



































05 Angeles Times
inton Addresses Nation;
President Outlines Agenda;

Speech lays out ambitious plan, calling for Tansary 20,1999

the shoring up of Social Security and for
‘programs to protect Amencans health.

By jAMIS GERSTENZANG, TIMES STAFF WRITER

WASHINGTON—President Clinton pmposed a rescue plan for the
Social Security system Tuesday night, using his sixth State of the Union
_address to offer the most sweeping domestic agenda of his second term.

; Eight hours after his lawyers’
began telling the Senate why he’
‘should not be -removed from of-
fice, the president offered to the
nation a road map of social pro-
grams.intended to.protect Ameri-
cans’ health and retirement.

.. Admonishing the nation not to -
.become complacent at a time of
continuous prosperity, Clinton de-
clared: “How we fare as a nation
far into the 21st century depends
-upon what we do.as a nation to-
daov _' ’
*“With our budget surplus grcw-
ing, our economy expanding, our
confidence rising, now is the mo-
ment for this generation to meet”
our historic responsibl]xty to the
21st century,” he said. -

His program is built on a strict
"parceling ‘of. the anticipated
-budget surplus over the next 15

years. He “would allocate. '
62%—more t.han $2.7 trillion—to
Social Security, and ‘the rest pri-
“marily to Medicare, a new retire-
ment savings program dependant
on. private ‘investment and: mili-
tary and education needs. The'--
budget surplus is expected to be
_'s4 4 trillion over that perlod

Speak.mg at one of the more

. extraordinary junctures in the his-
tory of the . presidency, Clinton, i

" made no reference to his Impeach-

ment by the House of Representa-

tives and his. trial now.under way.

in the Serate.

Reflecting the divisions caused - .

_'by the trial,- six members of the
“House and one senator, all Repub-

- lcans, said that they would boy-
cott the address. Somé¢ Republi-
cans had said that the president

- should- postpone the speech.
House Speaker J. Dennis Hastert

Please see UNION, A14
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UNION: Clinton

Has Ambitious
Agenda for U.S.

Continued from Al
of Illinois reminded members of
Congress earlier ‘that they

shouldgreet Clinton in a dignified .

manner. :

An introductory plea.for ‘civil-
ity and bipartisanship’’ was
greeted with applause from both
sides of the aisle, and the presi~
dent was rewarded with the con-
ventional cheering and standing
ovation upon his arrival in the

- chamber where House members,

--one month ago to the day, voted

to impeach him. But Republicans
appeared noticeably restrained as

-Clinton, his face unlined but his

hair grown noticeably more silver,
outlined a program that would ex-
pand  the- federal government’s
role in an array of domestic
arenas.

For Clinton, the speech. repre-
sented his grandest opportunity
to ‘remind the nation. of his
strengths—those of ‘a president
focused on the domestic and eco-
nomic issues that -the public, in
opinion surveys, lists .time and
again as its greatest concerns.

Taking advantage of that op-
portunity -in the midst of the im-
peachment drama offered the
president perhaps the most force-
ful defense he can present. If his
Senate trial, as many political sci-
entists think, is ultimately a po-
litical rather than judicial test,
then maintaining strong poll rat-
ings may be his ultimate weapon.

Perhaps more than those of his
recent predecessors, Clinton’s
State of the Union speech—and
the budget he will present on Feb.
1—offer the president what White.

House counselor .Doug Sosnik

called a '“center of gravity”.to
project his most-ambitious goals
for the coming year. Tuesday’s

call for reform of Social Security .

was as dramatic as any program
he has espoused since 1994, when
he called for universal health in-
surance.

In a' moment of drama, Clinton
said that the Justice Department _
would sue the tobacco industry to
recover the accumulated costs

.-borne by federal taxpayers. of

treating people with smoking-re-
lated diseases. The suit would
seek to recover hundreds of bil-
lions of dollars from the nation’s
five major tobacco companies,

At its heart, the program Clin-

.ton presented to the joint session

of Congress this year was built
around the need to tackle the
most pressing problemsfacing the:
nation as it nears a new century
and the opportunities presented
by the extended period of -eco-
nomic growth that has marked
the end of the decade and the first
federal budget surplus since 1969.

“Our fiscal discipline gives us
an unsurpassed opportunity to ad-
dress a remarkable new chal-
lenge: the aging of America,”
Clinton said. “With the number of

- elderly Americans set to double
by 2030, the baby boom: will be-

come a senior boom. So first and
above all, we must save Social Se-
curity for the 21st century.”

Appealing for bipartisan coope-
ration at a moment of sharp parti-
san division, the president said: “I
reach out my hand to those of you
of both parties in both houses and

.ask you to join me in saying: We
will save Social Security now.”

The goal'is to extend the actu-
arial security of the retirement
program to 2055. Without revi-
sions, analysts have predicted
that the demands of an aging
population ' combined with low=
ered payroll taxes from a reduced
workforce would deplete the fund
in 2032. '

In addition to transferring
nearly two-thirds of the budget
surplus .to the Social Security
fund over 15 years, Clinton would

create a trust fund, overseen by
private managers, to make equity
investments—a course that has
drawn deep skepticism from labor
unions and others in the tradi-
tional Democratic constituency.

The plan, likely to run into
sharp controversy in Congress,
which must approve it before it
could take effect, would limit the
investment to no more than 15%.
of the Social Security fund.

As projected by the Office of
Management and Budget, the use
of the surplus largely to meet the
demands imposed on the Social
Security system by the baby
boom generation would so sharply
reduce the government’s need to
borrow that the publicly held debt -
would fall by two-thirds.

The test will be whether Clin-
ton, if he remains in office, is able
to fend off pressure coming
largely from the narrow Republi-
can majority in the House to use
the surplus to pay for an across-
the-board tax eut and from some
Democrats and allied groups to

“produce even greater increases in

spending for domestic programs.
Signaling what aides said was
his intention to fulfill an activist

" role for the final two years of his

second term, Clinton set out doz-
ens of goals. :

They included strengthening
the nation’s education system by
stressing - academic achievement,
particularly in low-peforming
schools, putting 100,000 more
teachers in classrooms over the
next seven years and toughening
discipline and promotion require-
ments.

“While our fourth-graders out-
perform their peers in other coun-
tries . in math and science, our
eighth-graders are around aver-
age and our twelfth-graders rank
near the bottom,” the president
said. “We must do better.”

The president also proposed a
$6.1-billion program to help fami-
lies pay for long-term health care,
a $2-billion plan to help potential
workers with disabilities sur-
mount barriers to finding jobs and
a $1-billion effort to help 200,000
welfare recipients join the
workforce.

By using the surplus to pay for
Medicare and Social Security,
rather than spending the surplus
on other programs, administration
officials argued that they would
bring the publicly held national
debt to a level, when compared
with the gross domestic product,
that would be lower than at any

" point since 1917.





















Issues. Despite the need, this initiative was victimized by conflicting “too much - too little”
criticisms. Republicans (and some conservative Democrats) claimed that the buy-in creates a
huge loophole in Medicare that will ultimately lead to large costs. In part, this reflects a disbelief
in our technical ability to set premiums that are self-financing in the long run. But mostly, it
results from a strong belief that, even if the premiumn estimates are accurate, we will eventually
succumb to the pressure to subsidize these premiums to make them more affordable for the lower
income uninsured. In contrast, a number of traditionally liberal advocates and academics
criticized the policy for helping too few people to justify the political capital that would be
necessary to expend to get the proposal any serious attention by the Republican Congress.

Regardless of its political viability in this Congress, this proposal addresses a population in need,
remains generally popular outside the beltway, and will continue to be seriously considered for
inclusion in the FY 2000 budget. It is unclear whether it will make the final cut, however. The
short-term savings needed to finance this initiative are controversial and/or likely to be used for
other priorities (such as for underwriting the costs of the Jeffords/Kennedy disability coverage
expansion bill). Also, there is concern about putting this proposal out so close to the final report
released by the Medicare Commission this March. No matter how we resolve the budget
question, however, we expect Senators Moynihan and Daschle as well as Congressman Gephardt
to introduce this bill at the beginning of the next Congress. - '

Medicaid Buy-In

Policy. A Medicaid buy-in would allow states to charge income-related premiums for people in
optional eligibility groups with income above 150 percent of poverty (the level at which states
may charge cost sharing under the Children’s Health Insurance Program (CHIP)). This proposal
could be broadened to allow all people below a fixed income level -- not just those in current
optional eligibility groups -- to buy into Medicaid.

Currently, states cannot charge premiums to Medicaid beneficiaries. A lesser known fact is that
Medicaid law limits who can be covered as well. Historically, adults were eligible for Medicaid
only if they were: (a) single parents, or married but unemployed parents, who receive welfare;
(b) low-income elderly or people with disabilities who receive SSI; or (c ) nursing home
residents. During this Administration, however, new Medicaid eligibility options have been
created. Welfare reform gave states the option to cover higher income single parents and
unemployed married parents. The exclusion of married employed parents -- which is anti-work
and anti-family -- was changed last summer with “100-hour rule” regulation. This lets states
define “unemployed” as working more than 100 hours a month -- meaning that they may cover
parents working 40-hour weeks if they so choose. And, in the Balanced Budget Act, we created
a Medicaid buy-in for people with disabilities with incomes below 250 percent of poverty.

Rationale. A Medicaid buy-in could be an incentive for states to expand coverage to working
adults, since even small family contributions improve the acceptance of such expansions. It also
gives all states the flexibility that we have permitted through Medicaid waivers and supported in
CHIP, as well as in the Medicaid buy-in for workers with disabilities.



Issues. Despite its sound policy basis, the likelihood that a Medicaid buy-in will significantly
reduce the uninsured is low. Since large subsidies are required to encourage low-income,
uninsured people to purchase health insurance, states would have to charge the families low
premiums and pay for most of the costs themselves in order to get meaningful participation.
Moreover, only states that have already expanded coverage to 150 percent of poverty could
charge premiums to all new participants. Unfortunately, states typically cover few adults with
incomes above 50 percent of poverty. Thus, premiums collected through a Medicaid buy-in "_.
would not come close to offsetting the large Federal and state costs. Additionally, while
allowing premium payments from beneficiaries may be attractive to states, Republicans, and
moderate Democrats, it would be vehemently opposed by advocates and liberal Democrats who
believe that this opens the door to high premiums for lower-income Medicaid beneficiaries.

One idea that could possibly address the financial limitations of this proposal is to link the
Medicaid buy-in proposal to a tobacco recoupment bill. The recent state tobacco settlement will
likely lead to legislation about whether and under what terms states may keep the Federal share
of that settlement. In such legislation, we could make expansion through a Medicaid buy-in one
of the uses (or the sole use) of the Federal share. Congressional Democrats and advocates have
long argued that tobacco settlements should be directly linked to health care, health insurance
expansions, and Medicaid. It is possible they would accept a buy-in in a recoupment bill that
assures Medicaid expansions. States, obviously, do not want any strings on the uses of the
Federal share of the settlement, but may have the hardest time arguing against Medicaid
investments since the settlement itself is premised on Medicaid costs resulting from tobacco use.
The clear downside to this option is that money spent on expansions would limit the money used
for other priorities like child care. This issue will be debated in our budget process.

FEHBP Buy-In

Policy. Another proposal for expanding coverage is opening up the Federal Employees Health
Benefits Plan (FEHBP) to various groups of people (e.g., workers in small businesses, people
ages 55 to 65 years old). In order to participate in FEHBP, health plans would have to offer
health insurance to the designated group of eligibles. There are two options for how premiums
would be set: first, new participants could be charged the same premiums as Federal employees;
second, new participants could be charged premiums separately, depending on their own costs.

Rationale. The FEHBP buy-in would give certain groups of uninsured people the benefit of
accessing the health plan options, information and possibly premiums that Federal government
negotiates for its employees. It also reinforces our support for group health insurance
purchasing, plan choices, and adequate information with which to make such choices.

Issues. Depending on how premiums are set, the FEHBP buy-in would either be costly to new
participants or affect the premiums and choices of all Federal employees. Because newly eligible
people who wish to purchase insurance who are healthy can likely find individual insurance that
is cheaper, the population that decides to go into FEHBP is likely to be sicker. This will increase
premiums of all current Federal employees if they are charged the same premium. It could also
reduce plans participating in FEHBP if their enrollees include more costly, new participants than



Federal employees (which could happen in rural areas). As a consequence, most FEBHP buy-in
proposals assume a risk pool separate from that of Federal employees for setting premiums. But
because this pool would be a smaller and include less healthy people, premiums would be more
expensive than FEHBP. As a consequence, most analysts project a relatively small effect on
coverage. The only way to address this would be subsidies which carry significant cost
implications. These complexities explain why there have been few FEHBP buy-in bills.

Given concemns about its use as a source of coverage, FEHBP may be better used as a model for
other coverage expansion proposals. What makes FEHBP successful -- purchasing power for a
large group of people; consumer information; plan choices -- could be incorporated into small
businesses purchasing coalitions. These coalitions, promoted in previous budgets, provide any
small business in the area with a set of plan choices and more affordable premiums. This year,
we are examining options to aggressively encourage their development. For example, FEHBP
managers could provide technical assistance in establishing these coalitions. They could also be
granted non-profit status to facilitate private foundation support.

Catastrophic Coverage for Young Adults

Proposal. You mentioned an interest in policy options that would provide catastrophic coverage
for young adults. Medicare, Medicaid, and FEHBP all provide comprehensive coverage,
although we could conceivably develop a special program for catastrophic coverage. It is also
possible through regulation to require individual insurers to offer such coverage to young adults.

Ratignale. Young adults are more likely than any other age group to be uninsured -- nearly one
in three 18 to 24 year olds lacks insurance. In part, this problem results because young adults are
usually healthy and do not think that their need justifies the cost of comprehensive coverage.
Thus, catastrophic coverage may be the best option for young adults since it is cheaper and
protects them from the real risk of illness or injury that can be financially devastating.

Issues. Catastrophic coverage options probably would not insure many young adults. Few
young adults would purchase even the lowest-cost catastrophic coverage without significant
subsidies. In fact, some analysts believe that only an individual mandate will make young adults
pay any level of premium for health insurance. This is because they rarely recognize their
financial risk (e.g., one in four young adults sustains major injuries in a year and one in 20 is
hospitalized). Second, while catastrophic coverage makes economic sense, people interested in
insurance do not appear to like it. The lack of interest in the medical savings account (MSA)
demonstration has shown that people prefer lower cost sharing and coverage of primary care.

Recognizing these challenges, we continue to examine policies to allow young adults to buy into
Medicaid. Some of the most needing of insurance in this age group are foster care children who
have aged past their 18th birthday (and thus last year of Medicaid eligibility.) We are working
with OMB to provide a new state option for those Governors interested in expanding Medicaid
coverage to this population. We believe it will be affordable (about $50 million over 5), sound
policy that a number of states will pick up. As of this writing, the chances of this proposal being
included in the budget appear to be quite good.
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02/18/99 10:41 8202 331 93863 UNDP WASH,DC. doo1/001

The Administrator United Nations Development Programir,:: @
Suzizinable human development
11 February 1999

Dear Mrs. Clinton,

I would like to bring to your attention the very dif}:cult position in which UNDP
finds itself at this particular juncture. As you are aware, 11e Administration requested a
very low figure, $80 million, (a dramatic: drop of $25 mi..ion from last year’s request)
for UNDP for FY 2000. I hope to secure your help in reti:uing UNDP from what is
clearly a very negative signal being sent by the Administ-:tion to the United Nations,
and most importantly, to the sustainable development wotl: of the United Nations.

When I communicated this news to Melanne Veri:er on the eve of the budget
disclosure, she indicated that you would do whatever you. >ould to help turn this
situation around. It is most important that we support ea:1 agency at the highest
possible level so that each may carry out its specific mantlate, be it for children, health,
population, environment or development. I would therefire like to request your
personal support so that UNDP can reach a level of $11.! million for FY 2000.

One possible avenue would be for the Administration to request supplemental
funds that could be directed to UNDP. Our programme i hard at work both in Central
America and in the West Bank and Gaza. Additional support is urgently required for
our longer-term recovery and reconstruction initiatives i the aftermath of Hurricane
Mitch. The recent Wye Accords underscore the need for our strengthened development
efforts with the Palestinian people.

I think it is absolutely critical that we find a way (o restore funding to UNDP,
and I know I can count on your good offices to achieve 1]iis goal. I look forward to
talking with you at your earliest convenience.

With best personal regards.

Yours sincerely,
—
??Q-n)-- A""‘ lo"‘- g.)enL-‘

James Gustave Speth

First Lady Hillary Rodham Clinton
Office of the First Lady

The White House

Washington, DC 20500

One United Nations Plaza « New York, NY 10017



President Clinton Continues to Fight to Improve the Health of Our Nation’s Children

Children and Prescription Drug Testing. Today’s announcement requiring manufacturers to do studies on
pediatric populations for new prescription drugs and those currently on the market builds on an impressive
array of children’s initiatives advocated by President Clinton.

Children and Insurance Coverage. The President fought hard to ensure that the Balanced Budget Act
included $24 billion -- the largest investment in children’s health care since the passage of Medicaid in 1965 --
to provide meaningful health care coverage to as many as five million of our nation’s uninsured children. He
also fought to include revenue from a 20 cent tobacco tax which will not only further reduce the number of
uninsured children, but it will also serve as a financial barrier to help prevent our children from starting to
smoke in the first place.

Children and Tobacco. The President issued guidelines to eliminate easy access to tobacco products and to
prohibit companies from advertising tobacco to kids. Each day about three thousand children become regular
smokers and 1,000 of them will die from a tobacco-related illness. According to former FDA Commissioner
David Kessler, the possibility of a comprehensive, public health oriented settlement with the tobacco industry
could not have come about without the President’s leadership in this area.

Children and Insurance Reform. By signing the Kassebaum-Kennedy bill into law last year, the President
helped millions of American children keep their health care coverage when their parents lose or change jobs.

Children and Juvenile Diabetes. The President fought to include $150 million ($30 million annually for five
years) for research to help find the cure for diabetes. Americans with this disease often suffer severe
consequences, such as blindness and kidney disease, even when they receive the best treatment and care. The
HHS Secretary will have discretion to target the new funds toward the best scientific opportunities. This
represents the largest single new investment in Juvenile Diabetes.

Children and Immunization. As the President recently announced, over 90 percent of America's toddlers
in 1996 received the most critical doses of each of the routinely recommended vaccines -- surpassing the goal
set by the President in 1993.

Children and the Environment. Earlier this year, the President signed an Executive Order to reduce
environmental health and safety risks to children by requiring agencies to strengthen policies and improve
research to protect children and ensure that new regulations consider special risks to children.

Children and Medicaid. Throughout his Administration, the President has fought to preserve and strengthen
the Medicaid program; its coverage of about 20 million children, makes it the largest single insurer of children.
The Administration has partnered with states through Medicaid waivers to expand coverage to hundreds of
thousands of children.
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Recommended Changes to the Breaux Medicare Reform Plan

Stuart H. Altman
Laura Tyson

The Medicare program which began in 1965 has been among the most ..ccessful
programs developed by the Federal government. It has allowed millions of At::ricans,
mostly over age 65, to have access to the best health care our nation offers, ani! ;rovided
critically needed funding to enable the health care system to support its ever ¢i:.nging
structure and the use of increasingly expensive technology. But, Medicare ha- «:roblems,
problems which will grow much worse in the years ahead. To greatly simplity these
problems can be put into three categories:

A. Inadequate Benefits

Medicare currently covers about 53 percent of the health care spendin: f
Americans 65 years of age and over. Among the benefits not covered .lie most
important are outpatient prescription drugs and long-term care.

B. Future High Cost

The combination of Medicare spending on a per capita basis growing :.ster than
the growth in GNP and the number of Medicare beneficiaries doubli:'- over the
next 30 years, every projection indicates that spending under the curr. :t Medicare
program will consume an ever larger proportion of our national incon - With
that said, it should also be emphasized that Medicare will be required ..+ cover a
much larger proportion of the US population and that Medicare spen. .i1g per
capita must be related to the medical cost growth in the general econi.y or the
program will cease to provide adequate coverage for “mainstream” ;. -dical care.

C. Inflexible Program

Medicare is a major federal program which is governed by the laws « - Congress
and administered by an agency of the federal government. As a resi. it is often
restricted in its operation and the creation of new programs by polit:. i infighting
within the Congress and between the Congress and the Administrat: These

political problems are compounded by the bureaucratic inertiaofa .. e
governmental program.

- v



PROPOSED CHANGES TO BREAUX REFORM PLAN

To address the problems listed above and still maintain the integrity and valu.

this vital program requires that we not replace three of Medicare’s critical underlyin:
principles:

1. A government guarantee that a specified set of benefits will be covered !+

approved and financed Medicare plan.

W

A sufficient government contribution such that adequate coverage will |
available and affordable to all beneficiaries regardless of their income «.
geographic location.

(V3]

A premium and cost sharing structure that does not invalidate the socia!

insurance aspects of Medicare such that it no longer is a preferred plan 1.
income groups.

A premium support plan with defined benefits and expanded coverage for

outpatient prescription drug expenses that has limited income related premiu: -
and/or co-payments can meet these requirements if it is designed correctly ani is

adequately financed.

The specifics outlined by Senator Breaux could be the foundation for such
but, fails 10 include a number of important factors and includes other component-
could undermine the basic integrity of Medicare as a social insurance program. \\
summarized these issues below along with proposed changes we believe are nece

make the reform plan adequate for the 21* century and meet the high goals origi.
established for the Medicare program.

1. Lacks a specified and adequate set of benefits.

In order for adequate benefits to be available and affordable to all Medic:::
beneficiaries they must be specified in law and available in all approved .
plans including the one administered by the federal government. They ai-
include sufficient payments to providers that they will in fact be availabic
sufficient funds from the Medicare program that they will be affordable 1.

beneficiaries. To that end, we would propose the following additions to
Breaux plan.

A. All health insurers approved by Medicare including the program op«
the federal government must provide for beneficiaries to select as an

basic coverage a plan which includes at least the following coverag
outpatient prescription drug expenses.

vaare
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-- Following a special drug benefit deductible of $500, the plan will pay
73 per cent of all outpatient drugs prescribed by an approved Medicare
provider. After an individual reaches an out-ot-pocket payment including
the deductible of $2500 per year, the plan would pay all additional drug
expenses. For a couple living together the spending limit would be $4000.
For the basic Medicare plan, the federal government will contract with a
limited number of private prescription drug benefit managers to administer
the program. It is expected that such PBMs will use the same techniques
developed by private health plans to help control spending including
volume discounting, mail order dispensing and approved pharmacy
formularies. The prescription drug option would require a special
premium which would equal 50 percent of its expected costs.
Beneficiaries would pay more or less than this average premium based on
an income related schedule consistent with the design established for the
basic Medicare plan. For low income beneficiaries, the deductible would
vary from $0 up to 135% of poverty to the full $500 at 300% of poverty.

B. A detailed set of benefits covered under all Medicare plans must be specified
in law. Ata minimum, benefits would include all services covered under the
existing Medicare program plus an option for outpatient prescription drugs.
All plans, including the one administered by the federal government, can
establish their own rules as to how these benefits will be provided. Also
permitted will be small variations requested by plans from the exact
magnitude of the benefits subscribed in law. The Board which will oversee
the operation of the premium support plan must approve all benefit designs
and develop sufficient oversight competence that it can assure the Congress
and the President that all plans do in fact provide the approved benefits and
comply with all other aspects of the relevant statutes.

Income related payvments could jeopardize social insurance aspects of
Medicare

A. Any income related aspects of the reform plan will not consider family
income below $75.000 (850,000 for an individual) to be subject to a higher
than average payment amount. The income related schedule should also
recogaize that some government paynient amount is appropriate even for the
highest income groups as they are also the groups which pay the largest tax
amounts. Furthermore, any individual whose annual income 1s equal to or less

than 135% of the poverty level will not be required to pay any premium or co-
payment amounts.
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Raising age could increase uninsured

;.

The age when an individual becomes eligible for the full Medicare program
will gradually be raised from age 65 to age 67. In tandem with this change all
otherwise eligible individuals could buy into the Medicare program at age 62.
For those aged 65-67, the premium charged would be income related for the
lowest income groups using the same schedule as discussed above.

The core Medicare program must continue to be affordable to all

A.

The modernized Medicare plan operated by the federal government must
continue to be primarily a fee-for-service plan open to all qualified and
approved providers except for certain select high cost procedures and where
clear quality differences are shown to exist. The basic Medicare plan should
also be given the necessary authority to engage in the kinds of competitive
bidding schemes used by private health plans for laboratory services, durable
medical equipment and other similar services. Since this plan will retain
much of its current character it should continue to have the power of federal
government pricing and contracting authority.

The system used to allocate funds to different regions of the US and to price
the national basic Medicare plan must not create a regional bias against
particular regions or in favor of the non basic plan except where clear regional
or plan inefficiencies exist. To this end, all extra legislated payments to
providers beyond what the market for patient care requires should be
calculated on a per patient basis (including both basic Medicare and private
health plans) and paid by the government from the Medicare trust fund
independent of the calculations used to determine beneficiary premiums and
the regional payment to private health plans.]

Specifically, the extra payments for Indirect Teaching Costs and
Disproportionate Share, or the special subsidies to rural providers should not
be paid only by the Basic Medicare plan or required of patients of private
plans who live in areas where such programs exist.

Need an adequate financing plan

A

The plan must include a detailed structure on how it will be financed. While
the exact dollar amounts need not be included since predictions of future
spending become increasing suspect beyond 10 years, the proportions requured
from the different sources of funds should be specified and in general how
such funds will be generated. Specifically, while the Breaux plan includes a
number of provisions which will increase beneficiary liabilities, it does not
mention how the additional governmental funds will be raised. Thisisa
serious omisston since the legislation which established the Commission
required that we develop plans to restore the solvency of the Federal FHospital
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Insurance Trust Fund and maintain the financial integrity of the Supplemental
Medical Insurance plan. In that connection, the plan should include either the
proposal stated by the President to use a portion of the expected federal
surplus to help fund Medicare in the fiture or indicate how the needed federal
revenues will be generated. Most importantly, the plan should indicate what
proportion of the expected costs of the program should come from
beneficiaries and the federal government, and how much should come from
reduced payment growth to providers.

discussion of Long-term care nceds.

No mention is made in the Breaux plan for how the aged will pay for the
increasingly expensive costs of Jong-term care in the tfuture. At a munium,
recognizing the complex nature of this problem and its very high costs, the
plan should contain some general statements about a preferred direction of
future policy.
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I. CONCEPT OF “PREMIUM SUPPORT”

. Current Medicare Managed Care:

Government payments: Medicare pays managed care plans based on a
payment schedule. This schedule is set using the local costs of
traditional Medicare. All plans in the area get paid the same rate. If'a
plan can offer Medicare benefits for less than the payment rate, it must
use the excess payments to give beneficiaries extra benefits.

Beneficiary premiums: All Medicare beneficiaries pay the same

premiums regardless of their plan choices or place of residence.

Enrollment: Today, about 16 percent or 6 million beneficiaries are
enrolled in Medicare managed care. About 70 percent of beneficiaries
live in areas where managed care plans operate. Over two-thirds of
managed care enrollees receive prescription.drug coverage, reduced
cost sharing or other supplemental benefits.

. The Concept of Premium Support:

(@)

Government payments: Medicare would pay plans an amount per
beneficiary up to a limit. This limit could be a percent up to a cap
(e.g., the national average premium) or a regional average premium.

Beneficjary premiums: Beneficiaries’ premium would vary based on
their plan choices. In general, those choosing higher-cost plans would
pay more, those choosing lower-cost plans would pay less. In most
models, traditional Medicare’s premiums would be included in the
formula, and could be higher if Medicare is a high-cost plan.

Savings: Medicare costs would be reduced if (a) the new payment
system pays managed care plans less than they are paid today; and (b)
more beneficiaries enroll in private plans.



03723799

13:21 FAX

lgj004/7008

BREAUX-THOMAS PREMIUM SUPPORT PROPOSAL

Flexible Benefits: Requires that private plans offer at least the same benefits

as traditional Medicare, but allows flexibility in how benefits are delivered.

Government Payments: Percent to a cap: Medicare’s payments would be

based on the national weighted average premium for all plans. The

government would pay:

o

100 percent of the premium if the plan’s premium is less than 85
percent of the national average premium,;

° From 100 to 88 percent of the premium if the plan’s premium is

between 85 and 100 percent of the national average premium; and

o No more than 88 percent of the national average premium if the plan’s
premium is above 100 percent of the national average premium.

Beneficiary payments: Beneficiaries would pay the difference between the

government payment and the plan’s premium -- including all of the
additional premium for plans above the national average premium.

EXAMPLE: HOW PLANS WOULD BE PAID

Total Premium

Gov’t Payment

Beneficiary Payment

$

% of Nat’l
Average

$

% of Total

$

% of Total

$5,100

85%

$5,100

100%

0

0%

$5,500

92%

$5,180

94%

$320

6%

$6,000 Avg

100%

$5,280

88%

$720

12%

$6,100 FFS

102%

$5,280

87%

$820

13%

$6,500

108%

$5,280

81%

$1,320

20%

* 1f beneficiaries in fee-for-service pay 12% of costs, they would pay $732.
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I1. ISSUES AND ALTERNATIVES
- MAJOR ISSUES

. Most beneficiaries would pay more for traditional Medicare: The
Breaux-Thomas plan would result in Medicare premiums that are 10 to 20
percent above current law, according to the independent Medicare actuary.
Although the plan limits the Medicare premium for beneficiaries with no

private plan option, it does nothing for people with limited or unattractive
plan options.

E Competition based on benefits, not price: The proposal would allow
private plans to vary their benefits within some limits. This could result in

adverse selection as plans tailor their benefits to attract the healthiest
beneficiaries.

: Beneficiaries would pay more or less for private plans, depending on
where they live: Although the final version of the plan included no
reference to how it would adjust payments for geographic differences, the
previous versions suggested that the government would only pay part of the
local costs of care -- in an effort to constrain the current, wicde variation in
payments. However, the consequences of this approach are that plans will
over- or under-charge for their benefits to compensate for the partial
geographic adjustment. As a result, beneficiaries will pick up part of the
local costs -- paying more in high-cost areas and less in low-cost areas for a
typical plan.

. Somewhat aggressive transition: The Breaux-Thomas premium support
plan would be implemented in 2003. HHS would probably be better able to
transition to a change as large as this over a longer period of time.
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ALTERNATIVE: MANAGED CARE PAYMENT REFORM

. Guarantee defined benefits: Clear, defined guaranteed benefits. Private
plans could buy down Medicare’s cost sharing, but could not offer extra
benefits (note: assuming that prescription drug benefit is added).

. Protecting the fee-for-service premium and improving adjustments:
Options include: (1) anchoring the Medicare’s payments to the national fee-
for-service premium (not the national weighted average premium) so that
beneficiaries would always pay the same percent premium; or (2) exempting
fee-for-service from the private plan payment system..

The government would pay the full amount of risk adjustment and all (not
part) of the geographic adjustment.

. Lower savings: Relative to the Breaux-Thomas plan, this approach will save
much less money -- in large part, because it does not rely on higher fee-for-

service premiums for its savings. It is not clear how much more efficient
than current law this would be.
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III. POLICY PROS AND CONS

PROS

. Would likely reduce Medicare costs through competition. Although
there would not be significant savings from a well-designed model, this
approach probably saves more than current managed care payment systems.

. Better aligns Medicare with private health insurance. Relies less on
explicit changes to Medicare reimbursement levels to control program costs.
Medicare spending growth would be affected by private plans’ ability to
achieve efficiency and attract beneficiaries, which should better align
Medicare with private spending growth.

. Gives beneficiaries lower-cost options. Beneficiaries could lower their
Medicare premiums by enrolling in low-cost plans.

CONS

. Variable and less beneficiary premiums. Unlike today, all beneficiaries
would not pay the same premiums. The Medicare fee-for-service premium
would likely be higher than that of private plans -- even if it is protected
against being higher than current law. Also, beneficiaries choosing private
plans could face premiums that vary considerably from year to year.

. Could reduce extra benefits that current Medicare managed care
enrollees receive. Currently, Medicare managed care plans compete for
enrollment by offering beneficiaries additional benefits such as lower cost
sharing, preventive care, and outpatient prescription drugs. Under
competitive approaches, a greater share of the efficiency accrues to the
government, reducing the amount that can be provided as additional benefits.

. Significant regulation would be required to avoid two-tiered Medicare.
To promote competition based on price and quality -- not enrollment of the
healthiest beneficiaries -- significant new rules and oversight would be
needed. Without such rules, or because of imperfect implementation, this
policy could have the unintended effects of creating higher premiums for
people who are sick and low-income.
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IV. POLITICAL PROS AND CONS

PROS

. Increases the likelihood of bipartisan agreement on Medicare -- and
Social Security. Without some variation of premium support, it is unlikely
that Republicans will consider any type of Medicare legislation -- especially
a bill that includes the surplus or a prescription drug benefit.

. A drug benefit and the dedication of the surplus could be worth some
version of premium support. The complexity and controversy surrounding
premium support will necessitate it being phased in and otherwise altered to
make it more acceptable. However, it is possible that the diug benefit, the
surplus transfer and other reforms would begin sooner and remain intact.

. Confirms willingness to reform Medicare. Most economist and elite
media consider premium support “real” reform. An openness to it would
end Republican criticism that we only want an election issue or only more
revenues and benefits for Medicare.

CONS

. Would alienate Democratic base, particularly in the House, who think
that premium support undermines Medicare’s guarantees. Base
Democrats generally think that the risk of something bad coming out of any
negotiation with Republicans far exceeds any potential for a positive
outcome -- even if that means a prescription drug benefit.

. Even if accompanied by a drug benefit and the surplus, the fear of
higher premiums and elderly dissatisfaction may outweigh benefits.
High costs and less certainty will always be much more threatening and
politically volatile to the elderly than the promise of a new benefit. This is
particularly the case given the low odds that a good drug benefit and
premium support proposal could emerge from a Republican Congress.

. Opposition to premium support could unify beneficiary and provider
groups.






DRUG COVERAGE AMONG MEDICARE BENEFICIARIES

Medicare Beneficiaries' Drug
Coverage, 2000
Private supplemental drug coverage is low and Chargad

> During Year No Coverago
declining: Only 23 percent of Medicare (22m 6% (B5mM 40%
beneficiaries are expected to have private insurance
for drug coverage (retiree coverage or Medigap) in e
2000 (according to the Medicare actuary) -- down Medicaid
from 38 percent in 1995. Both sources of coverage | Medigap VR
have been declining rapidly as the cost of coverage | g il s ol
rises and therefore cannot be relied upon to provide | _ i L

needed insurance in the future.

© Retiree health insurance: Employer-sponsored retiree insurance, the most generous type
of drug coverage for beneficiaries, is an important but eroding source of coverage.
Between 1993 and 1997, the percent of large firms offering retiree health benefits for
Medicare eligibles dropped about 20 percent. The Medicare actuaries project that, by
2000, only 17 percent of beneficiaries will have retiree drug coverage -- down from [28
percent] in 1995.

o Medigap: Medigap, the standardized private insurance supplement for Medicare, offers
prescription drugs in some of its plans. Its drug benefit has a $250 deductible, 50 percent
coinsurance, and a cap on benefits spending of $1,250 or $3,000. Medigap premiums are
expensive and virtually always underwritten, meaning that premiums are based on the
person’s health. The median premium for a plan with prescription drug coverage is about
$1,100 more than a Medigap plan without drug coverage ($2,073 v $913 in 1998).
Medigap premiums have been rising at double-digit inflation. At the same time, Medigap
coverage has been declining. The actuaries project that only 6 percent of beneficiaries
will have Medigap drug coverage in 2000, down from 10 percent in 1995.

Public coverage exceeds private coverage: More beneficiaries are projected to have public
(30%) than private (23%) drug coverage -- suggesting that concerns about a new benefit
“crowding out” private coverage are exaggerated.

© Medicare managed care: Over 90 percent of beneficiaries in Medicare HMOs have some
type of drug coverage. Typical Medicare managed care plans have no deductibles and
relatively low copayments, but limit the amount that they pay for benefits. In 1998, 42
percent of beneficiaries had coverage limited to $1,000 or less. Rising costs and lower
Medicare payments could reduce benefits in the future.

o Medicaid: Only about 4.3 million Medicare beneficiaries who are fully eligible for
Medicaid (e.g., who receive Supplemental Security Income (SSI) or are medically needy)
receive prescription drug coverage. This represents less than half of Medicare
beneficiaries below poverty since Medicaid eligibility is typically only up to 75 percent
of poverty. Moreover, even those beneficiaries who are eligible have low participation
rates; only about 55 percent of beneficiaries eligible for SSI participate.



BENEFICIARIES WITHOUT DRUG COVERAGE: CHARACTERISTICS AND CONSEQUENCES

* About 16 million beneficiaries (40%) are projected to have no drug coverage in 2000.
Lack of drug coverage is not just a problem for low-income beneficiaries; 40 percent of
beneficiaries without drug coverage have income

abaove 200 percent of poverty (about $17,000 for a
single, $23,000 for a couple in 2000). Nearly one in
three (30 percent) of nonelderly Medicare
beneficiaries with disabilities does not have any
coverage for prescription drugs. Older beneficiaries
are less likely to have drug coverage, as are rural
beneficiaries. Nearly half of rural beneficiaries have
no insurance coverage for drugs.

o .J\Mlusa o

Medicare Beneficiaries Without Any
4D]rug Coverage By Income: 2000
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* Many beneficiaries with drug coverage have high drug spending. According the
Medicare actuaries’ projections for 2000, beneficiaries with some type of insurance coverage

Medicare Beneficiaries' Drug

v . Spending: By Drug Coverage
! § : lCoverage nNo Coverage
£

s l]J] = o |

$1250 $250-500 $500-1000 $1000+ ,

Drug Spending in 2000

* Elderly without coverage pay higher prices.
coverage pay higher prices than large HMOs,
employers and the Veterans’ Administration
pay for the same drugs. Moreover, American
senior citizens pay higher prices for drugs
than citizens in other nations. For example,
the average retail price for the top ten drugs
for seniors are 72 percent higher in the U.S.

versus Canada.

. (private or public) have higher spending and

| utilization than those with no insurance coverage for

| prescription drugs. Most research has found that lack
of coverage reduced needed drug utilization. Despite
this, nearly half of beneficiaries without any insurance
coverage for prescription drugs have annual out-of-
pocket spending of greater than $500.

Medicare beneficiaries without drug

Drug

Prilosec
Zocor
Procardia
Zoloft

COMPARISON OF PRICES FOR DRUGS

Use Price for Preferred Regular
Custgmers Price
Ulcers $56.38 $111.94
Cholesterol $42.95 $104.80
Heart $67.35 $126.86
Depression $123.88 $213.72

Source: Minority staff report to Committee on Gov’t Reform

* Larger financial burden. Elderly with private insurance for drugs have about half the out-
of-pocket financial burden for drugs than those without coverage. About 1 million
beneficiaries without drug coverage have annual out-of-pocket expenses that exceed $3,000 —
which more than 20 percent of income for at least half of these beneficiaries. Rural elderly
have out-of-pocket costs that are 35 percent higher than urban elderly, and women have, on
average, costs that are 20 percent higher than men, primarily because many are widowed and

lower income.

























































$17,117

Annual Income

HELPING WORKING FAMILIES
REACH THE POVERTY LINE, 1998

99.9%

Food Stamps
$3,444

9

Full-time Minimum Wage
Job (less withholding)
$9,893

Full-time Minimum Wage

Job (less withholding)
$9,893

With Food Stamps Without Food Stamps

| Poverty Line
for Family
of Four




How Much Can Food Stamps Raise
the Incomes of Low-Income Working Families
(Table assumes families spend $350 monthly for rent and utilities)

Earnings
30 hours, | 34 hours, . Full-time,
minimum wage $6.50 per hour $7.50 per hour
Monthly take-home
earnings: $618 $884 $1,200

Food Stamps for a
family of 3: $253 $149 $57

% Increase in monthly
take-home earnings: 17% 5%

Note: "Take-home" earnings equals earnings minus federal payroll taxes and does not
include the EITC or the effects of state taxes.




Changes in the Number of Poor People
and Food Stamp Participation 1995-1997
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Child Program Participants As a Percent of Children Poor

After Receiving Social Insurance Benefits
(in thousands)

Number of Children Number of Percent of Poor Number of
Poor After Receiving Child Food Stamp Children Receiving Child AFDC
Social Insurance Recipients Food Stamps Recipients
1994 16,324 14,391 88.2% 9,440
1997 14,890 11,871 79.7% 7,527
1998* 14,454 10,585 72.8% 6,898
Change: ______.__—-——--'—"__‘“/
'94 -'97 -8.8% -17.5% -9.6% -20.3%
'94 - '98 -11.5% -26.4% -17.5% -26.9%

Source: CBPP calculations based on Census and HHS data
* Based upon decline in total recipients and average decline in poverty

Percent of Poor
Children Receiving
AFDC

57.8%
50.6%
47.4%

-12.6%
-18.0%



















































