify and enroll children 
eligible for Medicaid . 

• 
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• Investments to Expand 
Medicaid Coverage 

• 

The President's plan invests in Medicaid to provide better 
coverage for eligible children. It: .. 

Provides one year ofcontinuous Medicaid coverage to 
children. The President's budget give States the option to 
extend 12 months of continuous Medicaid coverage to all 
children who are determined. eligible for Medicaid. 

Currently, many children receive Medicaid protection for 
only part of the year. This is because Federal law requires 
that a family that has a change in income or some other 
factor affecting eligibility report it immediately, possibly 
making them ineligible for Medicaid. 

This provision Will benefit families who will have the 
security ofknowing that their children will be covered by 
Medicaid for a full year. It will also help States by reducing 
administrative costs, and managed care plans, by enabling 
them to better coordinate care. 

Encourages outreach. The President's plan proposes to 
work with the States, communities, advocacy groups, 
providers, and businesses. to extend Medicaid coverage to 
the three million children who are eligible for Medicaid but 
are not currently enrolled . 

• 
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THE PRESIDENT'S FY 1998 BUDGET: HOME HEALTH CARE REFORM 

The President's budget proposes a number of initiatives to control spending in home health 
expenditures. It implements a prospective payment system and also takes steps to reduce fraud 
and abuse on home·health services. Both of these proposals achieve significant savings. Finally, 
the budget proposes to reallocate all home health expe,nditures to the Part B side of program, 
with the exception of the post-acute portion of the benefit. 

I> Expenditures for Home Health Semces are Increasing Faster than for Any Other 
Medicare Service. 

I> Home health care utilization has risen. The average number of home health 
visits per user has grown from 26 visits in 1984 to 69 visits in 1994. 

I> Highest growth in home health services in excess of 100 visits. The 10 percent 
of beneficiaries who use more than 200 home health visits per year account for 
over 40 percent of home health spending . 

• Implements a Prospective Payment System. The President's budget implements 
payment refonns, which would modify costs and lead to separate prospective payment 
system for home health services. Prospective payments would reduce incentives for 
overuitlization, save billions ofdollars, and begin to bring the current double-digit rise in 
spending onthese services under control. This proposal would save $14 billion over 
five years. 

Combats Fraud and Abuse in Home Health Services. A March, 1996 GAO report on 
Medicare home health growth recommended that the Congress provide additional 
resources to HCF A to enhance enforcement controls against fraud and abuse. The 
President's Fraud and Abuse initiatives would achieve approximately $1.4 billion 
over five years. 

I> Home Health Payments on Location of Service. This proposal would require 
. that payment be detennined by the location of the service, rather then the.location 
of the billing office. (Billing offices tend to be in urban areas where rates are 
higher). 

Eliminate Periodic Interim Payments (PIP) for Home Health. This proposal 
would eliminate PIP and simultaneously phase-in a prospective payment system. 
PIP was initially established to help simplify cash flow for new home health 
providers by paying them a set amount, and reconciling PIP with actual 
expenditures at the end of the year.. .' 

I> 
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o 	 However, with 100 new HHAs joining Medicare each month, access to 
home health is no longer a problem. 

o 	 Further, the Office of Inspector General has found that Medicare 
continually overpays PIP and has a hard time recovering the money. This 
proposal achieves $1 billion .over five years. 

Home Health Expenditure Reallocation. Under the President's budget, the post;"acute 
part of the budget would remain in Medicare Part A and all other home care services 
would be transferred from Medicare Part A to Medicare Part B. This proposal would 
protect Medicare beneficiaries from additional out-of-pocket costs because Part B home 
care servi~s would not be subject to the 20 percent Part B coinsurance and would not be 
included in the Part B premium. This shift does not count towards any of the $100 billion 
savings in the President's Medicare proposal. 

Restores original intent ofthe policy. Prior to 1980, the home health benefit 
was originally designed as a post-acute care service under Part A for beneficiaries 
who had been hospitalized. Home health care benefits. were limited to 100 visits 
per year and could only be provided after a hospital stay of three or more days .. 

In 1980, Congress altered the home care benefit by eliminating the 100-visit and 
the 3-day hospital stay requirement. As a result of these changes, home health 
care has increasing become achronic care not linked to hospitalization.' Part A 
now absorbs about 99 percent of the rapidly growing home health costs. 

The President's proposal restores the original 'intent of the policy so that payments 
for more than 100 visits are not be in Part A of the program, the part ofMedicare 
that pays for acute -- not long-term care services. Under the proposal, the post
acute care portion of the home health benefit would remain in Part A and all other 
home care services would be transferred from Part A to Part B. 

Protects Medicare, Without Excessive Program Cuts 

.. 	 This policy avoids the need for excessive reductions in Medicare payments 
to hospitals, physicians, and other health care providers, and protects 
beneficiaries from unjustifiable increases in premiums and other out-of
pockets expenses. 

.. 	 Without this policy, Medicare's total growth for Part Awould have to be 
constrained to 3.4 percent per year (2.2 percent per capita), according to 
CBO -- below the rate of inflation. 

. .. 	 This proposal is an integral part ofthe,Presidenfs Medicare plan which 
extends the life of the Medicare Trust Fund to 2007 without imposing any 
new costs on beneficiaries or und~rmining the high quality services. 


