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MEMORA1''"DUM 

TO: Julie James 
Bruce Lesley 

FROM: Mun-ay Ro~ 

M <~ cc;;\ Jc--'"Y Rk cf (l/4/-Jo0 k 
Mt~I~ «"1d~r1½ F,~ d /t'D~h:... 

September 27. 1995 

SUBJECT: Estimating savings from Medicare Cb'oice in the Cbauman's Mark 

CBO's estiDlS.te of savings from Medicare Choice is the net result of changes in 
spending from three sources: · 

o _ lower update.son payments ma.de on behalf of current enrollees (strictly 
speakm.g, the share of Medicare beneficiaries enrolled in risk contraet:S under 
current law); 

o savings associated with new enrollees (the estimated fraction of Medicare 
beneficiaries moving from traditional fee-for-service to Choice plans other 
than high deductiole plans); and 

0 payments on behalf of beneficiaries choosing the high deductible 
insurance/medical savmgs account option. 

Ova seven years, CBO estimates that savings on curre:nI enrollees would .oral $42.6 
billion (see att3.ched table). Savings on new enrollees would total about S7.l billion. 
Payments to Choice enrollees with high deductible plans would cost about $2.3 
billion as a result of adverse selection not fully compensated for by risk adjustment. 
The nee savings attnouted to Medicare Choice is $47.5 billion. 

· CBO's estimate assumes that enrollment in Choice plans (including high deductible 
plans) would reach about 22% of Medicare beneficiaries by 2002, compared with the 
14% of beneficiaries projected to be covered by risk plans in the CBO baseline. 
Most of the increase is atm'bat.able to CBO's e.ssumptions about beneficiaries' 
responses (O the n(:'\J,· government-coordinated open enrollment process and expanded 
choices. CBO assumed that there would be a short•run increase in emollmeot 
reflecting these fact.or.;., but a slightly lower rate of growth in future enrollment. In 
addition, ~O assumed that eliminatin~ the s;ntitiement to cost•sharinR for l--1edicaid 
eligibles and QMBs would increase enrollment as 
pl~ "1,,th··lo~-ef"cost-!..'?rartng requirements . 



• · . . I · . 
CBO ASSUMPTIONS UNDERL VING CALCULATION OF MEDIC E CHOICE SAVINGS 

CHANGE IN SPENDING 
(Bi!llons o f doflarsl 

DnseHnc Enrollees 

i-Jcw Enrollees (excluding t1lgh deduclible plans) 

Hig11-0eductible Plans/MSAs 

-- ·· --· - · -· ·· ··• 

MANAGEO CARE ENROLLMENT 
(As percent of all Medicare bonaflclarfes) 

CBO Baseline (risk contracts only) 
Medicare Chol~ 

Risk Plans 
High-Oeduclible Plans/MSAs 

1996 

-0.4 

-0.0 

0.0 

-0.4 

1996 

8 
B 
8 
0 

1997 

-1 .9 

-0.1 

0.4 

~1.5 

1997 

9 
13 
12 

1 

Nole: Change in spendlng is dlfferenoo from Budget Resolullon baseline. 

Flacal Vaara 

1998 1999 

-3.G -5.4 

-0. 7 -1.0 

0.4 

1998 1999 

10 11 
17 19 
16 18 

1 1 

2000 

-7.5 

. ' .J 

0.4 

2000 

12 
20 
19 

1 

Sowce: Preliminary Congressional Budget Office estimates based on policy in Chairm<"n's mark and discussions 
with Commiltee staff. 

·• · 
2001 2002 Tota 

-10.2 -13.7 -42.6 

-1 .8 -2.3 -7.1 

0.4 0.4 2.3 

2001 2002 

13 14 
· 21 22 

20 21 
1 1 

09/271~ 
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MEMORA1'1)lJM 

TO: Julie James 
Bruce Lesley 

FROM: Mum.y Ro~ 

M <~ 1~1 Jc~"y Rk J (lh/-J-ook 
M,,,.(1~ (<."1d~r1½ F•~ d /,'rl~"(__ 

Sept.ember 27. 1995 

SUBJECT: Estimating savings from Medicare Choice in the Chainnan's Mark 

CBO's estimate of savings from Medieare Choice is the net result of changes in · 
spending from three sources: 

o _ .Jower updat~ on payments made on behalf of current emolle-es (strictly 
~g, the share of Medicare beneficiaries enrolled in risk contracts llllder 
current law); 

o savings associated with new enrollees (the estimated fracrion of Medicare 
beneficiaries moving from traditional fee-for.service to Choice plans other 
than high deductil>le plans); az:id 

o payments on behalf of beneficiaries choosing the high deductible 
insurance/medical savmgs account option . 

Over seven years, CBO estiroates rbat savings on curtenI enrollees would total $42.6 
billion (see attached table). Savings on new enrollees would total about S7.1 billion. 
Payments to Choice enmllees with high deductible plans v.-ould cost about $2.3 
billion as a result of adverse selection not fully compensated for by risk adjustment. 
The net savings atttfoured to Medicare Choice is $47.5 billion. 

· CBO's estimate assumes tlm enrollment in Choice plans (including high deductible 
plans) would teach about 22% o!Medicarc beneficiaries by 2002, compared with the 
14% of beneficiaries projected to be covered by risk plans in the CBO baseline. 
Most of the increase is a.ttn'batahle to CBO's a.ssumptions about beneficiaries' 
responses to the n~· gove:mment.coordinated open enrollment process and o..-panded 
choices. CBO assumed that there would be a short•run increase in enrollment 
reflecting these fa.ctorSy but a slightly lower rate of growth in future enrollment. In 
addition., Q3O assumed that eliminatin2 the eptitlement to cost•sharing for lvfedicaid 
eligibles and QMBs would increase enrollment as 
pl~~ 'l,l,,,th fo~--ercost-sbartng requirements . 
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CBO ASSUMPTIONS UNDERLYING CALCULATION OF MED-E CHOICE SAVINGS 

CHANGE IN SPENDING 
(Billlons of doffarsl 

Baseline Enrollees 

,,Jew Enrollees ( excluding high c.Jeduclibte plans) 

Higt1-Oeductible Plans/MSAs 

lt~(ai" . 
- • • ___ ., -- ·• --• -· P O 

MANAGEO CARE ENROLLMENT 
{A~ percent of all Medicare boneflclartes) 

CBO Baseline (risk contracts only) 
Medicare Choice 

Risi< Plans 
High-Deductible Plans/MSAs 

1996 

-0.4 

-0.0 

0.0 

-0.4 

1996 

8 
8 
6 
0 

1997 

·1.9 

-0.1 

0.4 

-1.5 

1997 

9 
13 
12 

1 

Note: Change in spending is difference from Budget Resolullon baseline. 

1998 

-0.7 

1998 

10 
17 
16 

1 

Flacal Veara 

1999 

-1 .0 

0.4 

-6.0 

1999 

11 
19 
18 

1 

2000 

-7.5 

. f.3 

0,4 

2000 

12 
20 
19 
1 

Source: Preliminary Congressional Budget Office eslimates based on policy in Chairman's mark and discussions 
with Committee staff. 

I •• • I 

2001 2002 Tota 

-10.2 -1 3.7 -42.6 

-2.3 -7. 1 

0.4 2.3 

2001 2002 

13 14 
21 22 
20 21 

1 1 

09/27/£ 
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30.00/o 
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0.0% 

• P')~J.r~ ~--~O(./('-{ • 

ADMINISTRATION MEDICfflE CUTS BY CATEGORY W,-:;.:c 
(Over7 Years) ~~:, 

$6.7 
5.3% 

$56.6 
45.3°/4 

$3.5 
2.8% 

$8.9 
7.1% 

$13.0 
10.4°/4 

■% of Total $124.88 in Net Savings 
Dollars in Billions 

$11.4 
9.2% 

$1.9 
1.5°/o 

$19.5 
15.7°/4 

$3.3 
2.6% 

Benes Hospitals Managed SNF ffilA Doctors OPDs Other Fraud & 

Note: Reflects HCFA package as of 11/3/95. Care Abuse 
Note: Total Medicare Savings ofSl 24.8B includes the effect of$3 .SB in new Medicare benefits under the beneficiary category. 
Note: Chart docs not include saving., from fix of hospital OPD formula-driven overpayment ($13. 7B) which will be passed on to beneficiaries. To 
calculate the package's full effect on hospitals, OPD and FDO must be taken into account. The total hospital effect would include: $S6.68 
hospital savings plus SI .98 OPDplus $13.?B FDOequalling$72.28, or 52. l¾ofS138.SB total (including FOO). 

! · 1 
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November 8 

HOUSE REPUBLICAN MEDICARE CUTS BY CATEGORY (H.R. 2425) /1 
(Over 7 Years) 

30%------- ---------------------------. 

25% 

16 

6% 

$54.4 
$57.6 
21.3% 

■ 

Benes Hospitals Managed SNFa 
Care 

/ I CIIO "°"'•I Scori119 o l HouH •Pa ... d 1111 Nol Yet Available 
/2 lncludH 8evtfte• from Elmlnatlori o4 FIOO 

/3 lnclud•• othet 11tovWer, t,MNt, and Ms, e.-.11191 

% Distribution of $270.28 in Savings 
($ in BilUons) 

$33.4 

HHAs Doctors 0P0s/2 Other/3 Fail Safe 

• 
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Novemb~r 8 

SENATE FINANCE REPUBLICAN MEDICARE CUTS BY CATGORV /1 
(Over 7 Years) 

30%-.-------------------------- ------

25% 

20% 

15% 

10% 

5% 

$67.5 
25.0% 

Banes Hospitals Managed SNFs 
Cara 

/1 CBO f inal Scerint of h n,lt•·f'-..il M Not Y•I i'wll•lli. 
12 lncludH llaqe fwOffl EIINl"lelloft ol FIDO 
/3 lnclud• Heeplce, Othff p_, I Pnwld.,.•. Md MSP 

% Distribution of $270.1 B in Savings 
($ In BIDions) 

HHAs Doctors OPDs/2 Other/3 fraud 
& Abuse 
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·• 
Comparison of Historic

1
& Projected Medicaid Per Capita Growth Rates 
' 

ei.\ 

FY 1993 -1995 FY 1996 - 2002 FY 1996 - 2002 
Per Capita Growth Per Capita Growth Per Capita Growth 

FY 96 MSR Baseline FY 96 MSR Baseline March 95 CBO Baseline 

Adults 1.6% 5.2% 8.3% 
Aged 5.8% 3.4% 5.5% 
Children 2.3% 6.3% 8.2% 
Disabled 1.7% 4.0% 6.4% 

Total 4.7% ~D 7.5% 

s .\olO 

...... 
c:, .. 

-
~ 
V1 

.. 
tv 
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z 
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0 
0 .... 

" 0 
10125195 11 :46 AM rv 



Medicaid Reform, Assumf Aden1's Plan, FYs 1996-2002 
Assumes Ca-0% Effective 

(billions S) 

$54 Biltion Cap - Administratioa J3mJiu SS4 biUioa Cap· CBO Baseline 

• 
Admin. Budille CBO Baseline Admin. Baseline COO Bueline 

OSR Sa,•i.ngs1 
-38.1 -24. 1 

Per Capita Cap Suiag3u -IS.4 -88.6 

Total Savillgs -53.6 - 112.7 

GroMb oftndu Used ia Policy4 
4.9% 4.9% 

A Comparison of Pr:oi«tcd 7-Ycar <fYs 1296:2002) Growth lutes: 

MNlic:aid CurnnC Law Pu Caplta2 S.6% 7.5¾ 

Repablkan l\lediuid Plan Ptt Capita' NIA 1.4¾ 

Medk art Current Law Per C.pit:a 7.6% 8.2% 

Republicn Mtdic:Are Plan Per Capi1a5 NIA 4.9% 

Private He.11th Insurance Per Capita 7.6¾ 7.1% 

Nominal GDP Per Capita 4.6% 4.1% 

1
DSH savings assume )~ . reduction from actu2J FY 9S spending i11 tach stale. Future growth is lintcd to growth in nominal GDP. 

1
1'er eai,ita cap includes spffl<fing for benefit, aad administralioo. Medicaid e\lrrffll law growth r111e is for bmefits and admillistntion. 

-38.1 -24. J 

4 l.8 -30.8 

3.7 -.55.0 

6.5% 

l lf thc: growth f3lt 1mder a cap is higbef than ourent law, lhe moclrl dlows the policy a.s a cost. HO'l\'C\'tf, it is lmliJccly th81 sto:s. undcT a per capita cap, would~ spending 
beyond ca:rre.trt law levels. 

4Tne gro-,,1h index is ~ on groW1h iD nominal GDP pa- u¢t.a. with adjllS1mcruS lo allo,v for a lranSition and to rnoct budgcca,y t.-getL 

'Pa- cai,ita grov,v, rat~ s for R.epubliC3D Medicaid & Medicare plans are c.ala.ibfcd from lhc Budget Rcsolation. 

>--4 
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M,dicaid Reform. Assam .Hit's Plaa, f'Vs 1996-2002 
A,nmN 0MB A.!lumptioas lor Adinmirtnt u- & CBO AMl'Umptloa, for CBO DaseliM 

(bil!ions S) 

f.ml!IC Hultb, lns■[ll(t Growth Lm 1,5 fcatDb!C' Poju, 

ose S.vi■g,1 

Ptr C.pita Cap Saviapu 

Total Snia1~ 

Growell of ludu Used in Policy• 

Adminn tration 

-38.1 

2 1.0 

-1 7. 1 

6.1¾ 

A Comparuoa offr:oics:ltd 7-)'uc (FY• 1996-2002) Gr:o!!Sb Jute,: 

Printt Ocalth_ IHunioct (Pffi)' 7.6,~ 

PHI Les, 1.5 Pcrt'Htagc Poiab 6-"~ 

Medicaid C•rl"fflt Law Ptt Capita' s.~. 

Rtpubliun !\tcdica.id rtaa Per Capita6 ~ IA 

Mcdicart C •rntd Law Pt-r Capita 7.6% 

lupublica.11 Mcdicuc Plan Ptt Capita' NIA 

l'ioiniMI C DP Ptr Capm 4.6°/4 

10SH snup - 33" ~ from ld'NI FY~~ in adi JIR. htwc sr-dl is lmrdto crc,'1"111 

iii 1t0111inll GDP. 
~ capta cap inc~ ~ for bmcf"ti, and achiJlislntioo. Medicaid -.c law 1"""1b ntt is (or 

bcodits IDd ~ 

~ Ult gro,o1ll nil!: ......... ~ i, b.igl,~ -- - law, ec •odd 11,o,o-s die policy •• cost. ""-"er, it is 

ta!ikdy !hat-. tmdcr 1,.,., ~ cap. woold ~ .-ndirts beyald ~ I.., lcvds. 

4t'K cro,,,cb lo.ta is i... 011 pvwth ill nomul GDP~~ "idl adj,,mta13 ID ..n-for•1rn900tl 
DIIOmlld~tlrJd!,. 

'&timar~ o( .,_.,.,;., ,..-...,;ta private..,,. ..... is.,.... OD CDO . OACT~ 
'!'ff a,pita .,_,. 131n fo, ~blice Mcdic:aiill .t Medicac pl- an: c:alCIA!aled 6't'ffl ct,e Badr;d k3ollllioo. 

CBO 

-24.1 

-24.2 

-48.J 

S.6•1• 

7. lo/. 

S.6% 

7.S% 

1.4% 

s.r;. 

4.9"/4 

4.1% 

N 
0\ 

\!) 

U1 

\!) 

N 
U1 

z 
0 

0 
0 .... 
-0 

0 
b 



. Medicaid Reform, Assomt .• dent's Plan, FYs 1996-2002 
Assamts 0MB Assumptions for Admi11istra1Klioe & CBO Auvmptions for CBO ~line 

(billioos S) 

DSH Saving,1 

Pu Capil.l Cap Saviog,1.J 

Total Saviog, 

Gro'lll1h of' lndu Used in Polky4 

AdmiR. Bastline 

-38.1 

-1 .5 . .5 

-SJ.6 

4.6% 

A Comparison of Projcmd Z·Ytat m·, 1226:2002) Crowtfl Jutg: 

Medicaid Current Law Per Capita1 
S.6"'~ 

Repubfiain l\ledkai<I Pbn Per Capita' NIA 

Medittrt Carrent Law Per Capita 7.6% 

Rrpublittn Mediutt Plu Per Capita5 
NIA 

Private Health llsur.111cr Per Capita 7.6Yo 

Nomiaal GDP Per Capita 4 .6% 

CBO Bas,eline 

-24 .1 

-30.2 

-54 .J 

4. io/o 

i . .5% 

1.4% 

8.2°/4 

4.9~~ 

7. 1% 

4.m 

1
DSH savings assume 33¾ reduction from actmJ FY 9S sprnding io each scm. Fucurc grow1h is linked to g11:>'lll1h 

in nominal GDP. 

21>« C3J)ita C3P includes spcading fo, bennrts and wnlnislntiOfl. Medk&xl cur=i.11,w gro"1h me is for 
bruefltS aod admiDis'lralion. 

't! the ~'th rate lllldcr I cap is highn lhlJI CIIJTClll law, the model ~ the policy ~ a OOSl Ho.,'C'\'ef, it i$ 

lllllikeJy ch3I states, undcf a pcrapita cap, •OJ!d increase i;;,rnding beyond cwmd law !nets. 
~ r;rowtb inda is based on crowUi in DOfflill.31 GDP ~ capila. with adj,l!tlnents CD mlow fo, 1 tt1msitioo 

and ID meet ~ targets. 

~ cupiCI gro"'tl\ rwtc, fot R.epublicao Mcdjcaid .l Modicarc pl.Im, are calc:ulm:,d fiom Che 8uc1cd Resolutio n. 

D 
n 
-i 

N 
(jl 

t.D 
Vl 
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N 
Vl 

z 
0 
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0 
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• Major Medicaid Assumptions 

0MB 

Estimation Methodology National, average per capita of 
total expenditures. 

Leakage I/3rd of savings is " lost". 

Projedcd (FYs 1996-2000) Growth in Nominal GDP Per 4.6% 
Capita 

Projected (FYs 1996-2000) Growth in Private Health 7.6% 
Insurance 

October 25, 1995 (11:29am) 

• 
CBO 

National average per capita, by 
recipient group. 

113rd of savings is .. lost". 

4. 1% 

7.1% 

..... 
c:, 
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• Medicaid Reform, Assume$ .cot's Plan, FYs 1996-2002 
Assumes Cap With 33% Leakage 

(billions S) 
• 

$54 Billiotl Cap-Adml■ittntion B•sdinc SS4 blllioa Cap - CBO Budine 

Ad111in. Ba.tine CBO Bll•in Ad111i■ • BaNtiae 

OSU Saviog:, -38. l -24. l 

Ptr Cap ib Cap Savints - 15.5 -64.4 

Total Savings -SJ.6 -88.5 

Growtta of l.ndu Used in Policy 4.6% 

A Compuison or Projected 7-Year (FY• 1"'72002) Growth B•tet: 

Medicaid Carrent Law Per Capita 5.6% 1.5% 

Republican Medicaid Piao Per Capita NIA 1.4% 

Medicare Carreat Law Per Capita 7.6% 8.2% 

Rep•blican Medicare Piao Per Capita NIA 4.9% 

Private lleaJCh Iosurance Per Capib 7.6o/. 7.1% 

Nolllioal GDP Per Capita 4.6% 4.1% 

DSH savings assume )3% redDction from actua( fY 95 SJICU,Clillg in each ,tu. Fubrc growdi is linked lo growth in nomiH• GOP. 

Per capita cap includes tpmdng b t-fiD IOd admillistratioa Medicaid c:am:mt law g,vw1h me is for ba:1dits w ~ 
The groMh indell n bwd on growth in -.iiw GDP per capita, with adjmtmmb ID allow{« a trwibon llkl to acct bwdgday wg,cts. 

RJGlrrc!M>~ji gro"1h rates u RCJJ1blican Me46caid & Medicare plw ere caaalmd ma the ltudi!,et lle9olulio&. 

-38.1 

26.6 

- I 1..5 

6.2% 

CBO Baseline 

-24.1 

-30.& 

-.54.9 

6.2% 
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.-
Chang, In F1deral Medicaid Spendir,g, 1996-2002 D~r; 
Cap on Spending per Beneficiary @ GOP/capita +xo/o begiMing in 1996 

. arate Caps by Group, no downward adjustment ~ 
not applied in 1996 

Baseline Nominal GDP( plus 2¼,1¼,o•~) Nominal GDP (plus 3%,2"1,,1¼,0"lo) 
Total Change In T 01.11 Change In Total 
Spending Total (millions) percent Tot31 (millions) percent 

Total 9$4,920 918,510 (36,410) .5_7•1. 930,103 (24,817) -3.9¼ 

Alabama 13,404 12,993 (41 2) -4.6% 13,016 (260) · 2,9¼ 
Alaska 1,644 1,741 (103) ·8.3% 1,730 (77) ~ -2% 
Ari?ona 14,333 13,880 (4S2) -4.7¾ 13.930 (270) •2,8% 
M ansas 9.789 9.S79 (210) •3,2"/o 9.633 (105) -1.6% 
California 82.820 80,541 (2 ,279) -4 .1% 80.743 (1 ,392) -2.5% 
Color.ido 7,210 7,059 (151) •3 .1% 7.089 (81) •1.7% 
Connecticut 13.717 13.238 (479) •5,2'/4 13,277 (294) -3,2¼ 
Delaware 1.763 1,703 (60) -5.1 '/4 1.708 (36) -3.1% 
District of Columbia 4,816 4.605 (210) 0 6,S"lo 4.601 (14') -4.5% 
Florida 4 1,258 39,099 (2,158) -7 ,8% 38.928 (1.561) -5.6% 
Georgia 27,933 26,868 (1 ,06S) -5.7% 26.879 (706) -3.8¾ 
Hawaii 2,900 2.751 (149) •7.7% 2,740 (107) -5.5% 
Idaho 2,712 2 ,650 (61) -3.4% 2 ,667 (30) ·1 .7"/o 
Illinois 34 ,166 32,638 (1,528) -.5.7'/o 32.597 (1.052) -4.6% 
Indiana 21 ,758 20,892 (866) -5.9'/o 20,898 (S76) -3,9¾ 
Iowa 7,864 7,638 (226) ""4 .3% 7,672 (129) -2.4¾ 
Kansas 6.214 6. 102 (1 12) -2.7% 6,141 (49) -1.2¾ 
Kenluclcy 16, 133 15.684 (4'19) -4 .2o/, 15,746 (260) •2.4% 

. s~ana 
37,831 35.376 (2,456) -9 .7o/, 3.S,840 (2,004) -7,9% 

6.383 6. 1 ◄6 (238) -S .6% 6 ,151 (155) •3,6% 
ryland 14.069 13.473 (596) -6.3% 13,467 (403) -4.3% 

Massaehusens 27.868 26,409 (1,4S9) -7,8% 26 ,256 (1,080) •5.8% 
Michigan 33,332 32.334 (998) ◄.5¾ 3,.,451 (590) •2.6% 
Minnesota 16,132 15,382 (750) ~ .9¾ 15,369 (511) -4.7% 
Mississippi 12,451 12,079 (372) ◄.5¾ 12,104 (232) •2.8% 
Missouri 16,930 16,353 (577) -5.1¾ 16,371 (375) -3,3% 
Montane 3,043 2,992 (SO) •2.So/o 3.011 (21) -1.0% 
Nebraska 4 ,2S4 4 ,151 (103) -3.6% 4.175 (53) -1 .8% 
Nevada 2,41 5 2,366 (49) •3.1¾ 2.376 (26) -1 .6% 
New Hampshire 4,378 4,251 (1 27) -4 .3¾ 4,251 (85) -2.9% 
New Jersey 2S,732 2S,008 (72◄) -4 .2¾ 25.095 (427) -2.So/, 
NewMaxk:o 6,121 5.982 (138) -3.4% 6,007 (76) -1 .9¾ 
New York 120 .164 116,044 (4,120) -5.1% 116,235 (2,632) -3.3% 
NoM Carolina 28,008 28.008 (0) ·0.0% 28,008 (0) •0,0% 
North Oakota 2,23S 2.181 (54) -3,6% 2,196 (26) -1.8% 
01\io 40,356 38.705 (1,651) -(i.1% 38.741 (1 ,083) -4.0% 

Okl.:ihoma 8,322 8,130 (192) -3.4% 8.168 (104) -1.9°/4 
Oregon 9,399 8,959 (440) •7.0% 8,941 (307) ◄.9% 

Penn,ylvania 42,394 41 ,081 (1 ,313) -◄ .6% 41,220 (786) -2.8% 
Rhode Island 5.072 4 ,880 (192) -5.7% 4,887 (124) -3 .6% 
Soulh Carolina 16,046 15,701 (345) ..J.2% 15.769 (185) -1.7% 
South Dakota 2.296 2 ,229 (67) "4.4% 2.240 (38) -2.5% 
Terinenee 21,463 20,675 (788) ..S.S¾ 20,702 (510) -3.5% 

Texas 71,882 67,015 (4,867) ·10.1% 66,031 (3,920) ~ .1% 
Utah 4.701 4,599 (102) -3.2% 4.624 (52) · 1.6% 
vermont 2,138 2,025 (1 13) -7,9o/o 2,014 (83) ..S.8% 
Vlrglnla 11,205 10,88S (320) ◄ ,3¾ 10 ,929 (185) -2.5¾ 
Washington 17,1 58 16,693 (465) ..i .0% 16 ,749 (274) -2.4% 

. Virginia 13,401 12,726 (675) -7.S% 12,679 (484) -5.4% 
ns,n 15,822 14.747 (1,075) -10.1% 14,555 (849) ~ .0% 

ming 1,285 1,264 (22) ·2.5% 1,272 (9) •1.0¾ 

lndUdel allmlnl1uauve C.C:lll 8(lQ OMSs (MCI al>lo 10 OfllOI< OUI), 

13-0<.'I-~ 
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fJ ~ rt\ / ~rtl M, 1\v ( JJI\ 6lcJ.i,JJJr1 ,F',J: 

~~ Differences Berwecn .CBO and OACT Pricing of Pascble Bill C/2. 
A caveat in comparing CBO and OACT pricina of the Daschle bill is how interactions among -=-
proposals are treated. CBO builds the interactions among proposals into specific proposals. In ( (. (.o k 
contrast, OACT prices each proposal independently and shows the interactions among proposals ~ (' \ 
as a separate line. This is primarily a problem with hospital PPS proposals, particularly medical Q -.. r 
education. The Pan A interaction is Sl.4 billion and the interaction among physician proposals is f ~j <- ~ 
small at SO.I billion. 5t <. ~ 

There are some large differences between CBO and OACT pricing specific proposals. 'tM C!XA.,rNtA. 

(1) 

(2) 

PPS Update: While there are differences between CBO and the Administration in market 
basket projections, they seem too small to account for the S2 billion di.ff erence. 

PPS Exempt Update: The S3. I billion difference ·reflects that CBO did not include any 
effects of rebasing and extension of the ·marlcet basket reduction to all PPS exempt 
hospitals. ..:-~ • 

(3) ~ : These differences are driven by fundamentally different baselines for IME. In FY 
1996, the CBO baseline is about S 1.1 billion lower than the OACT baseline and the 
differCQcc increases to more than S3 billion in FY 2002. CBO assumes 1 percent resident 
to bed growth between FY 1996 and FY 2002 {resident growth partially offset by bed. 
declines) while OACT assumes no bed decreases and resident gro'Wth of2•3 percent per 
year. 

(4) Capital: The OACT numbers seem to have been priced from a baseline later than 
President's budget and should decrease somewhat when priced under the latter. There is 
an issue of pricing based on a 1 S percent reduction from a projection of actuals rather than 
from a projection of what costs would have been under the method of paying for capital 
pripr to implementation of PPS for capiu.l. 

(5) Transfers: CBO used the OACT savings estimate, but applied a 25 percent behavior offset 
to.it. 

(6) IMF1GME Slot Freeu: The differences appear to be driven the differences in baseline 
between CBO and OACT. 

(7) Outliers: Not clear why there is a S0.8 billion difference. 

(8) ,SNE: Despite having a 9 percent higher baseline over the 7-years, CBO scores less savings 
than OACT. A good portion of the difference in SNF pricing might be accounted for with 
different behavioral offset assumptions. OACT uses a 5 percent offset while CBO uses a 
25 percent offset . 



• 

• 

• 

' l-0)-07-1995 15:09 ll.. I r.l 202 690 8168 P . 04 

(9) Home Health: It is difficult to understand why CBO scores so much less savings than 
OACT for the five HH proposals despite having a 19 percent higher baseline over the 7-
years. While the components of the CBO estimate arc not separately identified, CBO 
previously priced extension of the savings from the Im temporary frcczc in the President's 
budget at about $3 billion. Thus, the pricing differences are even larger for the other four 
proposals combined. · 

(10) Physicians: The larger CBO savings seem to result from the higher baseline projections. 
Higher volumcfmtensity in the baseline results in bigger reductions in fuwre updates and 
thus generate larger savings. 

( 11) Physician Overhead Payments: It appears that CBO did not price the provision. 

(12) Oxygcn/DME: The source of the pricing difference is not clear. 

(13) MSP Extenders: Not clear why there is a $1.8 billion difference in pricing the MSP 
extenders. - .=-... c 

(14) MSP Insuror Reporting/Court Case: Not clear why this provision appears not to be priced 
byCBO. 

(15) Myt.agt".d Care: The figures in the tabte combine all the provisions relating to managt-.d 
care. For CBO pricing, the total reflects the Managed Care proposal and Offset for 
Removing Medical Education and DSH from the AAPCC. For OACT, the total reflects 
Part A Managed Care, Part A Managed Care Interactions. and Part B Managed Care 
Interactions. 

( 16) Fraud and Abuse: CBO scored the general fraud and abuse provisions at $2. 7 billion. This 
scoring is separate from pricing for specific proposals which explicitly save money (e.g., 
reductions in paymt:t for oxygen). OACT did not score the general provisions on fraud 
and abuse, though 0MB might score these proposals for the Administration . 
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•• Differences HctWeen CBD and OACI Pri,ing 
7-YCAf Totals Cm billions) 

Provision OACT CBO Difference 

PPS Update SlS.4 $13.4 S2.0 
PPS Exempt Update 3.6 o.s 3.1 
IME 10.0 6.2 3.8 
Capital 11.0 9.0 2.0 
Transfers 7.4 5.1 1.7 
IMFJGME Freeze Slots 6.S 3.1 3.4 
Outliers 4.4 3.6 0.8 

SNF 8.5 6.3 1.8 
Home Health 13.3 9.1 4.2 

Physician (Freeze+ Bias) 8.4 11.0 _ -2.6 ,: . .,..-(.._ 

Physician Overhead 0.6 0.0 0.6 

Oxygco/DME 3.0 1.1 1.9 

Managed Care -3.0 13.2 -16.2 

• MSP Extenders 7.7 5.9 1.8 
MSP lnsuror Reporting/CoW1 Case 3.3 0.0 3.3 

Fraud & Abuse 0.0 2.7 -2.7 

Net 8.9 

Note: Pricing of other provisions also differ by small amounts . 

• 
TOTAL P.05 
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RepUbllc:an Modicare Proposai£ • Savings 1816-2002 
lDorlar5 In blJIWIC. fiscal vear51 e-a--of 

Ol,CTIOMB ceo eeo- C&OTctal . 

PAAT A ~OPOSALS 
~ 

. 
R4dU0D Mce,oical PPS UP!Sdl /a 

17,1 ,,., ,,., 
~PPG~ Rid~~ OGAA ,OQC:> 

fil .3 e.o so 

R.wcie ~Vpdat'wRebUint ~ 2.8 0.6 0 .~ 

Reduc;aaPPS,EaffiO(caa,catPe,-mclltl 
, .e 1.5 1.5 

MofWCDrium on Lon;•Tetm care ~ o.a 0.7 0 .7 

ec-,111~de-,z:Nsno, 0.2 C.4 o; 

La-et lME 1D I .Ola C,~191!) 
, .e e.2 e.2 

GMER.efocm 
, .s , .. 5.7 

Recfugs~DSH~1<1"' 
3., 1.$ , .s 

am,,__ M4-0ns a OASiers 
.. , ,., '·' 

PPS~~ 
1., $ .. 7 5.7 

$CM~ t""~,,.,,..., -0.3 -0.3 ~ .3 

RPCH~ 
-0.2 4.3 ..0.3 

ttotM ...... 
t+iF,_~ 2.5 

..CIIUMI~ 
, .o 

HHF'PS 
, .7 

HH L,.oc:don d ~ 
o.e 

EIJmlNUlt,itiP'P 1.2 

~HadflTole/ 
110 e., 9 .1 

SdJal:ltcuranaF-.U-
SNF~~ 

2.0 

"-imSNFPPS ~3 

~ fil# PPS <8"') 3.1 

SNFTOftll 
7.S g,3 CS.3 

Thec'9"1'0c1td1af,ca 0.G o.; 0.G 

Htl()a 
ReffiOwe Gl4E. !Me. aid~ from MPCC Id 2.:, 2.0 2 0 

111-,k;ans.c.ondaryPs,-.t"~AI 
l1"'6Jr-.c'~ .-d Court CMe F"Ol , .a ,.o , .o 

MSP~ s.i 3.5 3.~ 

Fl"&U4Md.W..k 
1.1 1.0 , .e 

Pat1A~ 
,2.3 Q.O 0.0 

ITQTJJ.. PAAT A 
IID::l 61 .9 $ .1 71 .3 
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cf,)& . 4 !-
C.&> -~ I'.) Mf, 

(_/Jt:J (fa .1(..D(I) <~ 
-
PMTBPROP05AUi \ 

PTl)'W'C18M 
F,..._ QIS MO~- earAflC PC 1.2 

• 
IIIM>S&ia 1.2 
Ta.I 111) 11 .0 

Sln,gle FM For~ (lQ 0.9 0.9 
A.duce~ p.~ 0.8 o.e 0.6 

ll~b~MO~ 2.1 3.5 l.5 ~=gfl ~ physic:at, ~ -0.1 0.0 0.0 

~I OurpMM«t"-~na 
ftx)o1Coj~ 0.0 0.0 0.0 
Emi,cSOSAAQ:3 UI 1., 1.• 

HMO. 
~~&QDilinv- 1.2 1.0 , .o 

IM,dlQ,. $eCO(.JArrhyW{Part 8 ) 
IM'Jrer ~ and CouttCaee fix 1., 1.0 1.0 

"'91> ~ 2.5 2.• 2., 

FAU4W.,..lc 0.3 ,. , ,. , 
~~ 

Camp_ 8.soi,,g b-~ (1~} 2.9 2.5 2.5 
c:an,p. 8lddltl8 b' Pwt a s.M(;,OS c1sar., 1.3 1.0 1.0 
~'--bT- u 1.0 , .o 
01')19e"\~~ 2.3 1.5 , .! 
E.q,Md Cenwl d t:Jc.l~ 0.2 lt!cluo.d .,, Pa It " 

~GuidetiMe 0.6 05 0.5 

~ ASG"'pdau,: ~2 ~ o.e 0.9 0.9 

IOl. Pa,m.nt Reduction 0 .1 0.1 o., 

Put e P'lwl\lum 1e ., 21 .~ 21 .5 

~ 8 PAn!luta 0C'fN< ~ .2 •7.6 .1.e 

TOTAL.PA.R'T8 38.2 "}1 .1 23.1 44.3 

H.-BeMffls 
We~ MatT\tTklQr-phy ~nng ~-' ., . 1 ·1 .1 
~ca,.. ~ -5.0 -5.0 

Tocal Coe at N.,_. S.ri.ma ~-3.5 \ . , . 1 .5.0 <1.1 
~ ,_,9 

SAV\M~ FROM TOTAL. PACKAO!! I / ,,'.8 I 81 .Q :n., ( ,oo.5 · 

~ PPS ~GI~: f='r.7.trl; MS.-1 l / -bl P~mQt paticy: R~1ng: ~ "'46-\ E-
el F,-ud and abua,o spit~ Pai, A {1;0'I,) 81\C Pert 8 (~ ) 
61 v-r l'OUQh ..zimQ ol.a pr'OF)CIM.I 17\.at CBC ~ not ~ u ~ fnio..cb.'"ld,ng propcaaJ 

NOTE: The cao Scoring u~ rNY not match the propoQI exactly. 
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OCT 06 ' 95 04= 47PM AMERICAN HOSP ASSl'I 

SENATE FINANCE COM'.MITI'EE MEDICARE PROPOSAL 
PROJECTION OF LOST l\mDICARE REVENUE 

FOR TYPICAL HOSPITALS 

Reffects seven-year cumulative losses (1996-2002) per hospital 

ESTIMATED 

P . 3/3 

l\1EDICARE REVENUE LOSS 
HOSPITAL TYPE PER HOSPITAL 

(7-YR CUMULATIVE LOSS 
1996·2002) 

Typical Hospital $17 million 

Typical Urban Hospital $25 million 

Typical Rural Hospital $5 million 

Typical 50-Bed Hospital $3 million 

Typical 150-Bed Hospital $12 million 

Typical 250-Bed Hospital $26 million 

Typic~ 450 Bed Hospital $60 million 

Typical Teaching Hospital $45 million 

Source: American Hospital Association 10/6/95 

~ J \ . j_ ~(- t \ ,r t 
t-<::" r ~ · ~) (t(! • r-. 

o " J tv' o.-\ ~ ~::io tt._ 
.;... 
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Profl• of Rur■I Cornmunhy H°'iJttala 

Beal l8t up & staffed 

FTE emplove•• 

Toi.al Expen•• (mltHona) 

Total Diachar911a 

Medieare Oisch1rgu 
(al • percent of total) 

Medicaid 0.1char9•• 
<•• • percent of total) 

Mlln 
83 

286 

.,,., 
2133 

44,0% 

15.8% 

-- .. ·- ------------
FlgurN .,. bned on d•t• lrom Z,5Z6 u.s. rurel community 
hoaplt•~ an AHA 'a 1 SS3 Annual Survey of Hospitals 

Ir'. C:/ :l 
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SENATE FINANCE COMMITfEE MEDICARE PROPOSAL 
PROJECTION OF LOST MEDICARE REVENUE 

FOR TYPICAL HOSPITALS 

Renects seven-year cumulative losses (1996-2002) per hospital 

ESTIMATED 
MEDICARE REVENUE WSS 

HOSPITAL TYPE PER HOSPITAL 
(7-YR CUMULATIVE LOSS 

1996·2002) 

Typical Hospital $17 million 

Typical Urban Hospital $25 million 

Typical Rural Hospital $5 million 

Typical 50-Bed Hospital $3 million 

Typical 150-Bed Hospital $12 million 

Typical 250-Bed Hospital $26 million 

Typical 450 Bed Hospital $60 million 

Typical Teaching Hospital $45 million 

Source: American Hospital Association 10/6/95 
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Profle of Rural Cammunhy HotpJtaJ. 

Beds Mt up & staffed 

. FTE emptove•• 

Total Expen•• (mltliona) 

Total Discharges 

Medicare Oiacharvea 
(u a percent of total) 

Medicaid ~•charges 
(as • percent of total) 

Mun 
93 

286 

.,4.7 
2133 

44.0% 

15.8'6 

FlgutN are IM6ed on data from Z,~26 u.s. rural community 
hoapltal~ on AHA 'a 1 S93 Annual SUrvey of Hospitals 
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SENATE FINANCE COMMITIEE :MEDICARE PROPOSAL 
PROJECTION OF LOST l\,IEDICARE REVENUE 

FOR TYPICAL HOSPITALS 

Reffects seven-year cumulative J05ses (1996-2002) per hospital 

ESTIMATED 
MEDICARE REVENUE LOSS 

HOSPITAL TYPE PER HOSPITAL 
(7-YR CUMULATIVE LOSS 

1996·2002) 

Typical Hospital $17 million 

Typical Urban Hospital $25 million 

Typical Rural Hospital $5 million 

Typical 50-Bed Hospital $3 million 

Typical 150-Bed Hospital $12 million 

Typical 250-Bed Hospital $26 million 

Typical 450 Bed Hospital $60 million 

Typical Teaching Hospital $45 million 

Source: American Hospital Association 10/6/95 
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Profle of Rural Community Hotpita)a 

Becta aat up & staffed 

FTE emplove•• 

Totel Expen•• (mltllona) 

Total Dischargfila 

Medicare Oiachargu 
(u • percent of total) 

Medicaid 0;1char9e1 
(a1 a percent of total) 

Mun 
93 

266 

.,4.7 
2133 

44.0% 

15,8% 

Fl9U1N are H6tld on data from Z,!S26 u. s. rural community 
hoaplt•ls an AHA 'a 1SS3 Annual Survey Of Hospitals 
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.... ....... (·4-·,. D~PARTMfNTOf HEALTH a,. HUMAN ~ERVIC.F.S ~ ... olthC.,,., , ,nan~:~Aom,:~\:~a~o:i 

-. 
,,..__ Th• Admi"liat1;,to1 

-

The Honorabl e Sam Gibbons 
Ranking Member, 
Committee on Ways and Meon• 
u.s. Houee ot Representativo; 
W•ahington, o.c. 2051~ 

Dea~ Con~reosman .Gibbons; 

Wuhi,1aton. D.C. 20201 

October 11, 1995 

I am ~riting in re1pona• · to your request for information on the 
colllbined impaot on the Medicare ffoapical Inaurance {HI) Trust Fund 
of the Republican Medicare proposal• in H.R.2425 together with the 
repeal of the Social security tax proviaion in the Omnibus Budget 
Reconciliation Act of 1993 (OBRA'tJ). 

The OBAA'93 provision increased the portion ot Social Security 
1ubject to Federal income tax and allocated this revenue to tho 
Medicare HI Truat Fund. The repeal of thie OBRA'93 provision would 
decreA88 HI Truet Fund revenues. 

The cumulative ettect of the Medicare Part A HI reduction& included 
tn H.R . 2 ◄ ~5 for FY 1996 - FY 2002, offset by the coet of repeal1nq 
the OBAA'93 provision, would reduce Part A expenditures by 
approximately S93 •. 4 bi~Uon , Baaed on o•timate1 trom the Health 
Care Financing Adm1niatrat1on ' e aetuarie1, the reaultiny year-by­
Y•Gr •·net" Medica~e Part A aavinga w0uld extend the life of the HI 
Trust Fund through tha third quarter of calendar year 2006. Thi; 
estimate ia based on the intermeaiato aet of aeeumptione in tne 
1995 Trustees Report . 

Please let mo know if I can provl~e any further information . 

Sincerely, 

~~ 
Administrator 

Att~chment 
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Medicare Part A "Net" Savin&s Estimates 
Net Effect of HR 242~ Medicare Part A Saven and Repeal of OBRA •93 Provision 1 

Year Medicare Part A Repeal of OBRA'93 Net Reduction in 
SaYiao Provfaioa1 Part A Spending 

1996 -$3 $2.9 -$0.1 

1997 -$7 $4.3 -$2.7 

1998 -$14 $4.9 -$9.l 

1999 ·$20 SS.3 -$14.7 
. . 

2000 -$24 SS.8 -Sl8.2 

I 
2001 -$29 $6.4· -S22.6 

lOOl -$33 s1.0• -S26.0 

. Total ·$130 536.6 -$93.4 

Based on CBO ~litim&tcs 10/2/95 
•HHS projections based on CBO eatimatet for tho yoars 2001-2002 for repeal of OBRA 93 provision 

l . Too OBRA ·93 Social Sa!urity 141( provi1i.oa iDmued lbc portion of Sooial So;urity aubjcct 10 follral inoome LaX ~ alloc411:J this 
rewnue IO the Mo.licsrc Hl Trust Fund The repod of chi, pruvisl.on would~ HI ~ucs. 

,. 
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0£.PARTMfNTOF HEALTH 6L HUMAN SERV!r.ES ~., olth c,, ., , ,n~nc,r.11 Aom,r·s:,at o~ 

Th• Admi-,;.t,~tor 
WH hi,11ton, D.C. 20201 

.. 

• 

The Honorable Sam Gibbons 
Ranking Member, 
Committee on Ways and Mean• 
u.s. Kouee ot Reprasentativos 
Waahington, D,C. 20515 

Dea~ Con1reeaman -Gibbons; 

Oatober 11, 1995 

I am ~riting in reapon•• · to your requeat for information on the 
colllbined impaot on the Medicare Hospital In•uranee (HI) Trust Fund 
of the Republican Medicare propoaal1 in H.R.24,5 together with the 
re~al of the Social security tax provi■ ion in the Omnibus Budget 
Reconciliation A0t of 1993 (OBRA'93), 

The OBR-''93 provielon 1ncreaaad the portion of Social Security 
aubject t o Federal income tax and allocated this revenue to tho 
Medicare HI Tru1t Fund. The repe•l of thia OBRA ' 93 provision would 
doc reaae HI Truet F~~d revenues. 

The cumul4~1ve ettect ot the Medicare Part A HI reduction• inc luded 
in H.R . 24~5 for FY 1996 - FY 2002, offset by the coat of repeollnq 
the OBRA'93 provision, would reduce Part A expenditures by 
approximately S93 •. 4 bipion , Based on e1timote1 trom the Heal th 
care Financing Administration's actuaria1, the roeult i n~ year-by­
year "net" Medicare Part A aavinga would extend the life of the HI 
Truat Fund through tha third quarter of calend4r year 2006 . Thia 
estimate is baaed on the intermeaiato aet of aaeumptiona i n the 
1995 Trustees Report . 

Please let me know if I con provide any further information . 

Sinoerely, 

~~ 
Ad.mini1trator 

Att•chment 
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Medicare Part A "Net" Savinas Estimates 
Net Effect of HR 242~ Medicare Part A Saven and Repeal of OBRA •93 Provision' 

Year Medicare Part A Repeal of OBRA '93 Net Reduttion in 
SaviDn Proviaioa1 Part A Spending 

1996 -$3 $2.9 -SO.I 

1997 -$7 $4.3 -$2.7 

1998 -$14 $4.9 -$9.l 

1999 -$20 $5.3 -S14.7 
. . 

2000 -S24 $S.8 -S18.2 

I 
I 

2001 -$29 $6.4· -$22.6 

2002 -$33 S7.0• -S26.0 

. Total •S130 S36.6 -$93.4 

Based on CBO e5rim&tea l 0/2/95 
•HHS projection.a bued on CBO eatimatee for the yeara 2001-2002 for repeal ofOBRA 93 provision 

l . Tho OBRA ·93 Social Security tAI( promioa iDl.1roucd tbc portion o! Sooit1 Sowrity M1jc:r;t 10 rediinl mooa:ie ta:x ~ a)loc;qJ thi• 
reveaue to tho Mo.Ii,~ HI Trust Fund. The tlpClll o!tbit piuvialoa woulddtcreue HI teYC11uca. 
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OE;PARTMENTOF HEALTH a,. HUMAN ~ERVIC.F,S ~.ao lth C,1 , 0 , ,n~nc,~g f,.Qm, r:·1:•at O:'I 

Th4' Adtni'l iatt~to1 

.. 

• 

The Honorable Sam Gibbons 
Ranking Momber, 
Committee on Ways and Mean• 
u.s. Nou8e ot Representativoe 
Washington, n.c. 2051, 

Dea~ Con~roseman .Gibbon~; 

w .. hi,,"on. D.C. 20201 

Ootober 11, 1995 

I am writing in re1pon1u1 to your requeat for information on the 
combined impaot on the Medicare Hospital Inauranee (HI) Trust Fund 
of the Republican Medicare proposal• in H.R.2425 together with the 
repeal of the Social security tax proviaion in the Omnibus Budget 
Reconciliation Act of 1993 (OBRA'9J), 

The OBAA'93 provielon increased the portion of social securit.Y 
aubject to Fedoral income tax and allocated this revenue to tho 
Medicare HI Truat fund. The repeal ot thie OBRA ' ~3 provision would 
docreAso HI Truet Fund revenues. 

The cumulative et!ect. of the Medicare Part A HI reduction& included 
tn H. R. 2425 for FY 1996 - FY 2002, offset by the coet of repeal1nq 
the OBAA'93 provision, would reduce Part A expenditures by 
approximately S93 •. 4 billion, Baaed on 01timate1 trom t.he Health 
care Financing Adminia~ration'a actuariet, the reaultlny year-by­
yecsr •· net" MedicaX'.e Part A aav1ng1 would ext.end the life of the HI 
Tru1t Fund through tha third quarter of calender year 2006. This 
estimate ia ba1ed on the intermeaiato aet of aaeumptione int.he 
1995 Truetees Report. 

Please let mo know if I can provide any further information . 

Sinoorely, 

~~ 
Adrniniatrator 

Att~chmont 



· ' 

• 
PUo 

1u-11-~~ u~:UI M\ ~KUM ULl~A 

Medicare Part A "Net" Savin&s Estimates 
Net Effect of HR 2425 Medicare Part A Saven and Repeal of OBRA •93 Provision 1 

Year Medicare Part A Repeal of OBRA '93 Net Reduction io 
Savioo Provfaioa1 Part A Spending 

1996 -$3 $2.9 -$0.1 

1991 -S7 $4.3' -$2.7 

1998 -$14 $4.9 -S9.l 

1999 -$20 $S.3 •Sl4.7 
. . 

2000 -$24 SS.8 -SI8.2 

I 
I 2001 -S29 $6.4· -S22.6 

2002 -$33 s1.0• -S26.0 

. Total -$130 S36.6 -$93.4 

Based on CBO estimate, I 0/2/95 . 
•lllfS projcaionJ based on CBO estimatee for tho yoars 200 l ·2002 for rept.al of OBRA 93 provision 

l . The OBRA ·93 Social ~ty we proYli ion uwrwcd tho portion of Sooi.tl So.;wity IUbjca 10 f ederal income tax 6:1.d alloc41l:J lhis 
rewnue to the MoJi~c-c Hl Trust Fund Thc repoe.l ofthi, pruviaicn woulddoc:reue HI revcn~ . 
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EXTRA BILLING PROTECTIONS FOR '1EDICARE BENEFICIARIES 

Comparison of current law and Revised House Republican Bill 

Delivery System Participating Non-Participating i !-losp;tals and SNF,-
Physician Physicia n 

CURRENT LAW 

FEE-FOR-SERVICE MEDICARE 

Before DeductJble YES YES YES 

After DeductJble YES YES YES 

RISK HMO, 

1.n-net11t'ork YES YES YES 
,ervlces 

Authorized out--0f- YES YES YES 
net11t'o rk 1e rv Ices 

Emergency YES YES YES 
services 

UNDER HOUSE REPUBLICAN BlLL 

HJGH DEDUCTIBLE or PRJV ATE FEE-FOR-SERVICE PLAN under Medicare Plus System 

Before deductible NO NO NO 
met 

After deductible 
'NO NO NO 

met 

HMO, POS, PSN or PPO under Medicare Plus System 

ln-net11t'ork YES YES YES 
services 

Authorized out--0f-
net11t'ork services 

NO NO NO 

Emergency YF~ YES YES 
services 

NOTES: 

.. YES" means the beneficiary would have es.tr• billing protection ... NO" means that the benericiary would not 
have eitra bUllng protection and Indicates a reduction in beneficiary protection relative to current law. 

Under both current law and the House Republican bill, beneflchma in fee-for-service Medicare would be 
protected from eitra billing by participating and non-participating physicians and certain other provlden. 

Under both current law and the House Republican bill, beneficiaries in net11t'ork plans are not protectcl! from 
ntra billing for unauthorized out--0f-net11t'ork services .. 

o!t:JtS 
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EXTRA BILLII\G PROTECTIONS FOR MEDICARE BEI\EFICIARI ES 

Comparison of current law and Revised House Republican Bill 

Delivery System Participating Non-Participating i !-lospitals and SNFs 
Physician Physicia n 

CURRENT LAW 

FEE-FOR-SERVICE MEDICARE 

Berore Deductible YES YES YES 

After Deductible YES YES YES 

RJSKHMO, 

In-network YES YES YES 
aervicea 

Authorized out--0r- YES YES YES 
network services 

Emergency YES YES YES 
services 

UNDER HOUSE REPUBLICAN BILL 

HIGH DEDUCTIBLE or PRJV ATE FEE-FOR-SERVICE PLAN under Medicare Plus System 

Berore deductible NO NO NO 
met 

After deductible 
INO NO NO 

met 

HMO, POS, PSN or PPO under Medicare Plus System 

In-network YES YES YES 
aervias 

Authorized out--0(- NO NO NO 
network aervices 

Emergency YFS YES YES 
services 

NOTES: 

"YES" means the beneftciary would have extra billing protection. "NO" means that the beneftciary would not 
have extra billing protection and indicates a reduction in beneficiary protection relative to current law. 

Under both current law and the House Republican bill, beneficiimes in ree.-ror-servicc Medicare would be 
protected from extra biJling by participating and non-participating physicians and certain other provident. 

Under both current law and the House RepubUcan bill, beneficiaries in network plans are not protectu ! from 
extra billing for unauthorized out-of-network services. 

<SM 
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EXTRA BILLING PROTECTIONS FOR MEDICARE BENEFICIARIES 

Comparison of current law and Revised House Republican Bill 

Delivery System Participating Non-Participating / !-Iospitals and SNfs 
Physician Physician 

CURRENT LAW 

FEE-FOR-SERVICE MEDICARE 

Beron Deductible YES YES YES 

After Deductible YES YES YES 

RISK HMO, 

In-network YES YES YES 
len'ket 

Authorized out--0f- YES YES YES 
network sen-Ices 

Emergency YES YES YES 
sen-Ices 

UNDER HOUSE REPUBLICAN BILL 

HIGH DEDUCTIBLE or PRIVATE FEE-FOR-SERVICE PLAN under Medicare Plus System 

Befott deductible NO NO NO 
met 

After deductible 
INO NO NO 

met 

HMO, POS, PSN or PPO under Medicare Plus System 

In-network YES YES YES 
len'ket 

Authorized out--0f- NO NO NO 
network sen-Ices 

Emergency YFS YES YES 
sen-ices 

NOTES: 

"YES" meant the beneficiary would have ntra billing protection. "NO" means that the beneficiary would not 
have extra billing protection and i.ndicates a nduction in beneficiary protection relative to current law. 

Under both current law and the House Republican biU, beneficlames in fee-for-sen-ice Medicare would be 
protected from extra billing by participating and non-participating physicians and certain other pnwiders. 

Under both current law and the House Republican bill, beneficiaries in network plans are not protcctcl! from 
extra billing for unauthoriud out-of-ne"'·ork sen-ices. 

<SM 
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IN 1990s RECONCILIATION BILLS, 

CBO CONSISTENTLY OVERESTIMATED 

ACTUAL MEDICARE SPENDING 

COMPARISON OF POST-OBRA 1990 AND POST-OBRA 1993 

CBO MEDICARE BASELINES WITH ACTUAL SPENDING 

CBO's estimates of Medicare program spending at the time that OBRA 1990 and 

OBRA 1993 were enacted have been consistently high. Actual spending (or in the 

case of OBRA 1993, more recent 0MB estimates) has come in regularly below the 

projection made at the time of passage. 

• For OBRA 1990, the average difference between the baseline projected in 1990 

and actual spending in FY 1992 AND FY 1992 was $700 million per year . 

• For OBRA 1993, the projections made by CBO in 1993 exceeded actual 

spending (or more recent 0 MB estimates) in every year. The d ifference 

ranges from $2.9 billion to $6.2 billion . On average, the difference is $4.2 

billion per year. 

For recent years, the overestimates have been about 2% to 4% per year. Over a 

seven-year period (as is the case with this year's reconciliation bill), this would 

translate into a $35-$60 billion overestimate. 

L 

&e, [.) J~,\ ~_./ 

p_'t:Ql_-1'/ e__, 
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Comparison of Post-OBRA CBO Baselines with Actual Spending 
(dollars in millions) 

CBO Baseline Pre-OBRA 1990 

OBRA 1990 Redcutions 

CBO Baseline Post-OBRA 1990 

Actual Spending (current est.) 

Actual - CBO Post-OBRA Baseline 

CBO Baseline Pre-OBRA 1993 

OBRA 1993 Reductions 

CBO Baseline Post-OBRA 1993 

Actual Spending 

Actual - CBO Post-OBRA Baseline 

1991 

109,262 

4,350 

104,912 

102,000 

-2,912 

1992 

122,801 

6,805 

115,996 

116,200 

204 

1993 1994 1995 

130,700 148,070 167,676 

0 2,570 7,076 

130,700 145,500 160,600 

127,800 141,800 154,400 

-2,900 -3,700 --6,200 
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MEMORANDUM 

tvlEDICARE AND TIIE OMNIBUS BUDGET RECONCILIATION ACT OF 1990: 

IMPACT ON ENROLLEES, HOSPITAL.5, AND PHYSICIANS 

FEBRUARY 1991 

' 
, 

111 11 11111 I 

0 _/ 
THE CONGRESS OF THE UNITED STATES 

CONGRESSIONAL BUDGET OFF1CE 
SECOND AND D STREETS, S. W. 

WASHINGTON. D.C. 20515 
'----·---



/.BLE I. TOTAL COSTS FOR HEALTH CARE UNDER MEDICARE (In calendar years, 
• millions of dollars) 

Total Costs Net Federal Costs a / Enrollees' Costs b/ 
Year HI SMI Total HI SMI Total HI SMI To tal 

Projections Prior to Passage of OBRA-90 

1990 70,950 56,055 127,005 64,833 30,765 95,598 6,117 25,289 31,406 
1991 78,099 64,107 142,206 71,602 37,660 109,262 6,497 26,447 32,944 

,, 
11 

I. 

1992 86,440 72,053 158,494 79,308 43,493 122,801 7,752 28,560 35,692 
1993 95,253 81,398 176,652 87,502 50,436 137,938 7,752 30,963 38,714 
1994 104,728 91,757 196,486 96,289 58,042 154,331 8,439 33,716 41,155 
1995 114,708 I 03,414 218,122 105,546 66,683 172,229 9,162 36,731 45,893 I, 

" .. 
Projec tions After Passage of OBRA-90 

1990 ~ 10,455 SS,960 126,415 64,338 30,670 95,008 6, 117 25,289 3 I ,406 

i; 

I 
1991 76,505 6 1,373 137,878 70,009 34,904 104,9 12 6,497 26,469 32,966 
1992 83,367 68,208 151,575 76,364 39,632 115,996 7,003 28,576 35,579 
1993 90,582 76,905 167,487 83,095 44,669 127,764 7,487 32,236 39,724 
1994 99,705 86,621 186,326 91,582 50,459 142,041 8,123 36,162 44,285 
1995 109,299 97,708 207,007 100,461 57,103 157,564 8,838 40,605 49,443 

• o~ Percentage Change In Projections 

-0.7 -0.2 -0.S -0.8 -0.3 -0.6 0.0 0.0 0.0 
1991 -2.0 -4.3 -3.0 -2.2 -7.3 - 4.0 0.0 0.1 0. 1 
1992 -3.6 -5.3 -4.4 -3.7 - 8.9 - 5.5 -1.8 0.1 -0.3 
1993 -4.9 -5.5 -5.2 -5.0 - 11.4 -7.4 -3.4 4.1 2.6 
1994 -4 .8 - 5.6 -5.2 -4.~ -13.1 -8.0 -3.7 7.3 5.1 
1995 -4.7 - 5.S -5. 1 - 4.8 -14.4 -8.S -3.5 10.5 7.7 

199 1-95 -4.1 -5.3 -4.7 -4.3 -11 .5 -6.9 -2.6 4.9 3.4 

SOURCE: Congressional Budget Offioe. 

NOTE: The C$timatcs in the table arc incurred amounts for calendar years under CBO's summer 1990 baseline. 
OBRA-90 refers to the Omrub us Budget Re.conciliation Act of 1990. 

a. Federal rcimbu.rscmcnts for HI and SMI services, minus SMI premium rcoeipts. 

b. Copaymcnt, balance-billing. and premium costs under Mcclicarc. 

C. Under OBRA-90, the update to HI payment rates was delayed from October 1, 1990, until January 1, 1991. 
Payments to providers under the SMl program were rcduoed by 2 pcroent for services provided during November 
and Dcoembcr 1990. 

• 2 



TABLE 5-16.-CBO PROJECTIONS FOR MEDICARE PROGRAM COMPONENTS BASEllNE 
(Outl.iys by fiscal ,e.ir. in billions of doU.irs) 

1993 1994 1995 1996 

~ '"" Part A• Hospital '"""" (HI) I HI outlays ................................................................................................................. $91.6 $102.0 $111.8 $120.8 

ospl:i~u.~~ .. ~'.~~~ .. '..~.I.~ ... :::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
11.3 9.6 8.1 

74.8 81.0 87.9 94.3 

Annual growth rate .................................................................................................. 8.3 8.5 7.3 

PPS hospitals .................................................................................................. 64.8 69.2 74.5 78.5 

Non-PPS hospitals/units .................................................................................. 10.l 11.9 13.4 15.8 

Hospice .............................................................................................................................. 1.0 l.l 1.3 1.5 

Annual growth rate .................................................................................................. 18.5 16.0 16.4 

Home health ....................................................................................................................... 9.5 11.7 13.6 15.3 

Annual growth rate .................................................................................................. 23.6 16.5 12.3 

Skilled nursing facilities ................................................................................................... 5.3 6.6 7.4 8.1 

Annual growth rate ................................................................................ ·-·············· 24.4 12.4 9.0 

Other part A (PROs) .......................................................................................................... 0.2 0.3 0.2 0.2 

Annual growth rate .................................................................................................. 50.0 -33.3 0.0 

Administration (subject to appropriation) ........................................................................ 0.9 1.2 1.3 1.3 

Annual growth rate .................................................................................................. •············ 38.8 5.3 4.8 

General part A infocmation 
Indirect teaching payments .............................................................................................. 3.3 3.6 3.9 4.1 

Direct medical education payments ................................................................................. 1.7 1.7 1.8 1.9 

Disproportionate share payments ................................................................. ·--······ .... 3.0 3.3 3.5 3.8 

Inpatient capital payments ............................................................................................... 7.7 8.5 9.4 10.3 

HI trust fund income ................................................................................ .. ._ ............. 97.l 106.6 118.6 125.9 

HI trust fund surplus ........................................................................................................ 5.5 4.6 6.8 5.1 

HI trust fund balance (EOY) ............................................................................ - .............. 126.l 130.7 137.5 142.5 

Other part A infocmation 
HI deductible (in CY dollars) .......................................................................... - .............. $676 $696 $720 $748 

Part A FY enrollment (millions) ·-········· ......................................... .-............. _ .............. 35.5 36.l 36.8 37.4 

PPS market basket increase FY% ....................................................... - .......................... 4.1 4.3 4.7 4.6 

PPS update factor (ave.rage) ............................................................................................. 2.7 2.0 2.6 2.6 

tt.thly p,eml,m (lo CY dottml .............................................. ·-······-··-·-··-·-···-·· 
Premium receipts (FT billions) ............................................................ - ....... --........... .. 

$221 $245 $262 $276 
$0.5 $0.6 . $0.7 $0.8 

Medicare Part 8: Supplementary Medical Insurance (SMI) 
Total SMI outlays ... .......................................................................... . ..................... . 

Annual growth rate ................................................................................................. . 
54.3 60.9 68.7 77.5 

12.2 12.9 12.8 
Physicians ................................................................................................. :· ........ .. ........ . 

Annual growth rate ................................................................................................. . 
DME and P & 0 suppliers ................................................................................................ . 

28.5 30.2 33.4 36.8 
6.2 10.7 10.2 

2.2 2.4 2.7 3.0 
Annual growth rate .......................••..... ............ .. ......... -........... .. ........... . 

laboratories 1 ................................................................................................................... .. 
9.9 11.l 10.7 

4.2 4.7 5.3 6.0 
Annual growth rate ................................................................................................. . 

Outpatient hospital ............................................................................... ·-········-······· .. . 
11.7 12.7 12.4 

9.6 11.0 12.7 14.8 
Annual growth rate ................................................................................................. . 

Other part B ...................................................................... .. .. , ___ _ 
14.4 15.5 16.3 

7.9 10.8 12.6 14.9 
Annual growth rate ........................................................................... _ ................... . 

Administration (subject to appropriation) ............................................. - ....................... . 
37.4 16.7 18.3 

1.8 1.7 1.9 2.0 

1997 1998 1999 

$131.4 $143.l $156.9 
8.8 8.9 9.7 

102.2 111.3 122.4 
8.4 8.9 10.0 

83.8 90.l 98.l 
18.4 21.2 24.3 

1.8 2.1 2.4 
16.8 15.9 16.4 
17.0 18.6 20.3 
11.2 9.5 8.7 
8.8 9.5 10.l ~ 
8.5 7.6 7.2 

0) 
(X) 

0.2 0.2 0.2 
0.0 0.0 0.0 
1.4 1.4 1.5 
4.6 4.4 4.3 

4.5 4.8 5.3 
2.0 2.2 2.3 
4.1 4.4 4.8 

11.2 12.3 13.4 
131.7 138.l 143.8 

0.3 -5.0 - 13.l 
142.8 137.8 124.7 

$784 $824 $868 
38.0 38.5 39.0 
4.3 4.2 41 
3.8 4.2 4.2 

$295 $317 $340 
$0.8 $0.9 $1.0 

87.5 98.2 110.l 
12.9 12.2 12.l 
40.6 44.3 47.8 
10.3 8.9 8.1 
3.3 3.7 4.0 

10.9 9.7 9.0 
6.7 7.5 8.4 

12.5 12.l 11.9 
17.2 19.8 23.l 
15.8 15.6 16.6 
17.7 20.8 24.5 
18.4 17.7 17.9 
2.0 2.1 2.2 

Annual growth rate ................................................................................. - ............ . 
Other part B information 

- 10.2 12.6 4.9 4.6 4.3 4.3 ~ 

SMI deductible (in dollars) ................................................................. - ...... --........ .. $100 $100 $100 $100 $100 $100 $100 
MEI update (calendar year) ................................................................................. _ ......... . 
Physician update (calendar year) z ........................................................ ·-···-····--....... .. 
laboutocy update (calendar year) ..................................................... - .......... --......... . 
OME update (calendar year) ............................................................................................ . 
Premium infocmation 

2.2 2.3 2.9 2.8 2.7 2.6 2.5 
1.4 9.3 5.2 3.2 1.4 - 2.4 - 2 .. 5 
3.0 0.0 0.0 3.0 3.0 3.1 3.1 
3.1 2.7 2.9 2.9 3.1 3.1 3.1 

Monthly premium (in dollars) .......................................................................... - ............. . 
Premium receipts (in billions) .............................................................. - ....................... . 
FY enrollment (in millions) ........................................................... _____ .... .. 
Total medicare disbursements .............................................................. - ...................... .. 

$36.60 $41.10 $46.10 $43.30 $51.00 $57.10 $58.90 
14.7 16.8 19.2 19.0 21.5 24.7 27.8 
34.3 34.9 35.6 36.1 36.7 371 37.6 

145.9 162.8 180.5 198.3 218.9 241.3 267.l 
Total function 570---Medicare (disbursements net of pcemiums --·---- 130.7 145.5 160.6 178.5 196.6 215.7 238.3 

1 ubout01y spendinc reflects semces p«Mded In physician olflces, outpatient hospital departments and Independent laboratories. In previous ,ears the C80 fact sheet has shown 

~ 
tor independent laboratories CICIiy. 

sed on the cunent wlume perlormance standard, we assume an upward ad',ustmeat to the MB 1ft fiscal years 1995 and 1996, and a downward adjustment to the MEI 1ft fis-
1997, 1998 and 1999. 

, Concression.il Budcet Office. 

-- .., .. ·- ....... -·----- -- - - ·-~--~-- - _--:o 
... . ... . --r -~-·- - _ ... ..... 

c -·rcz·J'!'!!"!C "X:::Z: ~-~ · -•-_'!" -:..,.~ _,,. ..... ~ ::::::<'.·· .• • • - .,,.,.._ 
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102 Tii E BUDGET FOR FISCAL YEAR 1996 

Table 8.5--0UTlAYS FOR MANDATORY AND RELATED PROGRAMS: 1962-2000-Continued 

[llblion.sof~) 

Category and Program 1985 1986 1987 1986 1989 

Mandatoiy programs: 
Human resource programs: 

Education. training, employment. and social &e!Vices .............................................. 7.6 8.0 7.3 7.8 9.8 
Health: 

Medicald ............................... ........................................................... 'l2.7 25.0 27.4 30.5 34.6 
Other .......................................... .......................................... .,. ...................... 1.3 0.7 1.9 1.9 0.7 

Total health ................ . ... ....... . . ... ... ,0 ...... ... . . .. .... ....................... ... 23.9 25.7 29.3 32.3 35.3 

Medicare ..................................................... ,_ ..... .. .. 64.1 68.4 73.4 76.9 82.7 
Income sea,rity: 

General retirement and disabity ........................................................................... 5.2 4.9 5.1 4.9 5.2 
Federal employee retio'~ and cfisabily ................... ·----- 38.5 41.3 43.7 46.8 49.1 
Uneffljlbyment c:ompensalion ....... 15.8 16.1 15.5 13.6 13.9 
Food and nutrition assistance ··-·-··-···•-··········-·····- 16.7 16.6 16.9 17.8 18.8 
Supplemeotal Security Income ......... 8.7 9.3 9.9 11.4 11.5 
Famly Support Assis1anoe .... 9.2 9.9 10.5 10.8 11.2 
Earned Income Tax Oedit 1.1 1.4 1.4 2.7 4.0 
Housing Assistance and Other ...... ·-··--· 13.9 0.9 1.4 1.2 0.7 

T olal income security ..................................................................... ......... .• 109.1 100.5 104.4 109.2 114.4 

Social Security ..................... .... -···-· 186.4 196.5 205.1 216.8 230.4 
Veterans benefds and seivioes: 

Income ~ 10< veterans .. .................. ....................... 14.7 15.0 15.0 16.0 16.5 
Other ..................................... .............. .,. .............. ,-..... ,,_, 1.2 0.6 0.7 1.6 1.2 

T olal veterans benefds and &elVices .......................... ----- ··---· ..................... 15.9 15.7 15.7 17.6 17.7 

Total mandatOl'f hu!NWI resources programs _ .......................................... 407.1 414.9 435.1 460.7 490.4 

Other mandatOl'f programs: 
International allah ........ -····-·-· --- -·········-··--·· -1.2 -3.6 -1 .7 -1.5 - 1.0 
Eneigy ·-........... --0.9 --0.3 --0.4 --0.7 -2.2 
Agriculture ___ .. 23.4 29.4 24.5 15.0 14.5 
Deposit inslnnoe ...... .. -···-· .... ·--·-- - 2.2 1.5 3.1 10.0 'l2.0 
Comnmty and regional development 1.1 1.2 0.7 1.4 1.3 
Geoecal government •-••-•-oo•ooooo--•0000,0000-•oo .. ,oo-••- ................ 4.9 5.3 0.2 1.4 0.7 
Asset Sales (non-routioe) ......... ,-,,.,_ -············ .... -7.7 -7.7 -7.1 

OUl81' oodistribuled offsetting receipts -···-···-·"· -32.7 -33.0 -34.6 -37.0 -37.2 
All other ........... .......... 1.2 --0.1 1.1 5.5 2.8 

Total O(her mandallll'f programs ......................... ,_ ....... ... ,-,o ~-• 0.4 -14.8 -13.4 ~ -1 

Total mandatO('f programs ··-·-.......................................... 400.7 415.2 420.3 447.2 484.2 

Net lnleleat: 
Interest on 1he public debt • ................. .-.............. 178.9 190.3 195.3 214.1 240.9 
Interest received by: 

~trusthnls ...... -21.8 -26.6 -29.6 -34.4 -40.5 
Oft-budget trust finis --····---- ·· -4.1 -4.3 -S.3 -7.4 -11.4 

Other lnte<est ............ _ .. -23.4 -23.3 -21.7 -20.4 - 19.8 

Total net Interest .................... ,_._, ...................... 129.5 136.0 138.7 151.8 169.3 

Total outlays for mandatoiy and related progratM 530.2 551.3 559.0 599.1 653.5 

1990 1991 1992 

11 .1 13.0 11.5 

41.1 52.5 67.8 
1.8 2.5 3.7 

42.9 55.0 71.5 

95.8 102.0 116.2 

4.7 4.4 5.0 
51.9 56.0 57.5 
17.1 25.1 37.0 
21.3 25.7 29.5 
11.5 14.7 17.9 
12.2 13.5 15.1 
4.4 4.9 7.3 
0.4 0.2 --0.5 

123.6 144.6 168.8 

246.5 266.8 285.2 

15.2 17.0 17.3 
0.7 0.3 1.2 

15.9 17.3 18.5 

535.8 598.7 671.7 

-5.2 -3.8 -3.1 
-1.4 -2.0 --0.9 
9.3 12.4 11.0 

58.1 66.0 2.6 
1.2 0.7 0.5 
1.7 1.3 2.0 

--0.1 -····-···-... ................... 
-36.6 -39.4 -39.3 

3.9 -39.8 0.9 

31.0 -4.6 -26.2 

566.8 594.1 645.5 

264.7 285.5 292.3 

-46.3 -50.4 -64.2 
-16.0 -20.2 -Zl.6 
-18.2 -20.3 -15.1 

184.2 194.5 199.4 

751.0 788.7 844.9 

., 

:-: ~,_, 
·1; 



,., 
,, 
·, 

,~ 

HISTORICAL TABLES 

Table 8.5-0UTLAYS FOR MANDATORY AND RELATED PROGRAMS: 1962-200~ontinued 

fin billions ol dollats) 

103 

CateoOIY and Program 1993 1994 1995 I 1996 I 1991 I 1998 I 1999 I 2000 
estimate estimate estimate estimate estimate estimate 

Mandatory programs: 
Human resource programs: 

Education, training, employmen~ and social setVioes ............................................. . 
Heahh: 

Medicald ........................................................................................................... .. 
Other ...................................................................................................................... . 

1----+----+----+---l-
T otaJ heahh ....................................................................................................... . 

1----+----+--- -+---l-

9 .l <;. 7 (j ? ~.? ~. ;> ~ 
13.81 9.01 15.91 14.9 13,8 13.6 14.5 15.2 

q,. '171 JC•1. ,~ II 'I•'> n'1. s '2 1H. ll f-,.1;:..,.,, 
75,81 82.01 88.4 1 95.9 104.6 114.4 124.5 136.5 rrof'Ol!' 
4,0 4.6 4.0 4.8 4.5 5.1 5,3 5.3 

19.81 86.61 92.51 100.11 109,1 119.6 129.9 141.8 

Med'icare .... . . . ................................ ................. ,. ..................................................... .. 127.8 141.8 154.4 
Income Seo.Jrity: 

174.7 191.3 207.9 225.0 244.0 

General retirement and disability .......................................................................... . 
Federal employee retirement and disability ........................................................ .. 
Unemployment compensation ............................................................................... . 
Food and nutrition assistance ---........................................................... .. 
Supplemental Seal1ly Income ............................................................................ .. 
Famiy Support Assistanoe ......... , ___ .................................................... .. 

3.9 5.3 4.6 4.4 4.3 4.4 4.4 4.7 
60.0 62.4 64.7 67.6 70.6 73.9 78.0 81.5 
35.5 26.4 21.5 23.2 23.0 23.6 24.4 25.1 
31.7 33'0 34.8 35.8 37.6 39.3 41.1 42.9 
21.1 24.5 25.1 25.4 30.1 32.7 35.3 40.9 
15.6 16.5 17.3 17.9 18.7 19.5 20.3 21.2 

Earned Income Tax Cred'd ............................ ·---................................ _ 
Housilg Assistance and Other .............................................................................. 1----1------11------11-----+-

8.8 10.9 16.8 20.2 22.2 23.2 24.4 25.4 
--0.6 --0.7 --0.8 --0.9 .. 1.2 - 1.3 - 1.4 -1.6 

To(al income security ..... - ......................... _____ ...................... 1----1----1------11-----+ 116.ol 178.41 183.91 193.61 205.3 215.4 226.4 239.9 

Social Security ... - .......... ___ ........................................................................ . 302.0 316.9 333.7 351.4 '369.9 389.4 409.8 430.7 
Veterans benefds and setVioes: 

Income security for veterans ............................................................................. -. 
Other ........ ---...................................................................................... . 

17.8 19.6 18.8 17.8 19.8 20.4 20.9 23.1 
1.6 0.7 1.4 1.2 1.1 1.1 1.0 1.0 

T otaJ veterans benefds and setVioes .......................................... ..................... . 19.3 20.3 20.2 19.0 
1---4-----1----+-- --lf... 

20.9 21.5 21.9 24.0 

Total mandaloly roman resources programs ............................. .. 718.7 753.1 800.6 854.4 910.3 967.4 1.027.5 1,095.7 

• e:::=~:~~ ................................................... -....................................... . 
nergy ....................... ...................................... .. .............. . 

Agriculture •.• .. ... - .............. _............................. .. ....................................... .. 

-4.3 -3.7 -3.4 -4.3 -4.7 -4.4 -4.4 -4.2 
-1.2 -1.2 -2.0 -2.3 -2.9 -3.2 -3.1 -3.2 
16.2 10.7 10.2 9.5 8.6 6.7 6.8 6.4 

Deposit insurance ----...................... ____ ............................... .. -28.0 -7.6 -12.3 -U -1.4 1.2 -1 .3 -3.5 
Commooity and regional development ___ ................................................ .. 
General government --............................................ , ____ _ 

0.7 --0.4 . 0.1 0.2 --0.5 --0.4 --0.2 
1.5 --0.4 1.4 1.4 1.3 1.4 1.4 1.4 

Asset Sales (noo-<outine) ......................................... ___ .......................... _ u ••• ........... __ ·····•··••······· --0.5 -3.7 -2.3 1.6 1.5 
Other undistributed olfselliog receipts ...................................................................... . -37.4 -37.8 -41.4 -41.5 -38.7 -40.7 -41.0 -41.5 
All other ............. ___ ..................... "···· ..................................................... . 

1----+----+----+--~r---
T otaJ other mandatory programs .............................................................. I - · I I I I 

Total mandatory programs ......................................................................... I ·.. I I I 

1.3 --0.4 -2.3 -4.2 -2.5 -3.6 -5.3 -o.6 

-51.2 1 -40.71 -49.81 -48.21 -43.7 -45.5 -45.6 -49.8 

667.41 712.41 750.91 806.21 866.6 921.9 981.8 1,045.9 

Net illterest: 
Interest on the pubric debt ............................................................................................ . 292.5 296.3 333.7 364.0 383.4 403.6 425.7 446.5 
Interest received by: 

On-budget tr\JSt f\l1ds .............................. _. ..................... ,.... .. ...................... .. 
Off-budget trust f\l1ds ................. ......................................................................... . 

Other interest ............................. _. ........................ · ................................... __ _ 

-55.5 -56.5 -57.9 -oO.O -01.9 -63.1 -64.3 -64.7 
-26.8 - 29.2 -33.6 -38.1 -42.6 -47.3 -52.5 - 58.1 
-11.4 -7.6 -8.0 -8.9 -8.6 -10.2 -11.8 -13.8 

Total net Interest ..... - ................... - ........ ·----····· ................. . 198.8 203.0 234.2 257.0 270.4 282.9 297.1 309.9 ~===l==~===F==,= 
!otat ouUays for mandatory and related programs ................................................... .. 866.21 915.31 985.1 I 1,063.21 1,137.0 1,204.8 1,278.9 1,355.8 

• $50 milion or le$$ . 
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LOOK BACK/ FAIL SAFE ENSURES BUDGET GOAL IS ACHIEVED 

$billions 

350 ...----------------

100 +--------,,----..----...... 
95 96 97 98 99 00 01 02 

CBR = Congressional Budget Resolution 

1995 1996 1997 1998 

CBO 158 179 198 216 

0MB 154 176 192 209 

CSR 158 171 180 189 

CBO -CBR 8 18 27 

OMB-CBR 5 12 20 

$270 BILLION SAVINGS NEEDED FROM CBO BASELINE 

Policy Options: 

• $205 billion savings from specific policy changes 

• $65 billion look back/ fail safe; could meet by: 

(1) 45% - 50% of beneficiaries moving to private health 

plans over 7 years; or 

(2) OMB's baseline ($65 billion lower over 7 years) 

proves more accurate than CBO's baseline; or 

(3) A fail safe sequester is triggered in individual 

years; or 

(4) As is most likely, a combination of (1), (2), and (3). 

1999 2000 2001 2002 Total 

237 261 287 315 

229 250 273 299 

200 212 227 244 

37 49 60 71 270 

29 38 46 55 205 
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Sena.posal: CBO Staff Estimates, 10/1 (from 9/29 s. • By fiscal year, io billions of dollars 1995 1996 1997 1998 1999 2000 2001 2002 Total 

Subtitle A - Medicare Part A 
Provider Reimbursement Options 

PPS MB-2.5% thru 2002 -0.2 -1.3 -3.0 -4.8 -6.8 -8.9 -1 1.2 -36.1 
Rebase Capital rates -0 .3 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -2.7 
~edu~e PPS c~e!laJl>Y 15 _per~ nt _ -1 . 0 -1 . 2 -1 . 3 -1. 3 -1 .4 -1 .4 -1. 5 -9.0 - -· - - - - - --
Reduce Diseroeortionate Share to 25% -0. 1 -0.3 -0.5 ' -0.7 -0.9 -0.9 -1 .0 -4.5 
Reduce IME to 6.7, 5.6. 4.5% -0.4 -0.9 -1.5 -1.7 -1.7 -1.8 -1 .9 -9.9 
Chanqe PPS-exempt payment ceilings and floors 0.0 -0.1 -0.2 -0.4 -0.5 -0.7 -0.7 -2.7 ·-
NonPPS MB-2.5% thru 2002 0.0 -0.1 -0.2 -0.3 -0.4 -0.5 -0.6 -2.0 
Reduce NonPPS capital by 15% -0 .1 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 -1.5 
SNFs -0.2 -0.6 -1.0 -1.4 -1 .9 -2.3 -2.9 -10.4 
Home health Prospective Pavment/1 0.0 -1.4 -2.3 -2.8 -3.3 -3.7 -4.3 -17.8 
Hospice (MB-2.5%) 0.0 0.0 -0.1 -0.1 -0.1 -0 .1 -0.1 -0.5 
Critical Access Hospitals, Extend MDH 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.5 
AAPCC Interaction with DSH, IME, GME/2 0.0 0.9 1.5 1.8 2.0 2.2 2.5 10.7 

Total - Subtitle A -2.4 -6.5 -9.1 -12.2 -15.5 -18.9 -22.2 -86.8 

-
Medicare Parts A and B 
Medicare Second Payer 0.0 0.0 0.0 -1.3 -1.4 -1 .6 -1.8 -6.0 
Anti-fraud and abuse/4 -0.2 -0.3 -0.5 -0.6 -0.7 -0.8 -0.9 -4.1 

Total - Parts A and B -0.2 -0.3 -0.5 -1.9 -2.1 -2.4 -2.7 -10.0 

Page 1 
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Senate Proposal: CBO Staff Estimates, 10/1 (from 9/29 specs) 
By fiscal year, In billions of dollars 1995 l 996 1997 1998 1999 2000 2001 2002 Total 

.- FOOTNOTES: -
- /1 Update assumed to be market basket -2.5 percentage points. -

/2 Reflects payments to facilities providing services to Medicare Choice beneficiaries. -
,- /3 No Medicaid offset taken on the assumption that the program will become a block grant. -

/4 Assumes that legislative language would meet scorekeeping requirements. -
-

NOTES: - 1. These estimates assume an enactment date of November 15, 1995. The estimates would change if the proposal was -
enacted at a -

later date. -
-2. These estimates are based on preliminary specifications, not legislative language. -
,_ 3. The estimates do not take into account the "BELT" budget control mechanism. ~ 

- 4. The effects of the medical savings account provision are embodied in the Medicare Choice line. Possible interactions between 

- FEHBP and the MSA provision are not reflected in this estimate. -
- 5. To the extent that health care providers are able to offset lower reimbursements by shifting costs to toher payers, federal -

revenues could fall. -
- 6 . These estimates do not incorporate changes in discretionary spending for administration. -
- -
- ·-
- -

-

Page 2 



Senat.posal: CBO Staff Estimates, 10/1 (from 9/29 s. • By fiscal year. io billions of dollars 1995 l 996 1997 1998 1999 2000 2001 2002 Total 

Subtitle A - Medicare Part A 
Provider Reimbursement Options 

PPS MB-2.5% thru 2002 -0.2 -1 .3 -3 .0 -4.8 -6.8 -8.9 -11.2 -36.1 
Rebase Capital rates -0.3 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -2.7 
f!educe P_P_§ capital by l§_per~nt _ -1 . 0 -1 .2 -1. 3 -1 . 3 -1.4 -1 .4 -1. 5 -9.0 - ,_. - .. - ·- - - - - - - - --
Reduce Disorooortionate Share to 25% -0. 1 -0 .3 -0 .5 -0. 7 -0 .9 -0 .9 i - 1.0 -4.5 
Reduce IME to 6.7, 5.6. 4.5% -0.4 -0.9 -1.5 -1 . 7 -1. 7 -1 .8 -1.9 -9 .9 
Chanqe PPS-exempt payment ceilinQs and floors 0 .0 -0 . 1 -0.2 -0.4 -0 .5 -0 .7 1 -o .7 1 -2 .7 
NonPPS MB-2.5% thru 2002 0 .0 -0 .1 -0 .2 -0.3 -0.4 -0.5 -0.6 -2.0 
Reduce NonPPS capital bv 15% -0 .1 -0.2 -0.2 -0.2 -0 .2 -0.3 -0.3 -1.5 
SNFs -0.2 -0 .6 -1 .0 -1.4 -1. 9 -2.3 -2.9 -10.4 
Home health Prospective Pavment/1 0.0 -1.4 -2 .3 -2 .8 -3 .3 -3.7 -4 .3 -17.8 
Hospice (MB-2.5%) 0 .0 0.0 -0. 1 -0.1 -0.1 -0.1 -0 .1 -0 .5 
Critical Access Hospitals, Extend MOH 0.0 0 . 1 0 .1 0.1 0.1 0 . 1 0 .1 0.5 
AAPCC Interaction with DSH. IME. GME/2 0 .0 0 .9 1.5 1.8 2.0 2.2 2.5 10. 7 

Total - Subtitle A -2 .4 -6 .5 -9 . 1 -12.2 -15.5 -18 .9 -22.2 -86.8 

-
Medicare Parts A and B 

Medicare Second Paver 0 .0 0 .0 0.0 -1 .3 -1.4 -1 .6 -1 .8 -6 .0 
Anti-fraud and abuse/4 -0 .2 -0 .3 -0.5 -0 .6 -0.7 -0.8 -0.9 -4 .1 

Total - Parts A and B -0.2 -0 .3 -0 .5 -1 .9 -2 .1 -2.4 -2.7 -10.0 
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• • Senate Proposal: CBO Staff Estimates, 10/1 (from 9/29 specs) 
By fiscal year, io bUHons of donars 1995 1996 1997 1998 1999 2000 2001 2002 Total 

I I 
- FOOTNOTES: >---

/1 Update assumed to be market basket -2.5 percentage points. >---

/2 Reflects payments to facilities providing services to Medicare Choice beneficiaries. -
~/3 No Medicaid offset taken on the assumption that the program will become a block grant. -

/4 Assumes that legislative language would meet scorekeeping requirements. -

- NOTES: -
1. These estimates assume an enactment date of November 15, 1995. The estimates would change if the proposal was -

,_ 
enacted at a >---

later date. >---

- 2. These estimates are based on preliminary specifications, not legislative language. -
- 3. The estimates do not take into account the "BELT" budget control mechanism. ._ 

4. The effects of the medical savings account provision are embodied in the Medicare Choice line. Possible interactions between -
- FEHBP and the MSA provision are not reflected in this estimate. -

5. To the extent that health care providers are able to offset lower reimbursements by shifting costs to toher payers, federal -
revenues could fall. -

6. These estimates do not incorporate changes in discretionary spending for administration. -
>---

,- -,- -
>---

I I 
I I 
I I 
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DRAFT 

LEAKED CBO ANALYSIS PROVES REPUBLICAN MEDICARE PI.AN 

WOULD MAKE BENEFICIARIES PAY MORE/GET LESS 

Price Controls, Not Republicans' Managed Care, Produce Savings 

Senate Republicans are claiming $48 billion in savings from their Medicare Choice 
proposal. A September 27th leaked memo from the Congressional Budget Office (CBO) 
confirms that the savings from the Senate Republican plan comes from price controls -- caps 
on Medicare payments for managed care set 31 percent below private sector growth rates. 
Therefore, the benefits these plans provide would have to be reduced over time. Simply put, 
beneficiaries in these plans would have to pay more (in premiums) or get less (in covered 
services) . 

Medical Savings Accounts Increases Medicare Costs 

CBO confirms that Medical Savings Accounts (MSAs) don't save money; they cost 
money. CBO says MSAs "would cost about $2.3 billion as a result of adverse selection" -­
approximately $1,000 per person per year for each MSA enrollee. This means that CBO 
projects that only a few healthy, wealthy beneficiaries will opt for this high deductible option, 
leaving less healthy and more expensive beneficiaries in the traditional plan. 

Medicaid Block Grants Force Low Income Elderly Out of Fee-For-Service Plan 

At the same time Republicans are cutting Medicare by an unprecedented $270 billion, 
they are block granting Medicaid and cutting it by $182 billion. The reduced funding and the 
block grant would mean that most State Medicaid programs could no longer afford to pay for 
low income Medicare beneficiaries' premiums, deductibles, and copayments. As a result, 
these beneficiaries would be forced out of their fee-for-service plans. Specifically, CBO 
concludes "that eliminating the entitlement to cost-sharing for Medicaid eligibles and QMBs 
would increase enrollment as those beneficiaries sought out plans with lower cost-sharing 
requirements." 
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WOULD MAKE BENEFICIARIES PAY MORE/GET LESS 
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Senate Republicans are claiming $48 billion in savings from their Medicare Choice 
proposal. A September 27th leaked memo from the Congressional Budget Office (CBO) 
confirms that the savings from the Senate Republican plan comes from price controls -- caps 
on Medicare payments for managed care set 31 percent below private sector growth rates. 
Therefore, the benefits these plans provide would have to be reduced over time. Simply put, 
beneficiaries in these plans would have to pay more (in premiums) or get less (in covered 
services) . 

Medical Savings Accounts Increases Medicare Costs 

CBO confirms that Medical Savings Accounts (MSAs) don't save money; they cost 
money. CBO says MSAs "would cost about $2.3 billion as a result of adverse selection" -­
approximately $1,000 per person per year for each MSA enrollee. This means that CBO 
projects that only a few healthy, wealthy beneficiaries will opt for this high deductible option, 
leaving less healthy and more expensive beneficiaries in the traditional plan. 

Medicaid Block Grants Force Low Income Elderly Out of Fee-For-Service Plan 

At the same time Republicans are cutting Medicare by an unprecedented $270 billion, 
they are block granting Medicaid and cutting it by $182 billion. The reduced funding and the 
block grant would mean that most State Medicaid programs could no longer afford to pay for 
low income Medicare beneficiaries' premiums, deductibles, and copayments. As a result, 
these beneficiaries would be forced out of their fee-for-service plans. Specifically, CBO 
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REPUBLICAN MEDICARE "CHOICES" DON'T SAVE MONEY 

THE CLAIM: 

Republicans claim that new Medicare private plan choices will save money for the Medicare 
program and its beneficiaries. Specifically, the Republicans assert that by making more 
managed care and a new Medicare medical savings account (MSA) available to beneficiaries, 
they will save $30 to $50 billion over seven years. 

THE FACTS: 

Both House and Senate Republican Medicare restructuring proposals include provisions that 
expand plan options for beneficiaries. These options include: (1) broadening HMO choices 
to include point of service plans, (2) adding preferred provider organizations (PPOs) and 
provider networks, and (3) establishing a new Medicare MSA. They claim to use these 
options as a means of assuring competitively produced Medicare savings. However, the plans 
they are establishing are paid within the context of an arbitrarily set and capped Medicare 
budget. 

Republican Plan Achieves Savings Through Use of Payment Caps 

• CBO confirms that the $43 billion in "managed care" savings from the Senate 
Republican plan come from payment caps -- caps on Medicare payments for managed 
care set at 31 percent below private sector growth rates (September 27, 1995). 

• The House Republican plan also relies on comparable payment caps to reach their 
savings. 

• Under both plans, if the cost of Medicare benefits exceed the tight price caps, then 
beneficiaries will either pay higher premiums or get fewer benefits. There is nothing 
in the Republican bills that protects people on Medicare from plans shifting costs to 
them. 

Medical Savings Accounts (MSAs) Increase Medicare Costs 

• MSAs use the savings from the reduced cost of a high deductible plan to fund a tax 
deferred grant to individual to be used to purchase health care. They are theoretically 
designed to encourage individuals to be more cost sensitive in using health services. 
However, they tend to attract healthy individuals who believe they will not be needing 
health care . 

• CBO has concluded that Medicare MSAs don't save money, they cost money. CBO 
says that MSAs "would cost about $2.3 billion as a result of adverse selection" -­
approximately $1,000 per person per year for each beneficiary in an MSA (September 
27, 1995). A Lewin-VHI Inc. study also just released puts the cost at between $15-
$20 billion. 
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REPUBLICAN MEDICARE "CHOICES" DON'T SAVE MONEY 

THEClAIM: 

Republicans claim that new Medicare private plan choices will save money for the Medicare 
program and its beneficiaries. Specifically, the Republicans assert that by making more 
managed care and a new Medicare medical savings account (MSA) available to beneficiaries, 
they will save $30 to $50 billion over seven years. 

THE FACTS: 

Both House and Senate Republican Medicare restructuring proposals include provisions that 
expand plan options for beneficiaries. These options include: (1) broadening HMO choices 
to include point of service plans, (2) adding preferred provider organizations (PPOs) and 
provider networks, and (3) establishing a new Medicare MSA. They claim to use these 
options as a means of assuring competitively produced Medicare savings. However, the plans 
they are establishing are paid within the context of an arbitrarily set and capped Medicare 
budget . 

Republican Plan Achieves Savings Through Use of Payment Caps 

• CBO confirms that the $43 billion in "managed care" savings from the Senate 
Republican plan come from payment caps -- caps on Medicare payments for managed 
care set at 31 percent below private sector growth rates (September 27, 1995) . 

• The House Republican plan also relies on comparable payment caps to reach their 
savings . 

• Under both plans, if the cost of Medicare benefits exceed the tight price caps, then 
beneficiaries will either pay higher premiums or get fewer benefits. There is nothing 
in the Republican bills that protects people on Medicare from plans shifting costs to 
them. 

Medical Savings Accounts (MSAs) lncrease Medicare Costs 

• MSAs use the savings from the reduced cost of a high deductible plan to fund a tax 
deferred grant to individual to be used to purchase health care. They are theoretically 
designed to encourage individuals to be more cost sensitive in using health services. 
However, they tend to attract healthy individuals who believe they will not be needing 
health care. 

• CBO has concluded that Medicare MSAs don't save money, they cost money. CBO 
says that MSAs "would cost about $2.3 billion as a result of adverse selection" -­
approximately $1,000 per person per year for each beneficiary in an MSA (September 
27, 1995). A Lewin-VHI Inc. study also just released puts the cost at between $15-
$20 billion. 
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MEDICARE SPENDING UNDER THE BALANCED BUDGET PROPOSALS 

Medicare spending, savings and growth rates have become an important point of comparison 
between the President's and the Republicans' balanced budget plans. However, confusion over 
the right way to compare the Medicare proposals has surfaced. Specifically, the use of the 
Administration's Medicare baseline rather than the Congressional Budget Office's (CBO's) 
baseline has been used to create the misperception that the President's plan for Medicare would 
look more like the Republicans' plan if a common baseline were used. However, differences in 
estimatini the baseline do not change the fact that the level of cuts called for by the Republicans 
are more than double those of the President's plan. 

• The baseline differences between the Congressional Budget Office (CBO) and the 
Administration are not large . 

• 

• 

Between 1996 and 2002, the dollar-amount difference between the two baselines is $71 
billion -- only 4 percent of the total CBO baseline. The baselines for inpatient hospital 
services, which represent nearly half of Medicare spending, are virtually identical. 

Eventually, comparisons of the plans will be made by pricing or «scoring'' specific 
policies on the same baseline. Until such policies are specified, comparisons of the 
spending and savings under the plans can been made using simplifying assumptions. 

One way to compare the President's plan to the Republican plan using the CBO 
baseline is to assume that the President's proportionate reduction in spending is the 
same under both baselines. 

The President's plan would reduce Medicare spending by 7% over the seven-year period, 
relative to the Republican plan, which reduces spending by 14%. Since this comparison 
describes the magnitude of the cut in relationship to the respective baseline, it takes the 
baseline issue out of the equation. This percent reduction could also be converted into a 
dollar amount: if the CBO baseline were reduced by 7%, then the President's plan would 
save $130 billion . 

• Another approach was taken by the CBO who, in a letter to Senator Domenici, 
assessed the President's Medicare savings under the CBO baseline by assuming the 
President's savines are the same under both baselines. 

This means that the $124 billion in savings projected off of the Administration baseline 
would be $124 billion off of the CBO baseline as well. However, the CBO spending 
levels for the President's plan would be higher, since $124 billion is subtracted from a 
higher baseline, yielding higher proposed spending. 

Given the fact that CBO and Administration have frequently scored Medicare policies 
similarly in the past, this approach offers an approximation of the President's plan under 
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the CBO baseline. Recently, for example, the CBO scored the Medicare "extenders" in 
the President's 1996 budget at $30 billion, whereas the Administration estimated their 
savings at $28 billion. Similarly, the CBO and Administration estimates of the savings 
under the President's health reform bill were less than $1 billion different over a five-year 
period . 

However, the similarity in scoring depends on the specific set of policies. While hospital 
and premium policies have been scored similarly in the past, there have been differences 
in areas where baseline projections differ. 

• An incorrect way of comparing the President's plan to the Republican plan is to 
assume that the President's spending is the same under both baselines. 

lt has been asserted that the President's plan has set down what he believes is an 
acceptable spending level, and that this represents a commitment to this spending level 
regardless of baselines. For instance, the total Medicare spending under the President's 
plan of $1,675 billion over seven years-· estimated from the Administration's baseline -­
would still be $1 ,675 billion under the CBO baseline. 

This is flawed logic, however. Projections of the spending that results from a set of 
policy changes are made by modifying baseline spending projections. Thus, if there are 
different baseline spending projections, the spending under the proposed law will be 
different. Assuming that the Medicare spending under the proposed law is fixed and does 
not change when different baseline asswnptions are used is incorrect. 

The President's commitment is not to a specific spending number, but a set of policies 
that result in that spending number . 
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MEMORA1'1)lJM 

TO: Julie James 
Bruce Lesley 

FROM: Murray Ro~ 

September 27. 1995 

·sUBJEct: Estimating saviDgs from Medicare Choice in the Chaizman's Marie 

CBO's estimate of savings from Medieme Choice is the net result of changes in 
spending from thn:c sources: 

o _ lower updates on payments ma.de on behalf of current emoll~ (strictly 
speaking, the share of Medicare beneficiaries enrolled in risk contraet:s under 
cunent law); 

o savings associated with new enrollees (the estimated fraction of Medicare 
beneficiaries moving from traditional fee-for-service to Choice plans other 
than high deducti'ble plans); and 

o payments on behalf of beneficiaries choosing the high deductible 
insurance/medical savings account option . 

Over seven yeazs, CBO estimates that savings Oll current enrollees would toral $42.6 
billion (see attached table). Savings on new enrollees would total about $7.1 billion. 
Payments to Choice enmllecs with high deductt"blc plans v,ould cost about $2.3 
billion as a result of adverse selection not fully compensated for by risk adjustment. 
The net savings attributed to Medicare Choice is $47.5 billion. 

· CBO's estimate assumes that enrollment in Choice plans (including high deductible 
plans) would reach about 22% of Medicare beneficwies by 2002, comparc:d with the 
14% of beneficiaries projected to be cove:ed by risk plans in the CBO baseline. 
Most of the increase is attribatable to CBO's assumptions about beneficiaries' 
resp0nses to the ne~: government-coordinated open em-ollment process and oq,anded 
choices. CBO assumed that there would be a short•run increase in emollment 
reflecting these facto.rs, but a slightly lower rate of growth in future enrollmcut. In 
addition, Q3O assumed Tb¥ d.imipatina xbe S}titlement to cost-sharing for }.,fedicaid 
eligibles and QMBs. would increase enrollment as 
pl~ ...,_,ffi·fo~"ef'cost.!Uiartbg requlrements . 
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CBO ASSUMPTIONS UNDERLYING CALCULATION OF MEDICARE CHOICE SAVINGS 

CHANGE IN SPENDING 
(Billlons or doflarsl 

Baseline Enro11ees 

New Enrollees (excluding high deduc1ible plans) 

High-Deductible Plans/MSAs 

IT~(af .. _ _ : ~--· 

MANAGEO CARE ENROLLMENT 
{A& percent of all Medicare boneficlarfes) 

CBO Baseline (risk contracts only) 
Medicare Choice 

Ris\< Plans 
High-Deductible Plans/MSAs 

1996 1997 

-0.4 -1.9 

-0.0 -0.1 

0.0 0.4 

-0.4 -1.5 

1986 1997 

8 9 
8 13 
8 12 
0 1 

Note: Change in spendlng is difference from Budget Resolullon baseline. 

Flacal Yeara 

1998 

-0.7 

0.4 

. ~3.9 . 

1998 

10 
17 
16 

1 

1999 

-5.4 

.1,0 

0.4 

1999 

11 
19 
18 

1 

2000 

-7.5 

• 1.3 

0,4 

2000 

12 
20 
19 
1 

Source: Preliminary Congresslonal Budget Office estimates based on policy in Chai,man's mack and discussions 
wi th Commiltee staff. 

• 
2001 2002 Tota 

-10.2 -13.7 -42.6 

-1 .8 -2.3 -7.1 

0.4 0.4 2.3 

2001 2002 

13 14 
21 22 
20 21 

1 1 

09/27/£ 
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MEMORAI\'"DUM 

TO: Julie James 
Bruce Lesley 

FROM: M.urra.y Ro~ 

September 27. 1995 

·sUBJEcr: Estimating saviDgs from Medicare Choice in the Chairman's Mark 

CBO's estimate of savings from Medicare Choice is the net result of changes in · 
spending from three sources: 

o _ .lower npdate,s on payments made on behalf of cunent email~ (Strictly 
~g, the share of Medicare beneficiaries enrolled in risk contraets under 
current law); 

o savings associated with new enrollees (the estimated fraction of Medicare 
beneficiaries moving from traditional fee-for-service to Choice plans other 
than high deductiole plans); and 

0 payments on behalf of beneficiaries choosing the high deductible 
insurance/medical savmgs account option. 

Over seven ye.an;, CBO estimates that savings on cu:rteDI enrollees would .oral $42.6 
billion (see anac.hed table). Savings on new enrollees would tor.al about $7.1 billion. 
Payments to Choice enrollees with high deduct10Ic plans v;ould cost about $2.3 
billion as a result of adverse selection not fully compensated for by risk adjustment. 
The net savings attributed to Medicare Choice is $47.5 billion. 

· CBO's estimate assumes um emollment in Choice plans (including high deductible 
plans) would reach about 22% of Medicate beneficiaries by 2002, compared with the 
14% of beneficiaries projected to be coveted by risk plans in the CBO baseline. 
Most of the increase is attnoatable to CBO's assumptions about beneficiaries' 
responses (O then~· government-coordinated open enrollment process and e>..-panded 
choices. CBO assumed that there would be a short-run increase in enrollment 
reflectiDg these facto~ but a slightly lower rate of growth in future enrollment. In 
addition, GBO assumed that eliminatini xbe entitlement to cost4 shari:ng for Medicaid 
eligibles and QMBs. would increase enrollment is 
pl~ 'l.l.,,thlo~-ercosi-shartng requuements~ · 
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C8O ASSUMPTIONS UNDERLYING CALCULATION OF MEDICARE CHOICE SAVINGS • •• 

J • 

Flacal Ve"ra 

CHANGE IN SPENDING 1996 1997 1998 1999 2000 2001 2002 Tota 
{Bill!ons of dollars) 

Baseline Enrollees -0.4 -1.9 -3.G .5.4 •7.5 -10.2 -13,7 . -42.6 

New Enrollees (exc!udlnghlgh deductible plans) -0.0 -0.1 -0. 7 -1 ,0 • f.J -1.8 -2.3 -7.1 

High-Deductible Plans/MSAs 0.0 0.4 0.4 0.4 0,4 0.4 0.4 2.3 

.. - · ..... --·•·- . ··-· ·- .... ..-.- · ... 
if ~(at'_· 

. . 
-0.4 -1 .5 . :3.9 .. -6.0 · ·--4·1.s -8.4 . .. : __:1'L~--- . - ~.1$:7. ····-.. ·- ·· - -· -· .. .. . . ... . . . ...... . -· ··--·· 

MANAGEO CARE ENROLLMENT 1996 1997 1998 1999 2000 
{As percent of all Medicare boneflclarfes) 

CBO Baseline (risk contracts only) 8 9 10 11 12 
Medicare Choice 8 13 17 19 20 

Risi< Plans 8 12 16 18 19 
High-Deductible Plans/MSAs 0 1 1 1 1 

[ 

Note: Change in spendJng is difference from Budget Resolullon baseline. 

Source: Preliminary Congressional Budget Office estimates based on policy in Chairman's mark and discussions 
wi th Committee staff. 

2001 2002 

13 14 
21 22 
20 21 

1 1 

09/27/£ 
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TO: 

FROM: 

RE: 

September 27, 1995 

Laura Tyson 
Carol Rasco 
Gene Sperling 

Chris Jennings 

Baseline Analysis 

Attached is a quick explanation of the difference in CBO and 0MB 
baselines for both Medicare and Medicaid programs. It is drafted 
in such a way to make a defensible case for arguing that our 
baseline is more advisable to use than the CBO baseline. 

The most important finding from this analysis is that the 0MB 
Medicare baseline has been closer to actual spending than the CBO 
baseline for six of the past eight years. The Medicaid baselines 
comparisons can also be used to back up our contension that, as 
far as overall expenditures are concerned, we are no worse than 
CBO and most definitely always have access to more up-to-date 
data. 

As you know, most elite economists will argue that the 
differences are not overly significant. Therefore, this group of 
"validators" might not be very receptive to suggestions that one 
baseline is better than another. Having said this, I believe 
this analysis may be helpful to make our case. 

Lastly, I am trying to get the specific differences between our 
official baseline and the baseline that the Medicare actuaries 
use exclusively for the long term Medicare Trust Fund 
expenditures projections. There is a differences between the 
two, but as I understand it there is little to no difference 
inside the immediate budget window. I hope to have a conference 
call to get final clarification on this sometime today. 

I hope this information is helpful, please call me with 
questions. 
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TO: 

FROM: 

RE: 

September 27, 1995 

Distribution 

Chris Jennings 

Baseline Analysis 

Attached is a quick explanation of the difference in CBO and 0MB 
baselines for both Medicare and Medicaid programs. It is drafted 
in such a way to make a defensible case for arguing th&t our 
baseline is more advisable to use than the CBO baseline. 

The most important finding from this analysis is that the 0MB 
Medicare baseline has been closer to actual spending than the CBO 
baseline for six of the past eight years. The Medicaid baselines 
comparisons can also be used to back up our contension that, as 
far as overall expenditures are concerned, we are no worse than 
CBO and most definitely always have access to more up-to-date 
data. 

As you know, most elite economists will argue that the 
differences are not overly significant. Therefore, this group of 
"validators" might not be very receptive to suggestions that one 
baseline is better than another. Having said this, I believe 
this analysis may be helpful to make our case. 

Lastly, I am trying to get the specific differences between our 
official baseline and the baseline that the Medicare actuaries 
use exclusively for the long term Medicare Trust Fund 
expenditures projections. There is a differences between the 
two, but as I understand it there is little to no difference 
inside the immediate budget window. I hope to have a conference 
call to get final clarification on this sometime today. 

I hope this information is helpful, please call me with 
questions. 
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TO: 

FROM: 

RE: 

Dick Morris 

Chris Jennings 

September 14, 1995 

Request for Baseline Analysis 

G/i . I . • ) 
( c )U-~ .;1. )0 

Attached is a quick explanation of the difference in CBO and 0MB baselines for both 
Medicare and Medicaid programs. It is drafted in such a way to make a defensible case for 
arguing that our baseline is more advisable to use than the CBO baseline. 

As you know, most elite economists will argue that the differences are not overly significant. 
TI1erefore, this group of "validators" might not be very receptive to suggestions that one 
baseline is better than another. Having said this, I think you'll find this analysis helpful to 
make our case. 

Call me with questions. 
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Comparison of CBO and O:MB Baselines 
Medicare 

• The 0MB b~line bas been closer to actual spending than.the CBO baseline for six of the 
past eight years for whi~h ther~ is data (FY 1987 - FY 1995). 

Fiscal_ Year O.MB CBO A~al Spending 

1987 78 80 80 

1988 85 90 86* 

1989 .. 94 96 94* 

1990 110 11.2 107* 

1991 114 116 114* . 

1992 . 127 127 129 

1993 143 142 143* 

1994 164 . 167 160~ 

* indicates years in which 0MB projection cl_oser to act:ual spending than <:;BO_ proj~tion 

Projecting baseline spending is a complex process requiring multiple assumptions. There 
are int~ractions between pri_vate and public spending that cannot always be anticipated. 
Small differences in assumptions can translate into large differences in projections. 

• The difference be~een the Pr.esidenfs Budget and CBO February Medicare baselines is 
. initially relatively small but grows larger over time. Over 7 years, CBO projects $71 billion 

more in spending than 0MB, or a ·difference 9f only 4 percent. This difference in spending is 
largely driven by a few spending categories. 

The largest differences are in home heal~ physicians, hospice, and SNF expenditures. 
Different assumptions about the rate of growth in these services results in large differences 
over time . 

Projecting physician spending is difficult because the rate of growth in ex-penditures has 
been unstable year to year. This is most likely due to the changes occuning in the health 
marketplace, and to the large impact of the private sector on physician expenditures. 

CBO and 0MB projections for hospital spending, which represents the largest category of 
Medicare expenditures. are very similar. 
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• .The process for making baseline projections is slightly different for CBO versus 0MB. One 
explanati~n for this difference is OMB's access to data which CBq does not have. 

. . . 

CBO only has access to aggregat~ expenditure data from the treasury while 0MB, 
through HCF A, has access to historical data from earners, who process Part B claims, and 
intermediaries, who•process Part A claims, which provides them with more detailed data 
includ~g ut~rion. 
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Comparison of_ .CBO and 0MB · Base lines 

MEDICAID: 

• The ·OMB Medicaid baseline is developed by HCFA actuaries by 
using . a detailed and sophisticated forecasting model that 
~ncludes: · · 

hi~torical spending data; 

the most rece~t esti~a~es from the states; 

the Ad.ministration' s 
assumptions;· and 

economic and demographic 

assumptions for changes i~ enroll~ent (both Medicaid only 
and for linked -programs - - AFDC ~nd SSI). 

• c~o _develops its Medicaid . baseline by using the same 
historical data with -fewer details of beneficiary and benefits 
categories. · 

• The CBO ·and 0MB baselines - are driven by assumptions. Minor 
differences can result in significant dollar differences 
between the. original est~·rnates and the actual spending . 

National · projections are difficult bec·ause programmatic 
changes in state programs can completely -change actual 
spending (e. g. DSH). 

• There is a $64 billion difference between the 0MB and the CBO 
b~s~lin~ projections over the next seven years. There are 
significant differences in assumptions about program growth 
that prod~c~ this differ~nce. · 

For example, the growth in enrollees and benefits are 
significantly di fferent. 

For enrollee growth, the 0MB projected growth rate is 3.8 
percent and the CBO rate is 3.0 percent; 

Long-term care spending is projected to grow 8 . 2 percent 
annually under the 0MB basel ine compared to 10 perce nt 
for CBO; an·d 

0MB projects the DSH program to grow at 6. 8 percent 
annually compared to 3.6 percent for CBO. 

These result in an overall annual growth rate for the CBO baseline 
of 10. 2 percent compared to the 0MB baseline which grows at 
9.3 perce nt annually. The correspond i ng per capita growth rates 
a r e 7.0 p e rcent and 5 .3 pe rce nt for CBO and 0MB respectively. 
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MEDICAID 
CBO ~nd 0MB Ha.selinc Projections 

'(Federal Outlays in Billions) 

Fiscal Year 
Projections* 

CBO 0MB Actual - - -1987 
1988 
1989 
1990 
.19.91 
1992 
1993 
1.994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

$26 $26 
$30 ·$28 
$34 $33 I • 

$38 $37 
$45 $45 
$57 $60 •· 
$80 $85 
$92 $92 
$96 $96 

.. $99 $96 
$110 $105 
$122 $115 
$135 · $125 
$148 $136 
$163 '$150 
$178 $164 

$27 
$30 
$~5 
$41 
$53 
$~ 
$76 
$82 

**$88 

' Fc?bruary 0MB and January CBO projections 
beginning in 1986. 

HLatest HCfAestimate o( 1995 spending. 
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""01G1 ISIOHl&. IU1GE'f CrHCE 
.LCOtJGFltJ 

June E. O'Neill 
Director 

'-IJSJ LICZI OM. D.C. 2D515 

Haaarablc Pete V. Domenid 
Chairman . 
Owmnitt.ee on !be Budget 
:United States Scmde 
Wtsbingtal,.1>.C. 20510 

Jim: 16. 199S· 

. I 

Dar Mr. Cbaitman: j 
AI your request_ the Cona,eS5iooal Budget Oftic:e {CB ) bas m-iewed ~ President's 

. Ecoaomic Plan: A Balanced &dpt That Puts People Fsra. • a~ re.leased on Juzie 13, 199S. The 
Presideat's June wdgewy plan ina,rpmms mosc of the elemettts of the budget submitted· by the 
Praidcm ill Fclwmy. ~ additiOhll rcductioosin ~ and liacrases in taxes dc,igned m mab: 

~f;:;;; mfnc:tiom in the feda.J ddWt. As aplained by the sraff cJf &he Office of'Managcment and 
~dget (0MB), tbcsc additional budgetary avqp arc "indiaitive proposals'" that as yet do not 

rep1 = specific poli.cia. n.d'ore_ a det111cd program-by-prtigrant eva:tuauon of'thc P;we,"irnt's 
June budget ii DOl possible ll this time. CBO bas~-ho~. a prdiminary UK'Ssmcnt or 
the budsewy c:frcct of the Presidcm-. new plan. 4 

Theatbcned table p-ovides a rough estimate ofhcwthe · ' slwlc budget pla ~ afrcct 
the total oe5.cit, if the plan's~ were trantb1ed into • policies. M you~. the 
table displays lhe ~dent's progrus as chqcs from C~~ April budgu baseline. CBO has 
adjusted the baseline deficit to refici the projected cd!'t.c:ts of Jibencbmarking the consumer priee 
aadc:x (CPI). In 19!18. the wcilhts of~ various caicgories of cbnsumption in the CPI 1W1 cbqe 
mm the cwnm 1982-1914 basis to a 1993-1995 basis. ~ Houso- and Sezl:Ue-pusc:d budget 
l'C$0hmans mumc tblt this d.._. will reduce the sn,wth of the bvetall CPI by about two-tenths of 
a pcra:ntage poim a yar. 

For def=se and nondeAme 019Cretiorwy spending. CBO's eswnatc assumc::s UlC lc:vcl of outlays 
speci&d in the President"s plan. -Bcc:euse CBO's huetinc f'or these proara,m is higher than ~ 
~ •s ~ the amouats of d.-.,dioumy savings · wn in the table are larger dl8II the 
Admmistmion1s figures. For mandatory spending programs ~cs. CBO's prelimirwy 
~ usumcs that the ~p &om the bacdinc would~ same as those cstima%cd by• 
Admiaisuation. The reveftUe chaages ~er fi-om thost sbo..r.on iJ, Administration's table~ ben,11sc 
a rel:luc:tion ill Fedend Rcsovc eamings associated with an asswn~ drop in interest rues is exduded.. 

•
CBO hl5 esnmated the resulting amount of debt IM'icc savmp ~ing the interest rates that underlie 
our April baseline.. . . . 

-7? .-
•· 
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• Honorah1e Pete V. Domcnicl 
Paac2 
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Usingtbote ~ dac budget .dc&il under the Prai~s ~licics wowd repRSCnt ~ 
2 paCZllt at Jr'OSS dM>«ic ptocb::t (GDP) in 200S. This is 1li1ell I ow CBO's baseline deficit. v.i»ch 
~ nn than 3 pcn:cn of GDP owrlhc t99S.200S period. This reduction in lhc deficit ,r.,ou!d 
allow a modest drop in inter at ma~ to those in · s baseline. 1be reduction iD mes 
woµld be sipificamly Im. bo~. dmn would arise itdle &et wcrc on a path t0 blhmc:•. 
Bccemr: of the~ involved. the- IUICbcd table docs iDcorporatc &tr/ drop in irtt=at 
rues atlributablc to deficit reduction. Even if tome lllowaDce mad. for lower interest r.ta. 

noweva-. the projected ddicits under the.PR:sidust's IU!IC . r would likely·~ near S200 
billion t&rou;h 2005. 

I 

The differences between the CBO and 0MB c:stima1,:s -if the deficit stem primarily fiom 
difii:aa1C.CS id budget baselines. As showa at the botcom of the ~Jc. CBO projects that lhe budget 
deficit under current po1k:ics will reach St5' biDioo in lOOS, blsuming that discretionary spending 
~ pace with~~ after the ec:pimion of the ~o~ spendina limits in 19.91. 0MB 
pn)Jccts a buclinc dcficil of only 5266 billion mr200S. The diff~~ccs between lbe baselines rdlca 
UDdcdymg diffin:nces in both ecoftOmic and other estimating mptioos. Althouib the economic 

• assumptions of CBO and tbe A.dmin1strmon 19pear quite suinEar, the diff'creoces are sufflQCUt to 
~ noticcl~r ~ in budget projections. On awnae. Administration foresees slightly 
mu,· economic gro\oWlh be~=--• 2005 chin docs cao.: • CBO and the Administration 
cflfrrt in their projections of the c,owth of tbc consumer pric:e ~ ~ which a.ffcct.1 iadcxcd bcncfit 
programs wt tax 'bra~ co t!llt oftbc GDP ddJat& which afrcc:ts estimates of taxable 
income CBO assumes that the CPI wm grow significantly fker lb&n t1w deflator. wbeseas me 
Adminiszration assumes only sligf,tly 6-r g,uwd,. i 

Estinming differcDccs wnlated to ~mic diff'ercac:e i1so add 10 CBO's es,ima,c of the 
baseli.oe deficit C01TlplfCd widi the Adminuzniion's t5timatcS.:tch of the diff'cra= iD p,oja:lcd 
spendiilg can be found in tie Medicare and Mafv:aid program Although CBO belitveS ~ the 
gn,wlh of these programs bas slowed fil>m the extJ emdy higb · of recent years, it ·;snot quite as · 
oprimJtic IS the Admimstration about tbc slaw~ I 

If you ,i,js!, fiJrtbcr dOlails OJ! this lll&lysis. M will N pl➔ ID pnmdc them. 

•~ Honorable J. James Exoa 
llanlcing Minority Member 

Sinoeniy, ..: 

'~.). :1v,u1~w 
r - June E. O'Neill 

-tc,f" Director 

. I 
. I 

Identical Jetter sau to Honorable John R. Kasich. -ao l 
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Medicare Scoring Issues 

1. What are the savings associated with managed care? Are there 
any new data that have dramatically altered the estimates? 

In particular, if the additional costs charged for remaining in 
fee-for-service are not too great, what kind of participation 
rate would one expect in a managed care option? Also, would the 
healthier individuals be the ones more inclined to use the 
managed care option? After answering these questions, how would 
the savings from a new managed care option compare to the $270 
Billion of savings called for in the Budget Resolution? 

2. If the savings in the Medicare program are insufficient to 
meet the savings requirement, then the Republicans are 
considering using some type of automatic sequester that would 
automatically cause provider and/or beneficiary cuts to go into 
effect once the savings shortfall became real. If it is 
currently estimated that these cuts would in fact be needed, 
these cuts should be treated aa real cuts, not some hypothetical 
abstraction. 

3. The issues of how we might change Medicare and the effects of 
such changes are critical. These issues should not be diminished 
by any scoring gimmicks, baseline obfuscation, or other such 
tricks. A cut is a cut. If savings from efficiencies such as 
managed care do not yield the required savings, then real cuts 
will occur to providers a~d/or beneficiaries • 

TOTAi P.02 
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CBO and 0MB Medicare Baseline Differences 

• There are really two separate issues here: ('1) the · 
historical difference between the CBO and 0MB Medicare 
baselines, and (2) the differences between CBO and 0MB 
scoring of individual Medicare savings proposals. 

• The difference in the baselines is independent of any 
proposals for Medicare . savings, and 

• One cannot assume from this that CBO and 0MB would 
score a set of individual Medicare savings proposals 
with any significant deviation. 

1. Differences in the Baselines 

• There have always been differences between the CBO and 0MB 
Medicare baselines . These differences tend to be quite 
narrow in the current year, and grow during the out-years . 

•· As CBO said in its April 1995 analysis of the FY96 
President's Budget, "given the size of [the Medicare and 
Medicaid] programs and the uncertainty about their future 
costs, the projections of CBO and the Administration are not 
very far apart." 

• 

• For FY96, CBO's estimate of Medicare spending is only 
about $4 billion higher than 0MB, but this difference 
grows in succeeding years; in 2002, the difference is 
$18 billion. 

• Over the period from 1996-2002, we estimate that the 
total difference between the CBO and 0MB Medicare 
benefits baselines is about $70 billion. 

• OMB's Medicare baseline projections are calculated by the 
HCFA actuaries, who use the Administration's economic 
assumptions . For FY96, the actuaries reduced projected 
Medicare s pending by $40 billion over the 1996- 2000 period 
that the President's Budget covers . 

• The actuaries expect spending in the Medicare program 
over this time to increase at a slower rate than i n 
recent years . 

• This projected slowdown is the result of several 
factors . In particular, Hospital Insurance (HI) 
expenditures have grown more slowly than expected. 
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• Slower HI growth results primarily from lower hospital 
cost inflation and slower growth in complexity of 
Medicare inpatient cases. 

• CBO's projections indicate that it agrees that Medicare 
spending will rise at a slower ·rate over the next five 
years, although CBO does not expect the reduction to be 
quite as significant. 

• 

• CBO's January 1995 Economic and Budget Outlook 
indicates that CBO is less optimistic about· the 
slowdown in Medicare _spending because of its view that 
the apparent slowing in the growth of payments for 
hospitaliz.ations and physician visits is roughly offset 
by fast-growing costs, other services such as home 
health care and skilled nursing facilities . 

2. Differences in "Scoring" savings Proposals 

Determining how CBO would ·score the President's Medicare 
savings proposals is an almost impossible task. While it 
might seem that one could simply figure out the percentage 
by which the CBO baseline is higher than the 0MB base line, 
and multiply the total of the savings proposals by that 
amount, that calculation would not be even close to 
accurate. 

• The reason is that the CBO baseline is composed of many 
separate baselines for different services and 
providers. 

• Thus, scoring of specific savings proposals would 
really have to be done by CBO, proposal by proposal 
using detailed specifications, against the appropriate 
baseline. 

, 

• Recent history reflects that these baseline differences are 
not that important when it comes to scoring specific savings 
proposals. For example: 

• The . Health security Act contained Medicare savings 
proposals that 0MB estimated would save $118.3 billion 
over the 1995-2000 period. CBO scored these same 
proposals as saving $117.6 on its baseline, which was 
higher than ours . 

• The President's FY96 budget contained four Medicare 
"extenders" from OBRA93 that 0MB estimated would save 
$28 billion over the 1995-2000 period. CBO has since 
scored these same proposals as saving only slightly 
mor~, $30 billion. 
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TH[ OIA ECTO_. 

EXECUT IVE OFFICE OF' THE PRESIDENT 
0,;' iCE OF MANAGE1'\ 1::NT ANO e vDGET 

W.UHINC:TON. CC. ~ 

J'Un~ H, 1995 

HonorablQ ·Martin Ol~v Sabo 
committee on Approp~ i 4tiona 
U. S. Ho\.·.ae of Repr c·:.e.."leatives 
Washingt~n, ~?: 2S~~ 5 

rvt 11-1 T C,v, 
Dear P.$pr~e $abo: 

I wanted to f ullow up on ouc brief discus.ion at tl\Q c~ucus 
this ~orning about t he ditferences between the CBO and OMS 
baaQlines as they ~a latQ to Medlc~ra. 

~ctu&lly, th~ re are ~~o iasuo~ harei (1 ) the historical 
di!ference bat~a•n t hG CBO and O~..B Medicaro baealin•• in the 
aggri;ga ta, and (2 ) t he di!fGrenc es between CBO and 0MB eeoring of 
indivi~ual MQdic~r: livings propo~al5. What I wae trying to aay 
toc:lay was that: 

• the d1ttere0~• in the bas«linaa. i~ indapendent ot any 
proposals fe r Msdic•rQ savings , and 

• on• cannot ~ssurne that :ao and 0MB would score a sat of 
i~dividual Med~care savin; ~ propo~als vith any signiticant 
deviation. 

The nu~b•rs ~~ th• ~aterialc we discuQsed vith the Caucus 
today &re the mcs t ~ccurat~ ~ey ~o compare the Pra~ident'e 
M•di ce r e a;av i ng e pr?po,al, with t he Rapublican proposals . 

CBO and O~ Baa•liDe DifZ•r•nc•a 

As you know, t ~~ra havQ L!~aye ~een differ~ncee between the 
CBO- and OMS Medic ~r c basalin•t. TheSQ difterence, tend to be 
quite narrow in t.1! c: current y~a r , and grow du.ring the out-years. 
As CBO said in i ~s April 1995 anA lyais of the FY96 Pra1idgnt'e 
BudgQt, "given ~ he size o! (th~ Msdicare and Medicaid] programs 
~nd ~he uncerta i n~y acout the i r tuture coats, tha projactione ot 
CBO and ~he Adn-.i nh-t rat1on l!rc not VQry tar apart, 11 

Over the pe1~od from 1996-2002, we eatimate that the total 
diftar~nce Petw~cn the CBO anc OMB MGdicare banefitli l:>aseline·c is 
about $70 billion . For FY96 , CBO 's esti~att of Medicare spending 
i s or.ly abo~e &, ti llion hi9h~r than 0MB, but this diftareneo 
grows i n ~ucceed ! n; y&a~s ; in 2002, the difference is $18 
b i llion . 

OMB' s Madic ~~ e baselina ~r oj ~ctions are calculatea by the 
HCFA actu ari$!., ·~:-,:: u se ~hQ J.·::m~ni strat.ion' 5 ~conoro.ic 
ac&U~ftione. Th~ pro ject iono f o r FY96 reduo&d projected Medicare 

59119: R 1 
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spending by $4 0 billion over the 199 6-2000 period that thQ 
Pre.ident's Budg*t covers. We expect spending in th• MQdicare 
~rogram over thiQ t i m~ to incrQas e at a slover rate than in 
r ecQnt years. 

Thie projected 6 l owdo\ln ic the re&ult of &evaral factors. 
In part~cular, Hosf i tal In&uranc~ (HI ) expenditures have gro~n 
more alow ly than • 6 expected at t:.hQ time ve put together the 
bud~et for FY9S. Slo~ar HI grovth resulta primarily tro~ a tall 
in foreoa1ted hosp i t a l cos t in!lation ~nd th• slover growth in 
cor.1plexi~~• of M•.ldic ~r e inpatiQ.M: cases. 

CBO 's project ions indicate thAt it chares our view that 
Medica~e apanding •~•i l l rise at a slollar r&te over the next tiv• 
year~, although CBO ooeg not expec t the raduction t o ~e qllite ae 
significant . 

cao forecasts ~. 7t avera ge annual 9r0Yth in b~6eline 
outlays , 'IJhile 0MB ! •~recasts 9 . H average annual growth, tor a 
cu~ulativ• ditfar~ nc ; of $40 b i l l i on OVQr the 1996-2000 pariod. 
CBO's J~nuary 19 95 Economic 4nd Budget outlook indicate~ that CBO 
i ~ le~~ optirni gt i c about the &lovdown in Mcdicara spending 
because it estirnat ~s that ~he apparent slowing in the qrowth ot 
payT,1ants for hospital i zations ~nd physician visi tB i a roughly 
ot f set by fast-gr c~ing costs for cere i n other settinge , 
particu l arly t or ~c ~c h ealth c~r~ a nd Gkilled nuraing facilitie s . 

cso v ~ . OM.B Scori~g ot Medic~ra S4Vinga Propoa4le 

D~tarmininc; ho·~· :::so ,...oulc ~cor e th._ Preaid1tnt'; MQdioare 
s avings proposal s :~ ~n almos t ~mpoe sible ~ask . Although it 
~iqht c•em that Or\~ c ould sin.p l y figilr& out thG percentagQ .by 
which the CBO ba~ ~~ i~e i 1 higr.ar than th~ 0MB baseline, and 
multi~ly t he tota l o ~ our sav ings propo~al. by that a mount, that 
calcula~ i on ~oul d no~ be accur~ta. In tact, our analysts -- and 
HCFA's profession&l Hedicar~ a c t uaries -- tQll me th~t it might 
not even ba in ~h e ballpark . 

The r e a . on is ~hat t he cto baseline i s not a monolithic 
stream ot numbQrs ; rath•r , i~ i E co~poeed ot many separate 
bai Qlines f or diff erent servi c is and providers. Thus, tor 
exaffip l ~, a proposal QffectinQ cl i nical laboratories would have to 
ba liC~red c gain~t che clinica l lebor~tories basalina , vh ich might 
k> e lowsr t.han the 02--:a baseline for the 1.ame service , even though 
in the agg-r;gatc , CSO' K bAse llne is higher ; Thus, :.coring of 
s pecific -s svi n9s pr opo. als wou l d r eally have to be dona by CBO, 
propo~a l by propc~~ l us i ng d~~~il ed gpeci ! i cations , against tha 
appropr i ate basel 1n-. 

I u n darstani yc ur conc~r ~ a oout t h~ uncer t~inty a nd 
c omp lex i ty tha~ bt ~e l i ne di!! ~=~~ce s i ntroduce into ~he scoring 
of Me01car~ s a v 1~; ~ propo,"l5 . ~nrortunc tely , we c~n do nothing 
abo u t t hese b~ GC!J ~ L di ff ar en: ~~; the g o o d news i s t hat r e eent 

59119 ;# 2 ._ ...... ... 



SE~T BY=Xer ox Te lecopier 7020 ; 8- 7- 95 :10:02AM ; 
_ OCl / l .!, 1,113 'tt.1.1 J.» : i J rAA ., 1,0 O L t v .~, ,.,Gl\Jv,, 395728 9--

-~• 

• 

• 

history reflaot• t hat they are not that important \/hen it co~•• 
to sooring .peoific £6vings proposels. 

Let roe mention t~o example s: 

• First, you • il l recall that the Health Security ~ct 
contain~d Medi care ~avinga proposals that wa eetim&tQd vould 
.ave $118. 3 billion o .. er the 1995-2000 period. ·cso scored. 
theGQ &ama propo&als ~•.s " a v i ng $117. ~ on i~s ba■ cline, 'Which 
vas hi9her th&~ cure . 

• SC1cond , and ~o5t recQntly , our 7Y96 budget contained four 
MecHcar• 11 extendere 11 from oBAA93 thAt wa eatiJnatad w01.1ld 
~~ve $28 bill ion ove~ the lS95•2000 pariod. CBO has &ince 
scored theGe CQmQ propoga ls a~ .aving only slightly ~ora, 
$30 ~illion . 

I hope thia l 6t ttr hac answered some o! your q~Qstions about 
our health reform p~oposal. Your support ic critical a1 we vork 
with the con;ress ~o achieve ~~at we both want: a balanced bud;et 
that :.t: !air and r caeona b le, r look for\,,lard to working with you 
in the coming waek5. 

sino~rely, 

Qo<'~ 
Alioe M. Rivl in 
Director 

H O ~ 4 ~. v:, L Li) '(V' -
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CBO VS. 0MB 

Q. THE CONGRESSIONAL BUDGET OFFICE SAYS TIIAT THE 
ADMINISTRATION'S NUMDERS ARE WAY-OFF WHEN THEY USE THE CBO 
BASELINE. ISN'T TI:IIS JUST ANOTHER ROSY SCENARIO? 

A. Absolutely not. We have a solid balanced budget plan based on numbers arc 
eons.lstent, conservative and professional. Indeed, using the assumptions or the top 
private sector forecastent, our pl.&n would get to balance. 

Tb.ere are some £mall dlt!erences between CBO and 0MB in growth: C6timatca and the 
bulth care baseline that get magnified over a 10 year pc:rlod. We believe that our 
bascllnc is ,upcrior. E..-cn CBO admita that our growth estimate, are more: c:onsiatent 
with the Blue Oup than thclri are. And our _health we estimatca arc done by top, . 
csrocr health prof ~sionals at the Health Care Finance Administration, who hAvc the 
best and most curTCnt information. 

/n.t:ked, CBO odasowldgas that th, .Admini.strotion il ewe, to tht Blue Cliip than the 
CBO_ 011 tJ&, Jc.y ,conomic assumptions that affect ~ deficit, 1/lcludtng growth, 
int~,ut rates and the GDP deflator. 

Yet, while we believe our baseline Is the best and they clearly believe that their 
baseline is the best, .the key thin& 1s that neither side should let honest accounting 
dltrcrcnccs be IQ excuse to not work together to avoid a train ~ck and to come up 
with the type uf rnslanccd budget plan that the American people could support. 

FOLLOW UP: BUT DIDN'T YOU PROMISE IN 1993 TO USE CBO PROJECTIONS? 

In his first budget, the Prc6fdcnt wanted to take. away any disputes over DUmbers. 
Remember, Administration projections didn't have the best reputation after 12 years of 
magic asterisks and smoke and mhrorc. Our ac.curate projections and sue.cw on the 
budget over the put two years have restored faith in an Administration•, ability to put 
forward re&SOnablc, fair budget projcctionc. Indeed, we have been more on wget than 
CBO in projecting the deficit so far. So paniailarly when the Administration numbers 
arc exactly in line with the top private sector forccasteni, ft ts appropriate and 
necessary tor the Prestocnt to rely on 0MB for his budget prujectiUD1J. 

• • • • • ~e_ ,., , _,., • n 1 n1 J:l tdo:>:>1:i 1 XOJO~ : J.~ I N~S-
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BACKGROUND INFORMATION ON THE OMB/CBO BASELINE DIFFERENCES 

• By our best estimates, using the economic assumptions of the Blue Chip forecasts 
and the career prof essional.s at HCF A (Health Care Finance Administration), tho 
Pres I.dent's economic plan gets to a &mall surplus in the year 2005. 

• Indud, CBO acknowledges that the Admlnistradon is closer to the Blue Chip than 
the CBO on three key economic assumptions that affect the deficit, including grQJVth, 
interest rates and the GDP deflator. 

• A Federal Reserve Board of Philadelphia study of 59 top economists projected 
average real GDP growth of 2.6% over ten y~. Toe Administration bas projected 
average growth of slightly under 2.5%. Therefore, the Administration's numbers are 
somewhat conservative compared to many top private sector economists. 

• There arc differences between the 0MB and CBO baselines, but they arc based on 
very small diff crences in two areas that appear more significant when they arc 
extended over a 10 year period. 

• Indeed, after the House takes into account its economic assumptions based on the 
CPI, growth and interest rates, 60% of the baseline differential is already evaporated. 
So the baseline diff crence between tho Administration and the Houso ls actually not so 
significant. 

• The rcc.ord has proved that 0MB was more accurate it its deficit forecast th.an CBO 
when it presented the Administration's 1993 economic plan. 

GROWTH RATES: 

• Very.Small DU!erences: We assume growth at slightly under 2.5% over the next several 
years. CBO is a little lower, around 2.3%. Yet, with the growth dividend that the House 
Budget Committee is taking with its plan -- and we are not -- the difference is virtually 
non-existent. CBO stated that "the economic assumptions of tho Ointon Administration and 
the Congressional Budget Office arc similar," and that our assumptions actually lead to more 
conservativo deficit estimates in the first two years of our forecast. 

• Consistent with Outside Forecasters: Our proposals arc consistent with those of the top 
outside forecasters. Our growth forecasts arc virtually identical to the Blue Oup between 
1997-2001, and indeed, in both 1999 and 2000, the Blue Chip forecasts .4 and .3 higher 
growth than the Administration docs. Meyer & Associates calls for higher growth than the 
Administration in 1999, 2000, 2001 and the same in 2002. DRI is higher than we are for two 
years, lower than we arc for two years and the same two years. Ray Fair has higher growth 
forecasts every year between 1998 and 2001. So it is clear that we have conservative growth 
estimates that are consistent with the top private sector forecasters. 
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Indeed, the April, 1995 CBO document that compares CBO and 0MB states that •tht 
Administratit,n is genirally closer than the CBO to the Blue Chip's long-range 
projections. Tht Blut Chip iru:licaJes the samf!I avuagf!I growth over tlu 1991-2000 
period as the Admlnlstratwn and has sindlar projections for interest rates and the 
GDP deflaJor. " 

• This I, Very Different trom tbe Rosy Scenarios or the Pa,t: The Admirustration's growth 
forecast is only about .1 % hlgher.than CBO's. This is very different from the rosy scenarios 
that characterized Republican Administrations. For example, Stockman'& FY1982 budget 
predicted growth a whopping 1.3% higher than the CBO. The next year, he came back again 
with a budget that predicted gro~ an average of 1.0% higher on average each year for his 
plan. All four yea.rs of the Bush Administration called for budgets with growth rates that were 
on average .75% higher every year than the CBO projection. So wh.cn you sec the differences 
of .1 % or .2% in the CBO and 0MB growth rates, you can see that most years they are 
1110th to l/7th the degree of differential that we saw during the Bush/Reagan years. 

• "Wedge Factor" Differences are Narrow: The· CBO indicates the difference between the 
estimates for the CPI and the GDP deflator has an important effect on the estimates of the 
deficit. This difference is called a "wedge factor." The Administration's estimate of wedge is 
similar to the Blue Olip's estimate [assuming that both CBO and the Blue Chip make the 
adjustment for re-benchmarking the CPI that CBO has already announced it will do in its 
summer update.] 

HEALTII CARE: 

• One of the two main reason for the difference in the CBO and 0MB baselines is 
that the Administration assumes slightly less growth in Medicare and Medicaid. 

• We should recall that these numbers come from the same HCFA actuaries th.at the 
Republicans frequently use as authorities wh.en discussing tho need to strengthen the 
Medicare Trust Fund. Certainly, they could not be questioning their credibility now. 

• It is important to understand that the Medicare and Medicaid numbers are prepared 
by the Office of Actuary in the Health Care Financing Administration. The actuaries 
arc career professionals who have been doing these same numbers through the last two 
Republic.an Administrations. Any notion that their estimates were affected by anything 
other than their professional judgment cannot be justified. 

• The whole difference comes from the fact that on Medicaid the Administration 
projects 9.3% growth and the CBO projects 9.9% and on Medicare the Administration 
projects 9.1% growth and CBO projects 9.7% 

• While we believe: these are the differences of honorable career professionals on both 
sides, we do believe that our numbers are more accurate. 

• On Medicaid, the Administration bas higher beneficiary growth rates, yet they end 

"""' I "\V • I (" •1• : C 
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up with slightly higher overall growth assumptions because the Administration's 
cstµnatcs of per beneficiary costs arc lower than CBO's 5.3% and 7.0%. Yet, the 
HCFA estimates are based on more up-t.o-date Scctal Security numbers regarding 
disabled beneftclarles in Medicaid and up=to-da!e Ireasury information on Medicaid 
outlays - - which catches cwrent changing trends. 

• On Medicare, the Administration and CBO baselines for inpatient hospital services 
(which represent half of Medicare costs) arc virtually identical. The only real 
diff crcnce is that while both believe the high growth rates in home health and skilled 
nursing facility costs will come down, the Administration projects them coming down 
somewhat faster. 

ADMINISTRATION'S GROWTH NUMBERS VS. BLUE CHIP1S: The chart below 
shows that the Administration's projection over five years comes to the same average growth 
as the Blue Chip, while the CBO's is somewhat ~s.simistic relative to the consensus of 
private forecasters. · 

LONG-~GE FORECASTS OF GDP GROWI1I 
1997 THROUGH 2001 

1997 1998 1999 2000 2001 

Blue Chip (March) 2.0 2.3 2.9 2.8 2.4 
Administration 2.5 2.5 2.S 2.5 2.4 
CBO 2.4 2.3 2.3 2.3 2.3 

-- -· •- ·~ ""'"l• ::1• v r, Jav - 10 IN'.:1C: 
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Conference Agreement 

Concurrent RGaolutlon on the Budget•· Fiscal Year 1996 

Early Hlghllghts 

June 23, 1996 

Deficits and Seendlng 

Balance ~ achieved In seven yoa_rs by first reducing 
the ratt of growu, In total spending. 

Total federal apendlng grows from $1.5 trillion In 
1995 to $1.876 tl1lllon In 2002. Annual growth rate of 
3.0 percent. 

Tho federal deflclt that would grow next year to 
nearly $200 blllton without changes In policy, will be 
reduced to $1'10 bllllon and thereafter decline to 1 
surplus of nearty $7 billion In 2002, 

Total deficit reduction over the next seven years 
would reach nearly $960 billion. 

Tax Reductions 

•• Tax reducUons cannot occur until Committees have 
first met their spending reduction lnstructtons. 

Committees report to the Budget Committees their 
spending reduction leglslatJon by mld-StptembQr 
and CBO certlfitl that balance h■s been achieved In 
2002 and a flscal dividend •qual to S170 billion over 
stven yeara, $50 bllllon In 2002 has been created. 

Once certlflcatlon occurs, tax writing committees 

'"' .,; U , \Jv .. • .., 4 
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would bo Instructed to report to the Budget 
Committees within flve working days leglslatlon that 
would reduce tax revenues up to but not to exceed 
$246 bllllon over seven years, and not to exceed the 
fiscal dividend estimated to be $50 bllllon In 2002. 

In no case can the tax cuts In 2002 result In tho 
budget being out of balance. 

~elect Spending Programs 

.. 
Medicare 

Medicare will grow from S178 bllllon this year to 
$274 bllllon In 2002. Medicare spending wlll grow at 
an annual rate of 6.4 percent. Total medlcare 
spending over the next aeven yeara wlll top S1 .e 
trillion • 

Medicare &olvancy 11 Insured through 2005. 

.. Relative to the unsustainable curront ap,ndlng path 
or medlcare, Ult conference agra1ment reduces 
spending $270 bllllon over the next aeven years. 

Medicaid 

Conference agreement assume• • medlcald block 
grant program that would rtduce the rate of growth 
In the program from Its current rate of 10.5 p1rcent 
gradually over the next seven year period reaching 
about 4 percent In 2002. 

Medicaid spending grows from $90 bllllon thlli year 
to over $124 bllllon In 2002. 

Rtlatlvt to a contlnuatlon of unsustainable growth 
In this program, savings of $182 bllllon ara achieved 
over the next seven yoara. 

2 
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Difanse 

The conference agreement assumes that defense 
spending (outlays) wlll decline from $270 billion this 
year to $266 bllllon In 1eaa, and then return to 
annual spending levels of nIar $271 bllllon In 2001 
and 2002 . 

Cefensa spending relative to President Clinton's 
request thla year wlll Increase nearly S33.1 bllllon 
over the noxt seven years. 

In the Senate, flrewa111 between dtfenae spending 
and other dlIcratlonary spending would be 
e1tabllshad for three years. 

Nondefense Spending 

... Nondefense discretionary appropriations would 
decllne from $278 billion thla year to $244 bllllon In 
2002. 

RelatJve to current law spending, these 
discretionary programs would be reduced $190 
bllllon over the next seven years through program 
tennlnatJons. c0n10lld1tlons, and ntumlng their 
program management back to tho states. 

The conference agreement aasum11 the termination 
of the Commerce Department, but leave, to the 
Committees of Jurisdiction the determlnatlon of 
other Cepartmental closure,. 

Other Programs 

3 



• 

• 

• 

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

The conf;renct agrotment assumes welfare reform 
such that programs are reformed and savings of 
nearly $100 bllllon over tho next aoven year1. 

Tho conference agreement assumes reform of 
agriculture prtce support programs totalllng $13.3 
bllllon over the next eoven yeara. Agriculture price 
eupport programs wlll still expend $45 bllllon over 
the next seven years. 

The conference agreement assumes reform of 
federal student loan progl"lms $10 bllllon over the 
next seven years. Refonna, It Is assumed would be 
targeted on graduate and professional students, 

The conference agreement assumes naany full 
funding of the Ylolent Cdme BeductfonJ'ruat Fund. 

4 
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=::-:---.. _ •• -,. __ • -· .-_. --·. - -- · --~-- • n-- • ---- .. - -----·-- ·-· ·--- --·· . - = . . ~ --. - ·· .. - - ----

1995 1996 1997 1998 1999 2000 200 1 2002 
' - -.~ . ---· -·--- .· -- ... - ·. ---, •··-- '··- ·-····----- .. . .. . - -~--- - ·· - ... -. . ' 
' , 

Disc rctiooary: 

Defense.-···- ··········- ···- ·· ·-····· 270 264 265 265 268 271 271 271 
Nondefensc ......•. -,.·-········- ·· .. 278 270 259 252 247 249 245 244 
S u btutal d iscretionary ..•. _ .. 548 534 524 5 17 516 520 516 5 1S 

M~mdatory: 
Social Security .. - ...•.••...... _ .•.• 334 352 371 391 411 433 456 480 
Me<licare.-·····- ···- - ········ ·· ·- ·· 178 191 202 214 226 239 255 274 

Med ic2 id .•. - .............. ·-···-·· ···· 89 96 102 106 no 11 5 119 124 
Other ma11da tory •..... .•. _ ....... 146 156 162 163 177 186 192 200 

N el interes t. ... _ ....................... 235 259 us 269 276 281 282 283 

T otal ootlays. •........ - ···- ········· 1530 1586 1625 1660 1716 1774 1820 1875 

R cvcn ues.-···-···- ···-·············· 1355 1417 147S 1546 1618 1698 1789 1883 

R csulti• g de fic:itls orpl ':J S ...... . - 175 - 170 -152 -11 6 -10-0 -80 -33 7 

-==--=--- -- · - -=---=--=--=-=-·- . ·- ---· --· - -- · - ... -. - - --- . ~-. •-·--- -- .·-·- - - . -- --- -- .-~-~--.--: 

NOTF..: Details 111.y cot add to t(lt ■ls d11e lo ntuntli11:=,. All totals shoWII 011 a 1111 ified b■4,:n basis. 

22-Jvn-95 



• • • -------~cv;o~NFERE~CE AGREEMEN'I' COI\IPARED TO BASELINE 
(Da1Jad •• tii15ons) 

..... - -- ·· - --=-=------~=-,-.. =_ - . -- --- ---· · •• -- -- - · - - ----- - -•• --.---·-------=--=-

C11 rrent Lnw Deficit ...•. - ...• 

Di1Sctttion11 ry : 

Defense •..• ·- ···- ···--···-···-···· 
N ondefcnl'-e...-·-· - ·· ················ 

Mandatory: 
Social Security .•. -·····-········· 
Medi care •.• ·-···-··-·-···-···-·· 
Medicaid ....• ·-·· ·-·····-···--····· 
Otbcr ma11datory •. -·-······-·· 

Rn·c■ues. ........• ·-·····- ····· ····· 

Total poliC)' changes. .• ·-··· -

_Debt service .•.•.•.•••.• ·-········ 

Tobi deficit reduction ... .•... 

Resulting deficitfsurpl us ..•. 

1996 

198 

6 
-10 

-8 
-4 

- 10 

0 

-26 

-1 

-27 

170 

1997 

215 

8 
-23 

-18 
-8 

-19 

0 

-59 

-5 

-63 

152 

1998 

211 

8 
-27 

-27 
-16 
-25 

0 

-SCJ 

-9 

-95 

116 

1999 

225 

9 
-31 

-37 
-'.24 
-26 

0 

-108 

-16 

-124 

100 

2000 5-yr total 

238 

9 
-31 

-49 
-33 
-19 

0 

-132 

-24 

-156 

80 

40 
-121 

-139 
-85 

-108 

2 

-411 

-55 

-465 

NOTE; l)rtals a1■y not 14' bl !C>t■ lt <la« 11n rfflllllli■g. AU t obls 1ho- oo • -■.irial budget bash. 
Prq111re4 br SBC Majorit~ StllfT, 'Z2•hn-95 

2001 · 

226 

9 
-34 

-60 
-43 
-30 

l 

-158 

-35 

-192 

33 

2002 Grand total 

229 

9 
-35 

-71 
-54 
-36 

1 

-187 

-48 

-235 

-7 

58 
-190 

-270 
-182 
-174 

3 

-756 

-137 

- 958 

(. 

r 

< .. 
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CONFERENCE AGREE~IENT C01"1PARED TO BASELINE 
(Dollar! in billioas) 

-·.· -~- .. - .. -· - . ·--· · . .-:--:,=:-==~ 

1996 1997 1998 199~ 2000 5-yr total 2001 2002 Grand tab\ 
·- . . -·- ... .. . . . . .. -· - . .. ..... _ .. __ __ ·---··· - · --·- · .. - .. 

Cu rrcnt Law Deficit ..... - .. ,. 198 215 211 225 238 226· 229 

0 is crctiona ry: 

D cf ense .... ··- ·· .•.. ···-· ··-··. - ·· ·· 6 8 8 9 9 40 , 9 S8 

Non defc nse .. ..••... - .• ·-··········· -10 -23 -27 -31 -31 -121 -34 -35 -190 

MandatorJ: 
Social Security-···- ···- ·· ······· 
Medicare ...•....••....•...... _, _____ -8 -18 -27 -37 -4, -139 -60 -71 -270 

Medicaid ....... _ ·- ········ ···-····· -4 -8 -16 -24 -33 -85 -43 -54 -182 

Othe r mand:itory ... ............. - 10 -19 -25 -26 -29 - 1 OR -30 -36 -1i4 

R evenues.·- ···-··············-····· 0 0 0 0 0 2 1 l 3 

T o laJ policy ch2ngcs .......•.•• -26 -59 -86 -108 -132 -411 - 155 - 187 -756 

0 c bt service ......................... - ( -5 -9 -16 -24 -55 -35 -48 -137 

T o tal deficit reductio n._ ..... -27 -63 -95 -124 -156 -465 -192 -235 -958 

R e s uJti ng deficit/surplus.- 170 152 116 100 80 33 -7 
. . . ·· - -··· ·- .. . . .. . . . - . .. .. ... 

N O TE: Ocb ils m,iy n ol sdJ lo tc-u ls d•~ lo roundinr. All cot.ls shown on a u r,lfied b1J dgc:t b1nil. 
P r e pared try .'i BC Majod ty Starr. 22-J:.m-95 
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MEDICARE SPENDING UNDER THE BALANCED BUDGET PROPOSALS 

Medicare spending, savings and growth rates have become an important point of comparison 
between the President's and the Republicans' balanced budget plans. However, confusion over 
the right way to compare the Medicare proposals bas surfaced. Specifically, the use of the 
Administration's Medicare baseline rather than the Congressional Budget Office's (CBO's) 
baseline has been used to create the misperccption that the President's plan for Medicare would 
look more like the Republicans' plan if a common baseline were used. However, differences in 
estimating the baseline do not change the fact that the level of cuts called for by the Republicans 
are more than double those of the President's plan. 

• The baseline differences between the Congressional Budget Office (CBO) and the 
Administration are not large . 

• 

Between 1996 and 2002, the dollar-amount difference between the two baselines is $71 
billion -- only 4 percent of the total CBO baseline. The baselines for inpatient hospital 
services, which represent nearly half of Medicare spending, are virtually identical. 

Eventually, comparisons of the plans will be made by pricing or "scoring" specific 
policies on the same baseline. Until such policies are specified, comparisons of the 
spending and savings under the plans can been made using simplifying assumptions. 

• One way to compare the President>s plan to the Republican plan using the CBO 
baseline is to assume that the President's proportionate reduction in spending is the 
same under both baselines. 

• 

The President's plan would reduce Medicare spending by 7% over the seven-year period, 
relative to the Republican plan, which reduces spending by 14%. Since this comparison 
describes the magnitude of the cut in relationship to the respective baseline, it takes the 
baseline issue out of the equation. This percent reduction could also be converted into a 
dollar amount: if the CBO baseline were reduced by 7%, then the President's plan would 
save $130 billion . 

Another approach was taken by the CBO who, in a letter to Senator Domenici, 
assessed the President's Medicare savings under the CBO baseline by assuming the 
President's sayings are the same under both baselines . 

This means that the $124 billion in savings projected off of the Administration baseline 
would be $124 billion off of the CBO baseline as well. However, the CBO spending 
levels for the President's plan would be higher, since $124 billion is subtracted from a 
higher baseline, yielding higher proposed spending. 

Given the fact that CBO and Administration have frequently scored Medicare policies 
similarly in the past, this approach offers an approximation of the President's plan under 
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the CBO baseline. Recently, for example, the CBO scored the Medicare "extenders'' in 
the President's 1996 budget at $30 billion, whereas the Administration estimated their 
savings at $28 billion. Similarly, the CBO and Administration estimates of the savings 
under the President's health reform bill were less than $1 billion different over a fiv~year 
period . 

However, the similarity in scoring depends on the specific set of policies. While hospital 
and premium policies have been scored similarly in the past, there have been differences 
in areas where baseline projections differ. 

• An incorrect way of comparing the President's plan to the Republican plan is to 
assume that the President's spendine is the same under both baselines. 

It has been asserted that the President's plan has set down what he believes is an 
acceptable spending level, and that this represents a commitment to this spending level 
regardless of baselines. For instance, the total Medicare spending under the President's 
plan of $1,675 billion over seven years -- estimated from the Administration's baseline -
would still be $1,675 billion under the CBO baseline . 

lbis is flawed logic, however. Projections of the spending that results from a set of 
policy changes are made by modifying baseline spending projections. Thus, if there are 
different baseline spending projections, the spending under the proposed law will be 
different. Assuming that the Medicare spending under the proposed law is fixed and does 
not change when different baseline assumptions are used is incorrect. 

The President's commitment is not to a specific spending number, but a set of policies 
that result in that spending number. To reach this spending level on the CBO baseline 
would require a different set of policies - that produce much deeper cuts than those of the 
President and potentially impose new out-of-pocket costs on beneficiaries. 
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Desperate Republicans Continue Medicare Misinformation Campaign 

Republicans Cannot Defend Their Medicare Cuts Without Resorting to Distortions: 

(1) Republicans claim that the same analysis that shows that their plan would 
increase Medicare beneficiaries out-of-pocket costs by at least $600 more 
in 2002 ($2,800 over 7 years) would translate into $443 more under the 
President's balanced budget plan. 

(2) 

This claim is simply untrue. The President's balanced budget proposal has 
NO new Medicare cost increases. The comparison is $600 in the 
Republican plan v. zero under the President's balanced budget. 

The Republican $600 out-of-pocket increase that has been documented is 
based on an analysis by the Department of Health and Human Services that 
simply assumes 50% of the $270 billion in Republican Medicare cuts come 
from beneficiaries. This is actually a conservative assumption as the spit 
between beneficiary to health care provider cuts in the July Republican Ways 
and Means Committee Medicare working document is 65% to 35%. 

Republicans are now claiming that the President's $124 billion in Medicare 
savings really amounts to $192 billion off of the Congressional Budget 
Office baseline. 

Wrong again. The CBO has never stated or suggested that the President's 
$124 billion in savings proposals equates to a $192 billion cut In fact, the 
only analysis of the President's balanced budget proposal by CBO (June 
16, 1995) assumed that the Administration's Medicare savings amounted to 
$128 billion over seven years. 

It is true that the CBO and 0MB baselines are different -- about $70 billion 
over seven years. But because there are different assumptions behind the 
basel ines and the policies that affect them, one cannot simply subtract the 
Administration's Medicare baseline from the CBO baseline and add that 
number to the President's Medicare savings number. 

The $124 billion in savings included in the President's balanced budget 
represents assumed policy changes that produce specific saYings amounts . 
II istoricall y. despite significant variations in the CBO and Office and 
Management and Budget (0MB) baselines, scoring of specific policies ha\'c 
been very close. For example, the Medicare savings in the Heal th Security Act 
was scored by OM B to save $118.3 billion; CBO scored them to be Sll 7.6 
billion. Most recentl y, 0MB scored the Medicare "extender:-:" to produce $28 
l1i llio 11 in sa,·ings : C BO scored them at $30 billion. Therefore. there is no 
reason 10 belie,·c that CBO would score the Pres ident's Medicare so,·ing.s at 
a11\'\vhcrc nc:11 the $ 19~ billion suggested hy the Rcpuhlica11-; 
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TO: 

FROM: 

RE: 

Dick Morris 

Chris Jennings 

September 14, 1995 

Request for Baseline Analysis 

(!:xJ✓j_,1 1.l ) 0 

Attached is a quick explanation of the difference in CBO and 0MB baselines for both 
Medicare and Medicaid programs. It is drafted in such a way to make a defensible case for 
arguing that our baseline is more advisable to use than the CBO baseline. 

As you know, most elite economists will argue that the differences are not overly significant. 
Therefore, this group of "validators" might not be very receptive to suggestions that one 
baseline is better than another. Having said this, I think you'll find this analysis helpful to 
make our case. 

Call me with questions . 
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Comparison of CBO and 0MB Baselines 
Medicare 

- · • The 0 MB b~ line has been closer to actual spending thait.tbe CBO baseline for six of the 
past eight years for whi~h ¢ere is da~a (FY 1987·- FY 1995) . 

Fiscal Year 0MB CBO A~al Spending 

1987 : 78 80 80 

1988 85 90 86* 

1989 ... 94 96 94* . . 

1990 110 112 107* 

1991 114 116 114* . 

1992 . 127 127 129 

1993 143 142 143* 

1994 164 . 167 160'." 

* indicates years in which 0MB projection closer to actual spending than CBO projection 

Projecting baseline spending is a complex process requiring multiple assumptions. There 
are intt::ractions l.:>etween pri:vate and public spending that cam_iot always be anticipated. 
Small differences in assumptions can translate into large differences in projections. 

• The difference between the President's Budget and CBO February Medicare baselines is 
. initially relatively small but grows larger over time. Over 7 years, CBO projects $71 billion 

more in spending than 0MB, or a ·difference of only 4 percent. This difference in spending is 
largely driven by a few spending categories. 

The largest differences are in home health, physicians, hospice, and SNF expenditures. 
Different assumptions about the rate of growth in these services results in_ large differences 
over time. 

Projecting physician spending is difficult because the rate of growth in ex-penditures has 
been unstable year to year. This is most likely due to the changes occuning in the health 
marketplace, and to the large impact of the private sector on physician expenditures. 

CBO and 0MB projections for hospital spending , which represents the largest category of 
Medicare expenditures, are very similar. 
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• _The process for making baseline projections is slightly different for CBO versus 0MB. One· 
explanati~n for this difference is OMB's access to data which CBO does not have. 

. . . 

CBO only has access to aggregat~ expenditure data from the treasury while 0MB, 
througJt HCF A, has access to historical data from earners, who process Part B claims, and 
intermediaries, who-process Part A claims, which provides them with more detailed data 
including utilization. · 

. . . 
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Comparison of __ CBO and 0MB · Base lines 

MEDICAID: 

• The ·OMB Medicaid baseline is developed by HCFA actuaries by 
using a detailed and sophisticated forecasting model that 
·includ·es: · · 

hi~torical spending data; 

the m6st recent esti~a~es from th~ states; 

the Administration's 
assurnpti~ns ;· and 

economic and demographic 

assumptions for changes i~ enrollment (both Medicaid only 
and for linked ·prqgrams - - AFDC and SSI) . 

• c~o _develops · its Medicaid · baseline by using the same 
historical data with -fewer details of beneficiary and benefits 
categories . 

• The CBO ·and 0MB baselines - are driven by assumptions. Minor 
differences can result in significant dollar differences 
between the. original est~mates and the actual spending_. 

National· projections -are difficult because progi;-ammatic 
changes in state programs can completely change actual 
spending (~.g . DSH) . 

• There is a $64 billion difference between the 0MB and the CBO 
baselin_e projections over the next seven years. There are 
significant differences in assumptions about program growth 
that prod~c~ this difference. 

For example, the growth in enrollees and benefits are 
s ignif icantly different. 

For enrollee growth, the 0MB projected growth rate is 3.8 
percent and the CBO rate is 3.0 percent; 

Long- term care spending i s projected to grow 8.2 pe rcent 
annually un_der the 0MB baseline compared to 10 percent 
for CBO; and 

0MB projects the DSH program to grow at 6. 8 pe rcent 
annual ly compared to 3.6 percent for CBO. 

These result in an overall annual growth rate for the CBO basel ine 
of 10. 2 percent compared to the 0MB baseline which grows at 
9.3 percent annually. The corresponding per capi ta growth rates 
a r e 7.0 percent a nd 5 .3 percent for CBO a nd 0MB r espective ly . 
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MEDICAID 
CBO ~nd 0MB Baseline Projections 

'{Federal Outlays in Billions) 

Projections• 
Fiscal Yea r CBO 0MB Actual - - -1987 
1988 
1989 
1990 
_19'91 
1992 
1993 
1.994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

--· $26 
$30 
$34 
$38 
$45 
$57 
$80 
$92 
$96 

.. $99 
$110 
$122 
$135 
$148 
$163 

..J... $178 

$26 $27 
·$28 $30 
$33 · $~5 
$37 $:41 
$45 $53 
$60 · $~8 
$85 $76 
$92 $82 
$96 **$88 
$96 

_$105 
$115 
$125 
$136 
$150 
$164 

'F~.bruary 0MB and January CBO projections 

beginning in 1986 . 
nutest HCFAestimate o( 1995 spending. 
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""aG Slte'NAL..,..,.CMCIE June E. O'Neill 
Di~ 

·&!ll-:n:1111 21515 

Hmimablc Pete V. Pomenici 
0lairmln . 
O>amritt.ee OD tbe Badget 
:United St.ta Senate 
W•,t,ingtaa.1>.C. 20510 

.Jum: 16. 199S· I 
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Dar Mr. Cbainnan: j 
Al your request.. the Con&rffliooal Budget Ofiice (CB ) bas R"ie~ --rhe President's 

. Ecoaomic Plan: A Balanced Budge, That Puts People FU'Sl. • a~ released on Jwsc 13, l99S. lhe 
Presideat's June wdgetary plan inc«pomes mos1 or the elemei'lts cf the budgc1 submitted· by the 
President in Fcbnmy. with addirional m!u~oosin spendiric and itlcrcues in wees dc,igned tu make 
~~ ndortiom in the federal~ As aplained by the staff fJflhe 0mc. of Management and 
~dget (0MB), tbcsl: a&Sitional budgetary avinp arc •iJldiakive proposeJs· that as yet do mt 

rqacscm specific policia. lblrd'ore_ a derailed program-by-p~ ~oo or-Prai,tem's 
June budget • DOl poHib1c ll this time. CBO has pnpaRd. ho~. a prdiminary asx:ssmcnt or 
the budsm,y cffi:ct of the Presidmt'a new plan. J 

"The attached table p-ovides a rough esrimm: of how the Presi ' slunc budget pla would lfrcct 
dJC total ~ if'lhe plan~ assJq,tions wc:rc tran¥11rd into • policies. As you requested. the 
u.hle displays the Prcs,idcat's program as changes from CB~~ April budgu baseline. CB0 has 
adjusted the baseline deficit to rd!ect the projected d'cls of ~Icing the CODSUllW price 
index (CPI). In 1998. the weights of the variam caicgories or cl,nsumption in the CPI wilJ change 
from the a.arrcat 1982-1914 buis to a 1993-1995 basis. ~House-and S~a-pas.,cd budget 
RSOhmaos usume tbllt this daz:ee will reduce the powtb of the ~vetall CPI by about two-tenths of 
a pc:ra:ntlge poim • yar. 

For defense and nondeftme disc:retionaIY spending. CBO's esiimate asumc::s die level of outlays 
,,«:ifled in the ~dent's plart. Because C'BO's haselinc for ~ programs is higher than the 
Administrcion's basdrne.. the amouats of di-.1 etic"my savings · wn in the t.a!>Je are larger dl8ll the 
Adminismtioa's figures. Fer mandatozy spending progams ~es. CBas prelimicwy 
msesg1~ uswncs that the Ghanp &am the budiuc would~ same as those cstimaicd by~ 
Adminismtion. The revmue dmages ~cc fivm thoR sbo..a.-n in e Administration's table~ because 
a~ iii Federal Reserve earnings awx:iatcd with an assumJ drop in interest rues is exc:luded.. 

•
CBO has e$Ul.ated the resulting amount of debt service saving, ~ing the interest rates that underlie 
our April baseline. . . . 

-7? .-
•· 

tooll) 3JiV<I -· Iil0Slra<I!o2V 0Ll9 s8r YV~ L~ : LT TX~ ~A/QT/an 
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Using1bele ~ the budget .dc&it under me Prai~s ~lic:ics would represent~ 
2 poa:rit of pvss dt•netlk procixt (GDP) in 200S. This is-.1 1 ow CBO's basefme deficit. vduch 
~ mor'I than 3 pacmt of GDP owrds t99S-200S period. This redu:tion in the deficit~ 
allow amodat drop in imerat mes compared to those in s baseline. Tbe reduc:tioll iD mes 
woµld be lipific:amly Ja:s. bowcvcr. than would arise it me get wcr-e on a path to bahroc-.. 
llccanK of the~ involved. the attw:bed table docs ~ iDcotporate any drop in imcmt 
rata auributablc to deficit reductiaa Ew.n if ,ome lllowaDce made for Iowa' interest nta. 

·1u,wcver. the proje=cd ddicits under the.Praidcm's June . r would likely·~ near $200 
billioD t&rau;h 2005. 

I 

The diff'ereac:cs between the CBO and 0MB cstim1tes -if the deficit stem primarily him 
~ in budget baselines. As shown at the boceom of the ~Jc. CBO projects that ihe bud,et 
deficit under c:urreat polic:ics will read! $45' billion in lOOS, ~! that d.isc:rctioury spending 
keeps pace with inflation after rJa expiration of the dilcrctio~ spendina limits in 1991. 0MB 
projects • buciinc cic&:ii of only S2fi6 billion far 2'JOS. The diff'~~ccs between lhe baselines reflect 
underlying differences in both economic and other' estimating mptiom. Althou&h w economk 

• 
assumptions of CBO and the A.dmimstmioa. appear quite smdE, the differences are sufflQCDt to 
pnxb;e ~c: diffa'aJc.es in budget projections. On avenae. Adminis. tnaion foresees stightly 
•~ ec:o-".C-ro,: groWlh betwam 110W and 200S lb.an dOCI CBO.: • CBO and the Administtation 
cftffct in their projcc:tions of the c,oMh of the consumer price~ ~ which aft"ccu iadexcd bcndt 
programs and sax bra~ to that oftbe QDP dcfJnorl whidl af£cc:ls estimates of taxable 
income CBO assumes that the CPI ,a,,il1 grow significantly r'abcr dWl the deftator. whereas me 
Adminisrrarion usumcs only slightly &sr.r gn,w,lr. i 

Esiinming differences umdated to «onamic di!"ermc:e ilso add 10 CBO's estimase of the 
baseliac deficit a,mpan:d with the~ estimates.~ or the dif!'eren= in p,oja:lCd 
~ndU!J can be found in tis Medicare and Mricaid program AJthoup CBO believes ~ the 
wUWlh ofw:se prcpms bas slowed bm the extremdy high es of rcccni years, it ·is not quite as · 
optimistic as tbe Administrltian abaut tbe slawdO'ltn. i 

If you 11Wish fiathcr dl!lails 01! Ibis a,,aiysis.,.,, will lie pl~~ 11> provide tbcm. 

•~ Honorable J. James &oa 
Ranking Minority Member 

I 
Suarely. . . i 

~-,l~-
r - June E. O'Nc:iD 

-tc,f' Diro:tor 

. I 
. I 

ldcntica! letter scm to Honorable John R. Kasich. -(jo ~ 
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Medicare Scoring Issues 

1. What are the savings associated with managed care? Are there 
any new data that have dramatically altered the estimates? 

In particular, if the additional costs charged for remaining in 
fee-for-service are not too great, what kind of participation 
rate would one expect in a managed care option? Also, would the 
healthier individuals be the ones more inclined to use the 
managed care option? After answering these questions, how would 
the savings from a new managed care option compare to the $270 
Billion of savings called for in the Budget Resolution? 

2. If the savings in the Medicare program are insufficient to 
meet the savings requirement, then the Republicans are 
considering using some type of automatic sequester that would 
automatically cause provider and/or beneficiary cuts to go into 
ef!ect once the savings shortfall became real. If it is 
currently estimated that these cuta would in fact be needed, 
these cuts should be treated aa real cuts, not some hypothetical 
abstraction. 

3. The issues of how we might change Medicare and the effects of 
such changes are critical. These issues should not be diminished 
by any scoring gimmicks, baseline obfuscation, or other such 
tricks. A cut is a cut. If savings from efficiencies such as 
managed care do not yield the required savings, then real cuts 
will occur to providers and/or beneficiaries • 

TOTAL P.0? 
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Medicare Scoring Issues 

1. What are the savings associated with managed care? Are there 
any new data that have dramatically altered the estimates? 

In particular, i! the additional costs charged for remaining in 
fee-for-service are not too great, what kind of participation 
rate would one expect in a managed care option? Also, would the 
healthier individuals be the ones more inclined to use the 
managed care option? After answering these questions, how would 
the savings from a new man~ged care option compare to the $270 
Billion of savings called for in the Budget Resolution? 

2. If the savings in the Medicare program arQ insufficient to 
meet the savings requirement, then the Republicans are 
considering using some type of automatic sequester that would 
automatically cause provider and/or beneficiary cuts to go into 
effect once the savings shortfall became real. If it is 
currently estimated that these cuts would in fact be needed, 
these cuts should be treated as real cuts, not some hypothetical 
abstraction. 

3. The issues of how we might change Medicare and the effects of 
such changes are critical. These issues should not be diminished 
by any scoring gimmicks, baseline obfuscation, or other such 
tricks. A cut is a cut. If savings from efficiencies such as 
managed care do not yield the required savings, then real cuts 
will occur to providers a~d/or beneficiaries . 

TnTAI P.lil;J 
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CBO and 0MB Medicare Baseline Differences 

• There are really two separate issues here: (1) the • 
historical difference between the CBO and 0MB Medicare 
baselines, and (2) the differences between CBO and 0MB 
scoring of individual Medicare savings proposals. 

• 

• The difference in the baselines is independent of any 
proposals for Medicare savings, and 

• One cannot assume from this that CBO and 0MB would 
score a set of individual Medicare savings proposals 
with any significant deviation. 

1. Differences in the Baselines 

There have always been differences between the CBO and 0MB 
Medicare baselines. These differences tend to be quite 
narrow in the current year, and grow during the out-years. 

•• As CBO said in its April 1995 analysis of the FY96 
President's Budget, "given the size of (the Medicare and 
Medicaid) programs and the uncertainty about their future 
costs, the projections of CBO and the Administration are not 
very far apart." 

• 

• For FY96, CBO's estimate of Medicare spending is only 
about $4 billion higher than 0MB, but this difference 
grows in succeeding years; in 2002, the difference is 
$18 billion. 

• Over the period from 1996-2002, we estimate that the 
total difference between the CBO and 0MB Medicare 
benefits baselines is about $70 billion. · 

• OMB' s Medicare baseline projections are calculated by the 
HCFA actuaries, who use the Administration's economic 
assumptions. For FY96, the actuaries reduced projected 
Medicare spending by $40 billion over the 1996- 2000 period 
that the President's Budge t covers. 

• The actuaries expect spending in the Medicare program 
over this time to increase at a slower r ate than i n 
recent year s . 

• Th is projected slowdown is the result of several 
factors . In particular, Hospital Insurance (HI) 
expenditures have grown more slowly than expected . 
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• Slower HI growth results primarily from lower hospital 
cost inflation and slower growth in complexity of 
Medicare inpatient cases. 

• CBO's projections indicate that it agrees that Medicare 
spending will rise at a slower ·rate over the next five 
years, although CBO does not expect the reduction to be 
quite as significant • 

• 

• CBO's January 1995 Economic and Budget Outlook 
indicates that CBO is less optimistic about· the 
slowdown in Medicare spending because of its view that 
the apparent slowing in the growth of payments for 
hospitalizations and physician visits is roughly offset 
by fast-growing costs, other services such as home 
health care and skilled nursing facilities. 

2. Differences in "Scoring" savings Proposals 

Determining how CBO would ·score the President's Medicare 
savings proposals is an almost impossible task. While it 
might seem that one could simply figure out the percentage 
by which the CBO baseline is higher than the 0MB baseline, 
and multiply the total of the savings proposals by that 
amount, that calculation would not be even close to 
accurate. 

• The reason is that the CBO baseline is composed of many 
senarate baselines for different services and 
provid~rs. 

• Thus, scoring of specific savings proposals would 
really have to be done by CBO, proposal by proposal 
using detailed specifications, against the appropriate 
baseline. 

• Recent history reflects that these baseline differences are 
not that important when it comes to scoring specific savings 
proposals. For example: 

• The Health Security Act contained Medicare savings 
proposals that 0MB estimated would save $118.3 billion 
over the 1995-2000 period. CBO scored these same 
proposals as saving $117.6 on its baseline, which was 
higher than ours • 

• The President's FY96 budget contained four Medicare 
"extenders" from OBRA93 that 0MB estimated would save 
$28 billion over the 1995-2000 period. CBO has since 
scored these same proposals as saving only slightly 
more , $30 billion. 
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EXECUTIVE OFFICE OF' THE P~ESIOENT 
o;;- i c E: OF MANAGEM l::NT A NO ~ V DGET 

WA£ H INC TO-<. C .C . ~ 

June H, 1995 

Honorable ·Martin Ol~v Sabo 
Conunitte~ on Appropr i ation& 
U.S. Ho\:.se ot R.epr c·,e.J"ltatives 
Washingt~n , ~~• 2S~ ~S 

rn 11-1 T ""' 
Oear P,$pr~e $abo: 

I wanted to f vllow up on ouc bri~f diacua&ion at thQ Caucus 
thi5 ~orning about t h e ditferenc ee between tho CBC and 0MB 
baselines as th~y ~elate to Metllc~re. 

~c~u&lly, th, r e &re ~vo iasuos herei (1) the h i storical 
di!ference bctw&an t he CBO and or~ MedicarQ baealine& in the 
aggr.ga~•. and ( 2) t he di!!Qrencee betwaen CBO and 0MB eeoring of 
indiv i~ual MQdic~r: ~.vir.gs propo~als . What I wae trying to say 
today was that: 

• the di!fere~~- in the ba6 • l ine5 i s indapendent o! any 
proposals f er M6dicare savings , and 

• one cannot ~ssume that ~ao and 0MB would score a set of 
i~dividual Med:care s avini~ propo,als vith any signiticant 
deviation . 

The nul'tlbars .:. :: t:ha mat.erialc we discuased with the caucu~ 
t oday are the ~es t ~ccurate wey ~o compare the Pra.ident'e 
M~dicsre &avinge pr?pc5ali with t he RQpublican proposals. 

CBO an<1 OM! Sae•l i ne Dif :er•nc.•8 

As you know , ~~ere hav~ L! waye ~een differ~neee betveen the 
CBO and 0MB MedicJr e ~asalin•E . TheSQ difterencQ, tend ~o be 
quite narrow i n t.1: c current year , and grow durin9 t.he ou~-years. 
Ae CBO said in i~ s ~pri l 199S ~nAlyeis of the FY96 Pra1idQnt ' e 
BudgQt , "given ~r.e size or (th~ Medicare and Medicaid) programs 
and the uncerta i n~y about the ir t uture costs, tha projactions ot 
CBC and ~he Adrni nht ration ar E> not very tar apart." 

Over the per ~od from 199 6-2002, we eetiJ!l.&.te that the total 
differ~nce Petw~en the CBO anc 0MB Medicare benefit~ Daselinec is 
about SiO billion . For FY96 , CBO 's esti~ate of Medicare spending 
is or.ly about$~ ~il lion hi~h ~r than 0MB, but this dif!arencG 
grows i n ~uc c e ed l n; yQ~~s ; i ~ 200 2 , the difference is $18 
bil lion . 

OMB's Madic ~=e baseliha ; r oj Qctions ar« calculatea by ~he 
HCFA actuarie!. , ·~t,:: us e ~ h il }.::rr.~nistrat.ion' s liilConoroic 
acsu~pti on6, Th_ rro j e ctionn f or FY96 reduoad projected Medicare 

59119 ;; 1 
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spending by $40 billion over the 1996-2000 period that the 
Pre.ident's Budgat covers. We expect spending in th• MQdicare 
~roqram over thiQ t i ~~ to inerQase at a slover rata than in 
r ecent years. 

Thie projected 6 l ovdovn ic the rewul~ of eevaral factors. 
In part~cul&r, Ho~~ i tal In&uranc~ (HI) expend1ture5 have gro~n 
more alowly than • 6 ~xpectad at t:.ll~ time ve put together the 
budget for FY9S. Slower Hl grovth res~l~a primarily trom a tall 
in foreoasted hosp i~a l cogt in!lation and tha slover 9rowth in 
complexi1:.~• of Kc~dict. r e 1npatiQl"1~ cases. 

CBO's project ionQ itidicate thAt it &haree our view that 
Madicai-e •pending ~il l rise at a slovar r&te over the ne~t tiv• 
yQ&rQ, although CBO doe~ not e~pect the rQduction to~~ ~ite ae 
s i gnificant . 

CBO forecast, ~. ?% aver89e annual 9r0Yth in b~sQlina 
outlays , while 0MB !~recasts 9 . 1% average annual growth , tor a 
cu~ulativ• ditfar~ nc . of $4 0 b i ll i on ovgr the 1996-2000 psriod. 
CB0 '6 ~~nuary 19 9 ! E~onomic 4/la audget outlook indiceteG that CBO 
i ~ l e $~ optimistic about the &lo~do~n in Medicara spendini 
because it •atirnat~s that the ~pparant 5lo~ing in the 9rowth o! 
payrr.ants for hospital izations ~nd physician visi~B ia rou9hly 
otfset by fast-grc~ing cost& f or care in other settinge, 
particular l y t or t c~~ hQalth c ar~ and Gkilled nur&ing tacilitiec. 

cso v~. OM.B scoring ot Medic~ra saving• Propos~l• 

D~tarmini ng r,;;, -..• CBO wo'.ll~ score the. President' Iii Madioare 
savings proposal s :~ an almost :mpoe~ible ta~k . Although it 
~iqht ceQm that ori~ could &ilt:~ ly fig;.ire out tho percentagG .by 
which the CBO b a . ~:i~e is higr. er ~han t.hQ 0MB ba,elina, and 
rnulti~ly the tota} o! our savings propoQal, by that amount, that 
calcula-: i on y ou l d :~~ ~ be accure.te . In tact, our analysts -- and 
HCFA' s prof•ssi onol Hedicar~ actuaries -- tQll me th~t it ~ight 
not even be in ~he b~llpark. 

The r ea.on is that the cto ba5eli ne 15 not a monolithic 
stream of nu~bQrs ; rather, it i E compoe•d o! ~any separate 
ba,Gl i ne2 for di f f erent servic ~s and providers. Thus , tor 
exampl ~, a proposal Qffectin~ cl i nical laboratories would have to 
be ~c ~rcd again6t che clinical laboratories ba s dlin~ , vhich might 
b e low~r then the ox n . baseline for the came service , ~ven though 
in the eggr;ga~e , C£0' & base line is highe r . Thus, s c oring of 
$pacif ic -savings ~ropo.als would real ly havQ to be QOno by CBO, 
propos~l by propc£~ ) us i ng dt~ail ed ~pec i!ications , against tha 
appropr i ate bas e !1n- . 

I undars t~ni )~~r concar ~ aoout t h~ u~certai nty a nd 
c omplex i ty tha ~ t t ~eline di!! ~= Qr.ces introduee into the scoring 
o f Me 01car~ sav1 ~; ~ propo,~l, . Un!c rtunctel y, we c~n do nothing 
abcut ~hesc basc !J ~ ~ di ffaren:Q~; t he good news i s that r e~ent 

59119;# 2 ........ ... 
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history reflect• that they are not that i~portant \lhen it com•• 
to sooring specif i c iavings proposol6. 

Le t roe mention t.,_·o exa!Tlple s: 

• First , you • il l recall that the H~alth Security Act 
c0ntained Medi care 5aving6 pr opooals that '-'8 eetiJ11atad would 
&ava $118.J billion o .. er t he 1995-2000 period. ·c»o scored 
thecici &aaie propocale ~•.g i: av i nq Sll 7. 6 on it.a ba■ eline, which 
vas hi9her th~~ ours . 

• SQcond , and ~o&t roc.ntly , our PY96 budget oontaine~ four 
MecUcar• "extenders" from oBAA93 thAt va ~•ti.Jnated vould 
s~ve $2 8 bill ion ove~ the 1S95•2000 period. CBO has since 
gcored t hea Q ~~m 4 propoga le a~ saving only ■ lightly ~ore, 
$~ 0 billion. 

I hope thia l 6t ttr haa answartd some ot your q~estionG about 
our health reform p~oposal. Yo~r support 1c critical as we work 
with the Con;res, 'to a chieve what w• both want: a balanced bud9"et 
that f ... tair and r eo a onable . ! look foniard to vorking with you 
in the coming waek n . 

sino~r~ly, 

Qc\·~ 
Alioe M. Rivlin 
Director 

He~ -( \-.v.:, ~-W~ -

59119: R 3 ._.. -- . 
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CBO VS. 0MB 

Q. THE CONGRESSIONAL BUDGET OFFICE SAYS TllAT THE 
ADMINISTRA110N'S NUMDERS ARE WAY-OFF WHEN TREY USE THE CBO 
BASELINE. ISN'T THIS JUST ANOTHER ROSY SCENARIO? 

A. Abaolutoly not. We have a solid balanced budget plan based on numbers arc 
condstent, conservative and professional. Indeed. using the amumptlons or the top 
private sector forec:astet11, our plan would get to balance. 

Th.ere are some small dlt!crenccs between CBO and 0MB in growth· C6timate, and the 
health ca.re baseline that get magnified over a 10 year period. We believe that our 
~ascl~ ii ,upcrior. E'f'eu CBC admita that our growth cstilnAtc.a arc more conaiatcnt 
with the Blue Cliip than thelr5 arc. ADd our _health care c.atimatca arc done by top, . 
ca:recr health pro!essionals at the Health Care Finan~ Administrntion, who hAvc tho 
best and m01t current information. 

lnd.ced, CBO adatcwldsas that th, ..4.dminlstratlon ii c!Mtr to tht Blut Chip than tht 
CBO_ 011 th, le.)' ,corc.omic a.uumptlons that affect w deficit, tllcludlng growth, 
inttrut ratu and tht GDP tkftator. 

Yet, while we believe our b~linc is the best and they clearly believe that their 
baseline is the bc&t, .the key thin& is that neither &idc should let honest accounting 
dlt!crcncea be II) excwe to not work toged1cr to avoid a train wreck and to come up 
with the type of balao~ budget plan that the American people could support. 

FOLLOW UP: BUT DIDN'T YOU PROMISE IN 1993 TO USE CBO PROJECTIONS? 

In his first budget, the Prccfdent wanted to take_ away any dlsputec over JIUmbers. 
Remember, Administration projections didn't have the best reputation after 12 years of 
magic asterisks and smoke and mirrors. Our accurate projections and cue.cess 011 the 
budget over the put two yean have restored f.alth in an Administration•, ability to put 
forward reasonable, fair budget projections. Indeed. we have been more on target than 
CBO in projecting tho deficit so far. So particularly when the Admlnistration numbers 
arc exactly in line with the top private sector forecasters. it ts appropriate and 
necessary tor the President to rely on 0MB for his budget projection.. 

•• • • • ,. c _n,_n • M n , J ~ TdO:l~l~I XOJ~'.' : AA I N1S 
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BACKGROUND INFORMATION ON THE 0MB/CB0 BASELINE DIFFERENCES 

• By our best estimates, using the economic ~umptions of the Blue Chip forecasts 
and the career professionals at HCFA (Health Care Finance Administration), tho 
Prest.dent's economic plan gets to a &mall surplus in the year 2005. 

• Indeed, CBO acknowledges that the Administration ls closer to the Blue Chip than 
the CBO on three key economic assumptions that affect the deficit, including gro:wth, 
interest rates and the GDP deflator. 

• A Federal Reserve Board of Philadelphia study of 59 top economists projected 
average real GDP growth of 2.6% over ten yean.. The Administration has projected 
average growth of slightly under 2.5%. Therefore, the Administration's numbers arc 
somewhat conservative compared to many top private sector economists. 

• There arc differences between the 0MB and CBO baselines, but they are based on 
very small differences in two areas that ap~ar more significant when they are 
extended over a 10 yoar period. 

• Indeed, after the House takes into account its economic assumptions based on the 
CPI, growth and interest rates, 60% of the baseline differential is already evaporated. 
So the baseline difference betwe~n tho Administration and the House is actually not so 
significant. 

• The record has proved th.at 0MB was more accurate it its deficit forecast th.an CBO 
when it presented the Administration's 1993 economic plan. 

GROWTH RATES: 

• Very -Small Differences: We assume growth at slightly under 2.5% over the next several 
years. CB0 is a little lower, around 2.3%. Yet, with the growth dividend that the House 
Budget Committee is taking with its plan - and we are not -- the difference is virtually 
non-existent. CB0 stated that "the economic assumptions of tho Ointon Administration and 
the Congressional Budget Office arc similar," and that our assumptions actually lead to more 
conscrvativo deficit estimates in the first two ycar:s of our forecast. 

• Comlstent with Outside Forecasters: Our proposals arc consistent with those of the top 
outside forecasters. Our gro'w'th forecasts arc virtually identical to the Blue Oup between 
1997-2001, and indeed, in both 1999 and 2000, the Blue Chip forecasts .4 and .3 higher 
growth than the Administration does. Meyer & Associates calls for higher gro'w'th than the 
Administration in 1999, 2000, 2001 and the same in 2002. DRI is higher than we are for two 
years, lower than we are for two years and the same two ycaxs. Ray Fair has higher growth 
forecasts every year between 1998 and 2001. So it is clear that we have conservative growth 
estimates that arc consistent with the top private sector forecasters. 
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Indeed, the April, 1995 CBO document that compares CBO and 0MB states that "tht 
Administration is generally closer than the CBO to tht Blut Chip's long-range 
projections. The Blut Chip indicates the same average growth over the 1997-2000 
period as the A.dminlstratl.on and has sind/ar projections for interest rates and the 
GDP dejlator. " 

• This ls Very Different from the Rosy Scenarios or lhc Past: The Administration's growth 
forecast is only about .1 % higher than CBO's. This is very different from the rosy scenarios 
that characterized Republican Administrations. For example, Stockman'& FY1982 budget 
predicted growth a whopping 1.3% higher than the CBO. Toe next year, he came back again 
with a budget that predicted growth an average of 1.0% higher on average each year for his 
plan. All four years of the Bush Administration called for budgets with growth rates that were 
on average .75% higher every year than the CBO projection. So wh.cn you see the differences 
of .1 % or .2% in the CBO and 0MB growth rates, you can sec that most years they are 
1/lOth to lnth the degree of differential that we saw during the Bush/Reagan years. 

• "Wedge Factor" Dltrercnces are Narrow: The CBO indicates the difference between the 
estimates for the CPI and the GDP deflator has an important effect on the estimates of the 
deficit. This difference is called a "wedge factor.'' The Administration's estimate of wedge is 
similar to the Blue Ciip's estimate [assuming that both CBO and the Blue Chip make the 
adjustment for re-benchmarking the CPI that CBO ha.s already announced it will do in its 
summer update.] 

HEALTII CARE: 

• One of the two main reason for the differcnc.e in the CBO and 0MB baselines is 
that the Administration assumes slightly less growth in Medicare and Medicaid. 

• We should recall that these numbers come from the same HCF A actuaries th.at the 
Republicans frequently use as authorities when discussing the need to strengthen the 
Medicare Trust Fund. Certainly, they could not be questioning their credibility now. 

• It is important to understand that the Medicare and Medicaid numbers arc prepared 
by the Office of Actuary in the Health c.arc Financing Administration. The actuaries 
arc career professionals who have been doing these same numbers through the last two 
Republican Administrations. Any notion that their estimates were affected by anything 
other than their professional judgment cannot be justified. 

• Tho whole diff erencc comes from the f.act that on Medicaid the Administration 
projects 9.3% growth and the CBO projects 9.9% and on Medicare the Administration 
projects 9.1 % growth and CBO projects 9.7% 

• While we believe these are the differences of honorable career professionals on both 
sides, we do believe that our numbers arc more accurate. 

• On Medicaid, the Administration bas higher beneficiary growth rates, yet they end 

.,,, .., •~v . , r ti.•: C 
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up with slightly higher overall growth assumptions because the Administration's 
estµnates of per beneficiary costs are lower than CBO's S.3% and 7.0%. Yet, rJae 
HCFA estimates are based on more up-t,0-date Social Security numbers regarding 
disabled beneficiaries in Medicaid and up=to-dafe Treasury information on Medicaid 
outlays - - which catches current changing trends. 

• On Medicare, the Administration and CBO baselines for inpatient hospital seivices 
(which represent half of Medicare costs) arc virtually identical. The only real 
difference is that while both believe the high growth rates in home health and skilled 
nursing facllity costs will come down, the Administration projects them coming down 
somewhat faster. 

ADMINISTRATION'S GROWTH NUMBERS VS. BLUE ClllP'S: The chart below 
shows that the Administration's projection over five years comes to the same average growth 
as the Blue Chip, while the CBO's is somewhat pc~imistic relative to the consensus of 
private forecasters. · 

LONG-~GE FORECASTS OF GDP GROWfH 
1997 THROUGH 2001 

1997 1998 1999 2000 2001 

Blue Clip (March) 2.0 2.3 2.9 2.8 2.4 
Administration 2.5 2.5 2.S 2.5 2.4 
CBO 2.4 2.3 2.3 2.3 2.3 

· - • ••• • '" '"" " "11:>1 v nJaY • 1(1 l~)'.:1<; 
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Conference Agreement 

Concurrent Rasolutlon on the Budget - Fiscal Year 1996 

Early Hlghllghts 

June 23, 1 UU6 

Deficits and Seendlng 

Balance J, achieved In seven yea.rs by first reducing 
the rate of growth In total spending. 

Total federal ependlng grows from $1.5 trtlllon In 
1995 to $1.876 tl1lllon In 2002. Annual growth rate of 
3.0 parc,nl 

Tho fode·rat dtflclt that would grow next year to 
nearty $200 bllllon without changes In policy, wlll be 
reduced to $1T0 bllllon and thereafter decllnt to 1 
surplus of nearty $7 bllllon In 2002, 

Total dtflett reduction over the next seven years 
would reach nearly $960 billion. 

Tax Reductions 

•· Tax reduction& cannot occur until Committees have 
first met their spending reduction Instructions. 

Committees report to the Budget Committees their 
spending reduction leglslatJon by mld-SeptembGr 
and CBO certlfiea that baJance h■s b••n achieved In 
2002 and• flscal dividend equal to $170 bllllon over 
stven ye■l"I , $50 billion In 2002 has been created. 

Once certlflcatlon occurs, tax writing committees 

• .. -'"" " "'"' "' t .. ' 
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would bo ln$tructed to report to the Budget 
Committees with in flve working day& legislation that 
would reduce tax revenues up to but not to excoed 
$246 bllllon over seven years, and not to exceed the 
fiscal dividend estimated to be $50 billion In 2002. 

- In no case can the tax euts In 2002 result In the 
budget being out cf balance. 

Sele~~• ~Spending Programs 

Medicare 

•· Medicare wlll grow from $178 bllllon this year to 
$274 billion In 2002. Mecucar, spending wlll grow at 
an annual rate of 6.4 percent. Total medlcare 
spending over the next 1tvon yeara wlll top $1 .e 
trillion. 

Medicare &olvancy la ln&ured through 2005. 

.. Relative to the unsustainable current sp~ndlng path 
or mtdlcar,, tht conference agN11ment reduces 
spending $270 billion over the next aeven years. 

Medicaid 

Conference agreement assumes • medlcald block 
grant program that would reduce the rate of growth 
In the prcgram from ltl current rate of 10.e p1rcent 
gradually over the next seven year period reaching 
about 4 percent In 2002. 

Medicaid spending grows from $90 billion this year 
to over $124 bllllon In 2002. 

RtlatJve to a contlnuatlon of unsustalnable growth 
In this program, savings of $182 billion ara achieved 
over the next seven years . 

2 
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Cefanse 

The conferenc.e agreement assumes that defense 
spending (outlays} will decline from $270 billion thla 
year to $266 bllllon In 1 eaa, and then return to 
annual spending levels of ntar $271 billion In 2001 
and 2002 . 

Cefensa spending relative to President Cllnton's 
request thla year wlll lncreaae nearly S33.1 bllllon 
over the next seven years. 

In the Senate, flrewans between defense spending 
and other dlIcratl0nary spending would be 
established for three years. 

Nondefenae Spending 

.. Nondefense dlseretJonary appropriations would 
decline from $278 bllllon thl1 year to $244 bllllon In 
2002. 

RelatJvo to current law 1pendlng1 these 
discretionary programs would be reduced $190 
bllllon over the next seven years through program 
terminations, c;0n10lld1tlona, and ratumlng their 
program management back to tho 1tatt1. 

The conference agreement assum11 the tennlnatlon 
of the Commerce Department, but leavta to the 
Committees of Jurisdiction the datermlnatJon of 
other Cepartmental closure,. 

Other Programs 

3 
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Tho conf;rence agroement assumes welfare reform 
such that programs are reformed and savings of 
nearly $100 bllllon over tho next aoven year.. 

Tho conference agreement assumes reform of 
agriculture pr1ce support programs totalllng $13.3 
billion over tho next ,even yeara. Agrlcultura price 
support programs wlll still expend $45 billion over 
the next seven years . 

Tho conference agreement assumes reform of 
federal student loan prognms $10 billion over the 
next seven year&. Reforma, It Is assumed would be 
targeted on graduate and professional students. 

The conference agreement asaumaa nearly full 
funding of the Yl2leot Crjme Reduction Trust Fund. 

4 



• • •• -------- --"C,..,0-1-~~FERENCE AGREEMENT BJTDGET AG_G'-""-='"'-=-"~==----------
(DGttan in billions) 

1995 1996 1997 

Oiscrctiooary: 

Defense·-···-········--- ··-···-····· 270 264 265 

Nondefensc ........ -···-····· ···-· ··· 278 270 259 
Subtx:ltal discretionary.,.,_,. 548 534 524 

Mandatory: 

Social Sccurity.,-.• ···········-···· 334 352 371 

.Med i«:a re·-·····-···-··· .......... - .. J7S 191 202 
Med ic:a id .. . - ............ , .. _ .. :_ ..... . 8~ 96 102 

Other ma11datory .. -····-···-·· 146 156 162 

235 259 U5 

Total ootlays. •......•. - ···- ··--···-- 1530 15fk> 1625 

Rcvcnues·- ···-···-···-······· ······· 1355 1417 1475 

R csulti•g deficit/surplus .. - ... - 175 - 170 -152 

--·· --- --·· - ... -. -.. ·-- .· .. '. -·· .... . ... 

1998 

265 
252 
517 

391 
214 
106 
163 

269 

1660 

1546 

-116 

1999 

268 
247 
516 

411 
226 
110 
177 

276 

1716 

1618 

-10-0 

-------♦···-

NOTP..: Dctit i11 c1111y c ot add to t'lt■ls d11e to rwandua:, Afl totals sho- 011 a m1ifial bal,:n basis. 

Prq»rTd b) SBC M■jerity5tafT, 22•.Jun-9.5 

2(}00 

271 
249 
520 

433 
239 
1 IS 
186 

281 

1774 

1698 

-SO 

2001 

271 
245 
516 

456 
255 
119 
192 

282 

1820 

1789 

-33 

2002 

271 
244 
515 

480 
274 
124 
200 

283 . 

1875 

1883 

7 
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• • ••• CONFERE~CE-AGREEMEN'J' CO~IPARED TO BASELINE C. 

~ . 
IIS 

- .. -- - .. - - ·= . mw ~."':' . - - · -- -· ·-·- .. ··- ·- .. -·~- ) 

1996 1997 1998 1999 2000 5-yr total 2001 2002 Grand total 
~ 
< 
> - ·u---:-= - . . .. ·- . . ·- - ·· + 

Ca r rent Lnw Dcfit~it ...•. - .... 198 215 211 225 238 216 229 < 
' < 

Discretiorut ry : 
. . 
~ 

Defense .... ·- ···- ···-·····-···- ···· 6 8 8 9 9 40 9 9 ss 
Noodefcn!te..-···- ·····--··········· -10 -23 -27 -31 -31 -121 -34 -35 - 190 

Mandatory: 
Social Security···-·····-·-······ 
M edicare ..• ·- ···- ··-·- ···- ···- ·· -8 -18 -27 -37 -49 -139 -60 -71 - 270 

M cdicaid ... , •. - .. ·- ·····-··· ••.•... -4 -8 -16 -24 -33 -85 -43 -54 -182 
Other mandatory._, •....•. - .. -10 -19 -25 -26 -29 -108 -30 -36 - 174 

Rn·c■ues. .......... - .. ···-·········· 0 0 0 0 0 2 l 1 3 

Total polic}' changes., . . _ .. ,_ -26 -59 -86 - l08 -132 -411 -158 -187 -756 

Debt service .• , ........... ,_ ........ - 1 -5 -9 -16 - 24 -55 -35 -48 -137 

Total deficit reduction ... _ .•. -27 -63 -95 -124 -156 -465 - 192 -235 - 958 

Resulting deficit/surplus ..•. 170 1S2 116 100 80 33 -7 
- - -- ... . -- .... -.. ·· - . . .. ··-~~ . . . . . --- ---·~-~.:::-·\~ 

NOTE: ~•Is nay not a'4 t» tot■li d H 11ft romldi•~ 411 touts tho- H • uif'ied bedgel bash. 
Pref)llnd b,- SBC Majorit:, St11fT, 22-hn-95 
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CONFERENCE AGREE~IENT C01"1PARED TO BASELINE 

(Dollan in biJlio1n) 
.. .. ' . . .. . ·-:-:-~ -.-· ·--·· - -~-~.==.:-~~ 

1996 1997 1998 199~ 2000 S-yr total 2001 2002 Grand tab\ 
. ·- .. -·· ... .... . .. -· - · . ... .. -· . .. -·-- -- ·---····-· · ·•-·· · . . . ... 

Cu rrcn t Law Deficit. .... - .. ,. 198 215 211 225 238 226 229 

Oiscrctiomary: 

Defense ...... - .. ,······-···-·· ·- ···· 6 s 8 9 9 40 9 9 58 

Non defcnse .•.••• , .. -···-··········· -10 -23 -27 -31 -31 -121 -34 -35 -190 

Mandator)': 
Social Security-···-···-········· 
Medicare .................... ·-···-·· -8 -18 -27 -37 -4, -139 -60 -71 -270 

Medicaid .... , __ ·-··· ········-····· -4 -8 -16 -24 -33 -85 -43 -54 -182 

Other mandatory ... ·-····· ····· -10 -19 -25 -26 -29 -108 -30 -~6 -1i4 

Reven U(:5.·-···-··············-····· 0 0 0 0 0 2 1 l 3 

Total policy ch~ngcs ..• .•..•.•• -26 -59 -86 -108 -132 -411 -155 -187 -756 

Debt service ................... ...... -1 -5 -9 - 16 -24 - 55 -35 -48 -137 

Total deficit reduction·-·· ·- -27 -63 -95 - 124 - 156 -465 -192 -235 -958 

Resulting deficiUsurplus.- 170 152 116 100 80 33 -7 
- . ··- - .. ·- .. .. - · . . . -· . • , .- . ··.- . .. . 

l"OTE: Details m,iy n ol add lo te>uls dn to roundinr. All cot.ls shown on• u11lficd bt1dgtt be,~. 
Pre p a red hy .<; BC Majority Starr. 22-J.,11-95 
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MEDICARE SPENDING UNDER THE BALANCED BUDGET PROPOSALS 

Medicare spending, savings and growth rates have become an important point of comparison 
between the President's and the Republicans' balanced budget plans. However, confusion over 
the right way to compare the Medicare proposals has surfaced. Specifically, the use of the 
Administration's Medicare baseline rather than the Congressional Budget Office's (CB O's) 
baseline has been used to create the misperccption that the President's plan for Medicare would 
look more like the Republicans' plan if a common baseline were used. However, differences in 
estimating the baseline do not change the fact that the level of cuts called for by the Republicans 
are more than double those of the President's plan. 

• The baseline differences between the Congressional Budget Office (CBO) and the 
Administration are not large . 

Between 1996 and 2002, the dollar•amount difference between the two baselines is $71 
billion•- only 4 percent of the total CBO baseline. The baselines for inpatient hospital 
services, which represent nearly half of Medicare spending, are virtually identical. 

• Eventually, comparisons of the plans will be made by pricing or "scoring" specific 
policies on the same baseline. Until such policies are specified, comparisons of the 
spending and savings under the plans can been made using simplifying assumptions. 

• One way to compare the President's plan to the Republican plan using the CBO 
baseline is to assume that the President's proportionate reduction in spending is the 
same under both baselines. 

• 

The President's plan would reduce Medicare spending by 7% over the seven-year period, 
relative to the Republican plan, which reduces spending by 14%. Since this comparison 
describes the magnitude of the cut in relationship to the respective baseline, it takes the 
baseline issue out of the equation. This percent reduction could also be converted into a 
dollar amount: if the CBO baseline were reduced by 7%, then the President's plan would 
save $130 billion . 

Another approach was taken by the CBO who, in a letter to Senator Domenki, 
assessed the President's Medicare savings under the CBO baseline by assuming the 
President's savings are the same under both baselines. 

This means that the £124 billion in savings projected off of the Administration baseline 
would be $124 billion off of the CBO baseline as well. However, the CBO spending 
levels for the President's plan would be higher, since $124 billion is subtracted from a 
higher baseline, yielding higher proposed spending. 

Given the fact that CBO and Administration have frequently scored Medicare policies 
similarly in the past, this approach offers an approximation of the President's plan under 
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the CBO baseline. Recently, for example, the CBO scored the Medicare "extenders., in 
the President's 1996 budget at $30 billion, whereas the Administration estimated their 
savines at S28 billion. Similarly, the CBO and Administration estimates of the savings 
under the President's health reform bill were less than $1 billion different over a five-year 
period . 

However, the similarity in scoring depends on the specific set of policies. While hospital 
and premium policies have been scored similarly in the past, there have been differences 
in areas where baseline projections differ. 

• An incorrect way of comparing the President,s plan to the Republican plan is to 
assume that the President's spendin~ is the same under- both baselines. 

It has been asserted that the President's plan has set down what he believes is an 
acceptable spending level, and that this represents a commitment to this spending level 
regardless of baselines. For instance, the total Medicare spending under the President's 
plan of $1,675 billion over seven years -- estimated from the Administration's baseline -­
would still be $1,675 billion under the CBO baseline. 

1bis is flawed logic, however. Projections of the spending that results from a set of 
policy changes are made by modifying baseline spending projections. Thus, if there are 
different baseline spending projections, the spending under the proposed law will be 
different Assuming that the Medicare spending under the proposed law is fixed and docs 
not change when different baseline assumptions are used is incorrect . 

The President's commitment is not to a specific spending number, but a set of policies 
that result in that spending number. To reach this spending level on the CBO baseline 
would require a different set of policies - that produce much deeper cuts than those of the 
President and potentially impose new out-of.pocket costs on beneficiaries. 



• 

• 

• 

Desperate Republicans Continue Medicare Misinformation Campaign 

Republicans Cannot Def end Their Medicare Cuts Without Resorting to Distortions: 

(1) Republicans claim that the same analysis that shows that their plan would 
increase Medicare beneficiaries out-of-pocket costs by at least $600 more 
in 2002 ($2,800 over 7 years) would translate into $443 more under the 
President's balanced budget plan. 

(2) 

This claim is simply untrue. The President's balanced budget proposal has 
NO new Medicare cost increases. The comparison is $600 in the 
Republican plan v. zero under the President's balanced budget. 

The Republican $600 out- of- pocket increase that has been documented is 
based on an analysis by the Department of Health and Human Services that 
simply assumes 50% of the $270 billion in Republican Medicare cuts come 
from beneficiaries. This is actually a conservative assumption as the spit 
between beneficiary to health care provider cuts in the July Republican Ways 
and Means Committee Medicare working document is 65% to 35%. 

Republicans are now claiming that the President's $124 billion in Medicare 
savings really amounts to $192 billion off of the Congressional Budget 
Office baseline. 

Wrong again. The CBO bas never stated or suggested that the President's 
$124 billion in savings proposals equates to a $192 billion cut. In fact, the 
only analysis of the President's balanced budget proposal by CBO (June 
16, 1995) assumed that the Administration's Medicare savings amounted to 
$128 billion over seven years. 

It is true that the CBO and 0MB baselines are different -- about $70 billion 
over seven years. But because there are different assumptions behind the 
base lines and the policies that affect them, one cannot sim ply subtract the 
Administration's Medicare baseline from the CBO baseline and add that 
number to the President's Medicare savings number. 

The $124 bill ion in savings included in the President's balanced budget 
represents assumed policy changes that produce specific sa,·ings amounts. 
Historically, despite signi ficant variations in the CBO and Office and 
Management and Budget (0 M B) baselines, scoring of specific policies ha, ·e 
been ,·cry close. For example, the Medicare savings in the Health Security /\ct 
'''JS scored by OM B to save $118 .3 bill ion; CBO scored them to be $ 117 .6 
hill ion. Most recently, 0MB scored the Medicare "extenders" 10 produce $2~ 
billion in s:.1Vi11g.s: Cl30 sco, ed them at $30 bil lion. Therefo1c there is 110 

reason 10 hclic,·c that C BO \\'Ould score the President's Medicare sa,· ing.s at 
a11nvhc1 c 111.::11 l he SI 92 hi l I ion sugg.cstcd by the Rcpuh l ic111' 
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September 14, 1995 

TO: Dick Morris 

FROM: Chris Jennings 

RE: Request for Baseline Analysis 

Attached is a quick explanation of the difference in CBO and 0MB baselines for both 
Medicare and Medicaid programs. It is drafted in such a way to make a defensible case for 
arguing that our baseline is more advisable to use than the CBO baseline. 

As you know, most elite economists will argue that the differences are not overly significant. 
Therefore, this group of "validators" might not be very receptive to suggestions that one 
baseline is better than another. Having said this, I think you'll find this analysis helpful to 
make our case . 

Call me with questions . 
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Comparison of CBO and 0MB Baselines 
Medicare 

• · • The 0MB b~line has been closer to actual spending th.an.the CBO baseline for six of the 
past eight years for whi~h there is data (FY 1987 - FY 1995) . 

Fiscal Year 0MB CBO A~al Spending 

1987 78 80 80 

1988 85 90 86* 

1989 . .. 94 96 94* . . 

1990 110 11_2 107* 

1991 114 116 114* . 

1992. 127 127 129 

1993 143 142 143* 

1994 164 . 167 160'.4' 

* indicates years in which 0MB projection cl?ser to ac~al spending than (;BO_ proj~tion 

Projecting baseline spending is a ~mplex process requiring multipl_e assumptions. There 
are int~ractions ~etween pri_vate and public spending that cannot always be anticipated. 
Small differences in assumptions can translate ~to large differences in projections. 

• The difference between the President's Budget and CBO February Medicare baselines is 
. initially relatively small but grows larger over time. Over 7 years, CBO prnjects $71 billion 

more in spending th.an 0MB, or a ·difference 9f only 4 percent. This difference in spending is 
largely driven by a few spending categories. 

The largest differences are in home health, physicians, hospice, and SNF expenditures. 
Different assumptions about the rate of growth in these services results in_ large differences 
over time. 

Projecting physician spending is difficult because the rate of gromh _in e:>..-penditures has 
been unstable year to year. This is most likely due to the changes occurring in the health 
marketplace, and lo the large impact of the private sector on physician expenditures. 

CBO and 0MB projections for hospital spending, which represents the largest category of 
Medicare expenditures. are very similar. 
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• _The process for making baselirie projections is slightly different for CBO versus 0MB. One· 
explanati~n for this difference is OMB's access to data which CBO does not have. · 

. . . 

CBO only has access to aggregated expenditure data from the treasury while 0MB, 
througn HCF A, has access to historical data from earners, who process Part B claims, and 
intermediaries, who-process Pan A claims, which provides them with more detailed data · 
includ~g utilization. · · 
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Comparison of CBO and 0MB Baselines 

MEDICAID: 

• The 0MB Medicaid baseline is developed by HCFA actuaries by 
using a detailed and sophisticated forecasting model that 
·includ·es: · · 

hi~torical spending data; 

the most recent · estirna~es from the states; 

the Administration' s economic and demographic 
asswnpti~ns; and 

assumptions for changes if} enrollment (both Medicaid only 
and for linked -programs - - AFDC and SSI). 

• CBO develops · its Medicaid baseline by using the same 
historical data with -fewer details of beneficiary and benefits 

• 
categories. · 

The CBO and 0MB baselines are driven by assumptions. Minor 
differences can result in significant dollar differences 
between the· or~ginal est~·mates and the actual spending_. 

National· projections are difficult because prog~ammatic 
changes in state programs can completely change actual 
spending (e.g. DSH) . 

• There is a $64 billion difference between the 0MB and the CBO 
baselin_e projections over the next seven years. There are 
significant differences in assumptions about program growth 
that produce this difference . 

For e xample, the growth in enrollees and benefits are 
s ignificantly different. 

For enrollee growth, the 0MB projected growth rate is 3. 8 
percent and the CBO rate is 3 .0 percent; 

Long-term care spending is projected to grow 8.2 percent 
annually under the 0MB base line compared to 10 percent 
for CBO; and 

0MB projects the DSH program to grow at 6. 8 percent 
a nnually compared to 3 .6 percent for CBO. 

These result in a n overall annual growth rate for the CBO baseline 
of 10. 2 percent compared to the 0MB base] i ne whi ch grows at 
9.3 percent annually. The corresponding pe r capita growth rates 
are 7.0 percent a nd 5 .3 percent for CBO and 0MB res pectively . 
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MEDICAID 
CBO ~nd OM~ Baseline Projections 

{Federal Outlays in Billions) 

--
-

Fiscal Year 
Projections* 

CBO 0MB Actual 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 .. 

1997 
1998 
1999 
2000 
2001 
2002 -· 

$26 $26 
$30 $28 
$34 $33 •· 
$38 $37 
$45 $45 
$57 $60 ,, 
$80 $85 
$92 $92 
$96 $96 
$99 ~96 

$110 _$105 
$122 $115 
$135 $125 
$148 $136 
$163 $150 
$178 $164 

$27 
$30 
$~5 
$41 
$53 
$68 
$76 
$82 

**$88 

' Fl?bruary 0MB and January CBO projections 
beginning in 1986 . 

"~utest HCFA estimate o f 1995 spending. 
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Dar Mr. Chairmal: j 
Al yoor ,equest. the Conpcssional Budget Office (CB ) bas rcvie~ --rhe President's 

. E.coaomic Plan: A Balanced Budge, That Puu People Fim. • a~ released on Juzie 13. 199S. The 
President's June budgeWy plan inaxpmms most of the elemrins of the budget submitted· by the 
President in Fcbnmy • ..;th additional m!ucti00Sin ~ and liacrcues in taxes designed to make e;; l'ffl1x:tions in the Cedsal de1u:it. Al explained by the staff of lhe Oflioe ofManagc:meat and 
Budget (0MB), tJac a4.di6oaaJ budgetary DVqp are "indiaitive proposals• that as yet do mt 
rep.cs:ar JpeCific poicia. lbardore. a deta.led program-by-prtigrlnl ~oo of th. Pra · :tem's 
June budget is OOl possible ll this time. C80 bas p,epeRd. ho~. a preliminary as,cssmmt of 

the budsmry cftcct of the Presiclmt'a new pl8IL 4 
The altlChed table povides a rough estimate of hew the · ' s June budget plan 1IIIOUld afFca 

the total de5cit. if the plan's assmq,tions were transbred into • policies. & you requested. the 
ttble displays the ~dent's procr1m u changes from CBQ'~ April budgu basenne. CBO has 
adjusted the baseline deficit ta rdlCl the projected cffec(s of Jibcncbmarlcing the consumer priee 
index (CPI). In 19CJB, the weights of the variCJln aicgories of c:bnsumption in the CPI will cbqc 
fiom the eumat 1982-1914 basis to a 1993-1995 basis. ~ kouso-and Senate-passed budget 
raoluriaos usume tbllr this d1114P= ..wl reduce the sn,'1¥tll of the bverall CPI by about two-tenths of . 
a pcrcenta&e poim a yar. 

For defense and nondeftnse dmetionary spending. CBO's esiimatc ~ tbc level or outlays 
,p,i:iffcd in the Pn::sidem·s plan. Bcc:euse C'BO's haselinc for these programs is higher than the 
~•s basdine. the amounts of di-.1etiotMUY savings · wn in the td>Je are larser dl8II the 
Administntioa's fip-c:s. For rnandatrxy spending prog,ams ~cs. CBO's pn=limiaaty 
assessu~ anumes that the ~p &am the ha.cefmc would~ same as those estimated by ~ 
Admiaimation. TIie revetUle c:baages ~cc &om those Jho..a,n a, Adminisrratiou's table~ bccmrz: 

•

a ~dim ill Federal RescNc earnings associatf'd with an as.sumJ drop in interest rates is exc:luded.. 
CBO ~ estirnat«! the reswting amount of debt seMcc savinp ~ing the interest rates that underlie 
our April basdinc. . . . 

-7? .-
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• Hoooiable Pete V. Domcnici 
Pl&'C2 

I 
j 

Using1hale ammptioas. im budget dc&it under me Pmi~s p,licics 'WQC.l1d represea% ~ 
2 pacxrd ot p'OSI ckimetric: procb:t (GDP) in 200S. This is 111111 1 

ow CBO's basefmc deficit. ~ch 
~ more than 3 pacem of GDP ownhc 1995-200S period. this redu:tion in the deficit ,a,ould 
allow a modat drop in inter at mes compwed to~ in · s baseline. 1be reduc:uon iD mes 
woµJd be lipificam!y las. bowtWr. lhln would arise it me get were on a path to bahmc-._ 
Became of the~ in~ the 1ttec:bed table doc!" iDCOlporaic &ttJ drop in imcmt 
rata auributablc to deficit faluc:ti01t. Ewe if some lllowaDce made for lower intenst rata. 

nowever. lb projected deficits under the Praidcft's Jui,c . r would likely·~ near $200 
billion tbruu;h 2005. 

i 

The cliff'ereaccs between the CBO ad 0MB ccimates -~f the deficit stem primarily fium 
dif&:rc:nc.cs in budget basdi:ocs. As lhowa at the botcom cf the ¥>Jc. CBO projects that the budpt 
deficit under current policies 'Will n:adl M5' biJli0n in 200S1 ilsumins that dlsc:rctiomry spending 
keeps pace with iaf1ation &!er the expiration of the discrctioM')' spendina limits in 1991. 0MB 
prqcct5 • bueline dcficir of only S2fi6 biilian for 200S. The diff'•ccs between die baselines reflect 

• 

undcrlymg diffdenccs in both economic and other cstimaring ~mptions. AJthou&h the ec:or,omi,: 

pmdug: ~~ djffa'a3ccs in budget projections. On avenae. Admini.crration foresees slightly 
assumption5 of CBO and the~ appear quite simiE, the diff'crmces an sufflacat to 

•~ economie growth betwaas now mt 2005 than d0e1 CBO.: • CBO and the Adminisuation 
cf& in their proj=ions of the c,UMh of the consumer pric:e ~ ~ which aff'ccta iadexcd bcndt 
prosnms and tax btacms.,.,telalM to that oftbe ODP ddJl!orl which a&cts estimates of taxable 
ioc;amc CBO assumes that the CPI "'111 tvow sipi5eandy raber dWl the deflator. wbeseas me 
Admmistrarion .uswncs only slightly_. gn>llllh_ i 

Estimmng differcZJccs U0tmled to economic di!'ermc:e i1so add 10 CBO's eszimatc of the 
baseliae deficit compared widi the~ t5timaics.~ of the diff't:ra= in p,oja:led 
spendiAJ can l>e found in tis Medicare and Mnfaid program AJthoup CBO believes ~ the 
g;uMh of these prcgrams has slowed m,m the e4J emely high es of RCCDt yc:ars. it 'is not quite as · 
oprimiJtic IS the Admiaistratian about tbc slowdown. i 

Jf you 11rish lilrw:r delails Oil this analysis, we will be pl~+ ID pn,vidc tbcm. 

•~ Honorable J. James Exoa 
lta.nJcing Minority Member 

Sincerely. 

~.,L. 
r _ JUDC £. O'NciJI 

i'c,(" Dir«ior 

! 
.. I 

. I 
. I 

ldcnrlcal letter sent to Honorable John Jl Kasich. -ao l 
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Medicare Scoring Issues 

1. What are the savings associated with managed care? Are there 
any new data that have dramatically altered the estimates? 

In particular, if the additional costs charged for remaining in 
fee-for-service are not too great, what kind of participation 
rate would one expect in a managed care option? Also, would the 
healthier individuals be the ones more inclined to use the 
managed care option? After answering these questions, how would 
the savings from a new managed care option compare tp the $270 
Billion of savings called tor in the Budget Resolution? 

2. It the savings in the Medicare program are insufficient to 
meet the savings requirement, then the Republicans are 
considering using some type of automatic sequester that would 
automatically cause provider and/or beneficiary cuts to go into 
eftect once the savings shortfall became real. If it is 
currently estimated that these cuts would in fact be needed, 
these cuts should be treated aa real cuts, not some hypothetical 
abstraction • 

3. The issues of how we might change Medicare and the effects of 
such changes are critical. These issues should not be diminished 
by any scoring gimmicks, baseline obfuscation, or other such 
tricks. A cut is a cut. If savings from efficiencies such as 
managed care do not yield the required savings, then real cuts 
will occur to providers and/ or benef iciaries . 

TOTAL P . 12P 
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Medicare Scoring Issues 

1. What are the savings associated with managed care? Are there 
any new data that have dramatically altered the estimates? 

In particular, if the additional costs charged for remaining in 
fee-for-service are not too great, what kind of participation 
rate would one expect in a managed care option? Also, would the 
healthier individuals be the ones more inclined to use the 
managed care option? After answering these questions, how would 
the savings from a new managed care option compare to the $270 
Billion of savings called for in the Budget Resolution? 

2. It the savings in the Medicare program are insufficient to 
meet the savings requirement, then the Republicans are 
considering using some type of automatic sequester that would 
automatically cause provider and/ or beneficiary cuts to go into 
ef!ect once the savings shortfall became real. If it is 
currently estimated that these cuts would in fact be needed, 
these cuts should be treated as real cuts, not some hypothetical 
abstraction . 

3. The issues of how we might change Medicare and the effects of 
such changes are critical. These issues should not be diminished 
by any scoring giltllnicks, baseline obfuscation, or other such 
tricks. A cut is a cut. If savings from efficiencies such as 
managed care do not yield the required savings, then real cuts 
will occur to providers a~d/or beneficiaries • 

TOTAL P . 02 
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CBO and 0MB Medicare Baseline Differences 

• There are really two separate issues here: ('1) the • 
historical difference between the CBO and 0MB Medicare 
baselines, and (2) the differences between CBO and 0MB 
scoring of individual Medica.re savings proposals. 

• The difference in the baselines is independent of any 
proposals for Medicare . savings, and 

• One cannot assume from this that CBO and 0MB would 
score a set of individual Medicare savings proposals 
with any significant deviation. 

1. Differences in the Baselines 

• There have always been differences between the CBO and 0MB 
Medicare baselines. These differences tend to be quite 
narrow in the current year, and grow during the out-years. 

•· As CBO said in its April 1995 analysis of the FY96 
President's Budget, "given the size of (the Medicare and 
Medicaid] programs and the uncertainty about their future 
costs, the projections of CBO and the Administration are not 
very far apart." 

• 

• For FY96, CBO's estimate of Medicare spending is only 
about $4 billion higher than 0MB, but this difference 
grows in succeeding years; in 2002, the difference is 
$18 billion. 

• over the period from 1996-2002, we estimate that the 
total difference between the CBO and 0MB Medicare 
benefits baselines is about $70 billion. 

• OMB's Medicare baseline projections are calculated by the 
HCFA actuaries, who use the Administration's economic 
assumptions. For FY96, the actuaries reduced projected 
Medicare spending by $40 billion over the 1996-2000 period 
that the President's Budget covers. 

• The actuaries expect spending in the Medicare program 
over this time to increase at a slower rate than in 
recent years . 

• This projected slowdown is the result of several 
factors. In particular, Hospital Insurance (HI) 
expenditures have grown more slowly than expected. 



• 

• 

• 
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• Slower HI growth results primarily from lower hospital 
cost inflation and slower growth in complexity of 
Medicare inpatient cases. 

• CBO's projections indicate that it agrees that Medicare 
spending will rise at a slower ·rate over the next five 
years, although CBO does not expect the reduction to be 
quite as significant • 

• 

• CBO's January 1995 Economic and Budget Outlook 
indicates that CBO is less optimistic about the 
slowdown in Medicare _spending because of its view that 
the apparent slowing in the growth of payments for 
hospitalizations and physician visits is roughly offset 
by fast-growing costs, other services such as home 
health care and skilled nursing facilities. 

2. Differences in "Scoring'' savings Proposals 

Determining how CBO would ·score the President's Medicare 
savings proposals is an almost impossible task. While it 
might seem that one could simply figure out the percentage 
by which the CBO baseline is higher than the 0MB baseline, 
and multiply the total of the savings proposals by that 
amount, that calculation would not be even close to 
accurate. 

• The reason is that the CBO baseline is composed of many 
separate baselines for different services and 
providers. 

• Thus, scoring of specific savings proposals would 
really have to be done by CBO, proposal by proposal 
using detailed specifications, against the appropriate 
base line. 

• Recent history reflects that these baseline differences are 
not that important when it comes to scoring specific savings 
proposals. For example: 

• The Health Security Act contained Medicare savings 
proposals that 0MB estimated would save $118.3 billion 
over the 1995-2000 period. CBO scored these same 
proposals as saving $117.6 on its baseline, which was 
higher than ours . 

• The President's FY96 budget contained four Medicare 
"extenders" from OBRA93 that 0MB estimated would save 
$28 billion over the 1995-2000 period. CBO has since 
scored these same proposals as saving only slightly 
more, $30 billion. 
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EXECU TIVE OFFICE Of: THE PRESIDENT 
OrclCE OF MANAG EMl::NT ANO ~\JDGIT 

W.UHINCTOl'I . C .C. ~ 

TME OIA~CTM June 14, 1995 

Honorable ·Mertin 01. , . Sabo 
committae on Appropriation& 
U. S. Hc~.•e of Repr c-, e.i-1t:atives 
Washing t~n , ~~• 2S~ ~5 

fY\~ T""" 
Pear P.$pr~~ £abo: 

I wanted to f u l l o. up on ouc brief discus.ion at tl\Q c~ucua 
this ~orning about ~he di!fQrences between tho CBC and 0MB 
baselines as they r alate to Meci lc~ra. 

~ctu&lly, th~re are t~o iasuos here: (1 ) the historical 
di!ference betw&en t h e CBO ~nd OY.B Medicarg baaalin•• in the 
aggrQgata, and (2 ) the ditt~rences betwaen CBO and 0MB eeoring of 
indiv i~ual HQdicer: Livings propo~als. What I wae trying to •ay 
today \o.'6S that: 

• the d1ttere~~- in the ~as«lines i, indapendent ot any 
proposals fer M5dicarQ savings, and 

• on• cannot tssume that ~ao and 0MB would score a set of 
i~dividual Med : care savin3~ propo,als vith any sign1ticant 
deviation. 

The nu~bars ~~ th• ~ateria l c we disc~;sed with the caucus 
today are the mc6 t ~ccurate ~ey ~o eomparG the Pra.ident'e 
M~~i cere &avin9e ~r?posal, v ith t he Republican proposals. 

CEO and 0~ Bae•lioc Difter,nc•a 

As you know, t nera hav~ ~l weye been differ~nces between the 
CBO and 0MB Medic~rc basalin• E. TheSQ difterencQ, tend to be 
qui ta narrow in t:1! c current )'E::.a r , and grow du.rin9 the out-years. 
As CBO ga id in i~ s ~pr il 199 5 an~lyeia of the FY96 Pra1idgnt'e 
BudgQt , 0 given t h € size o! (th~ Hadicare and Medicaid ] programs 
and the uncertain~y about t he i r t uture costs, the projectione ot 
CBC and ~h e ~d~i ni ~trat1on arc not very tar apart ,tt 

Over the pe1~od from 19 9 E-2002, we eati~ate that the total 
di ffer~nce betwe:cn the cao anc OMB MQdicare bariefit~ l:>ilselin,ac is 
about $70 billion. Tor FY96 , CBO 's esti~ate of Medicare spending 
i s or.ly about$~ til lion high~r than 0MB, but this difterenco 
gro~~ i n ~ucceed i n; yQ&~s; in 2002, the dit!arence is $18 
b i llion. 

OMB' s Mad ic :.~ e baaelina ;:o j act i ons are calculate6 by the 
HCFA actuaries, ~ ~ ~ use ~h~ ~~m! nistrati on ' 5 ~cono~ic 
~$& U~Ftione. Th. rroj ectiono ! o r FY96 reduced pro j ected Medicare 

59ll9:R l 
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spending by $40 bil lion over the 1996-2000 period that thG 
Pre.ident's B~dgat cover,. We expect spending in th• Mgdicare 
~roqram ovar thiQ t im~ t o incrQasa at a sloYer rate than in 
recent years. 

Thie projected 6lovdovn ic ~he re.u lt of Qevaral factors. 
In particul&r , Hos~ i tal In&uranc~ (HI ) expenditure s have gro~n 
more slowly than • G ~xpected at t.hQ time~• put toge ther the 
bud~et for FY9S. Slower HI grovth resultg primarily from a tall 
in foreoasted hosp i~al cos t in!lation ~nd tha slo~er growth in 
cornplexi~: of M<~dict. re inpat ic:u-,c ca aes. 

CBO' s proj ections indicate thAt it chares our view that 
Madi cn=e •panding ~il l rise at a slovar r&te over the next tiv• 
year&, although CBO coe8 not expoct the raduction t o be q,lita ae 
significant . 

cao forecast, $,7 % average annual gro~t h in b~5Qline 
outlays , while 0MB f~rec~ets 9.1% average annual growth, tor a 
cu~ulati v• dittar~ nc. of $40 b i llion ovgr the 1996-2000 p•riod. 
CBO'G J~nuary 199! Economic 4.lld ~udget outl ook indicates that CBO 
i G l es~ optimistic about the &lovdo~n in Medicare s pendin9 
because it •atimat~ s that t he ~~parant 5 loving in the g-rowth ot 
paYT-1snts for hospital i za~ions and physici~n visits i a roughly 
ot f set by f ast-grcwing cost& for care in other settinge , 
particularly t or ~c~~ health c~~~ and Gkilled nur&ing facilities. 

CBO v s . 0MB Scor1~g ot Medic~r o Saving• Propoa~l• 

D.a termininc;- r.o·~· ~BO ""o'..llc s ~or e th• Preaid«nt '; Medicare 
s avings proposal s :~ ~n alrnost !mpoeQible task. Although it 
~iqht caQm that Or!~ could 61Tt.p ly fi9'\lr & out tho percentagQ by 
which th~ CBO be~ ~:i~e i s higr.~ r chan t.hQ 0MB baseline, and 
multiply ~he tot~} o! our s avings propogal, by t hat amount, that 
calcula~ion ~ould !1C~ be accur~te . In tact , our analysts -- and 
HCFA's profession~l HedicarQ actuaries -- tQll me that it might 
not even ba in t h e bel lparx. 

The r ea.on i~ that the c t o ba5eline i 5 not a monolithic 
stream of 'numbQr s ; rather , h: i E cor.ipoe• d of :uany separate 
ba.Qlines for dif f erent servici~ and providers. Thus , tor 
exa~plQ, a proposa l QffectinQ clinical laboratories wo~ld have to 
be ~c~red a gain~t chE clinical leboratories bas dlina , vhich might 
be low~r then the O~D baseline for the came service , ~van though 
in the aggr;gate , CEO'& bA5eli ~e is higher. Thus, acoring of 
$pecific -5 avings propoaals would r eally havQ to be ~ona by CBO, 
propo~al by propc2a ~ us ing d~: ~il ed ~peci! ications, against tha 
a ppropriate baeel 1 n ~ . 

I undarst~n~ ) cur concer~ aoout t h~ uncertainty and 
c omplexi~y tha~ b~ ~eline di!!b~~~ces introduce into ~he scoring 
of Me01car~ sav1 ~~ ~ propo~GlG. Vn! o rtunctely, we c~n d o nothing 
about these ba 5e!1 ~~ diftar en= ~~; the good news is that r e cent 

59119:# 2 ... .......... 
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history reflaota t hat they are not that i~portant 'Vhen it com•• 
to scoring &peoific ~6vings proposal,. 

L~t me menticn ~~o exa~ple s: 

• First, you ~ ill recall that the Htalth Security ~ct 
contained Me dicare r.aving& propcoa.ls that wa eetiJn&ted would 
.ava $118. 3 l:> il lion o .. er t he 1995-2 ooo period, ·cso scored 
:theQca &ama propocale .. ,,g i. av inq Sll 7. 6 on its b&ac.lina, \ilhich 
was higher th~~ ours . 

• SQcond , and ~ 05 t racQntly , our 7Y96 budqet contained fou.r 
MecHcare 11 e~tenders 11 from oSP.A93 th~t wa eatiJnatad would 
sz.ve $28 bil lion ove;: t.ha lS~5•2O0O period, CBO has &ince 
gcored theaG ~~mo propo;a ls a~ &aving only slightly ~ore, 
$30 ~illion . 

I hope thia l £tttr haa answer•d some ot your q~a,tionG about 
our haal th reform p!:"oposal. Yo1.:r support is ori ti cal ll8 we vork 
with ~he Con;res, ~o achieve ft~at we both want: a bal&nced bud~et 
that : ... t6ir and r eaeonabla. r look for\o/ard to working with you 
in the coming waek n . 

Sino~rely, 

Qo<·~ 
Alice M. Rivlin 
Director 

Ho~ H ,v::, ~- e...D~ , 

59119;;; 3 ... ... . 
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CBO VS. 0MB 

Q. THE CONGRESSIONAL BUDGEI' OFFICE SAYS TIIAT THE 
ADMINISTRATION'S NUMDERS ARE WAY-OFF WHEN 'IHEY USE THE CBO 
BASELINE. ISN'T THIS JUST ANOTHER ROSY SCENARIO? 

A. Absolutely not. We have a solid balanced budget plan based on numhcrE arc 
c:ondstent, conservative and professional. Indeed. using the assumptions or the top 
private sector forecastett, our plan would get to balance. 

There are some mall dlt!ercnces between CBO and 0MB in growth· C6timatca and the 
bulth care baseline that &ct magnified over a 10 year ~riod. We believe that our 
bascl~ is superior. Even CBO admita that our growth CSWDAtca arc more c:onsistent 
with the Blue Olip than them are. And our _health we Cltimatca arc done by top, 
cisn;cr health professionals at the Hulth Care Finan~ Adminiettution, who hnvc the 
bc:st and m05t cu.rrcnt information . 

/Nked, CBO oclawwledgas tJuit tJs, .A.dmilllstTation is clMu to tht Blut CJalp than tht 
CBO_ 011 tJs, by ,coll.Olnic assumptions that affect tM thftcit, iltclu.dln.g growth, 
int~,~~ ratu and tht GDP deflator. 

Yet, while we believe our baseline is the best and they clearly believe that their 
baseline i, the best, .the key thin& is that neither side should let honest accounting 
dlt!crcnces be ~ excuse to not work together to avoid a train wrcdc and to come up 
with the type of balanced budget plan that the American people could 11.1pport. 

FOLLOW UP: BUT DIDNT YOU PROMISE IN 1993 TO USE CBO PROJECTIONS? 

In his first budget, the President wanted to tak~ away any disputes over numberc. 
Remeui~r, Adminictration projections didn't have the be£t reputation after 12 ye.arc of 
magic asterisks and smoke and mirrors. Our accurate projections and success on the 
budget over the put two years have restored faith in an Administration•, ability to put 
forward reasonable, fair budget projections. Indeed. we have been more on target th.an 
CBO in projecting tho deficit so f.ar. So panicularly when the Administration numbers 
are exactly in line with the top private sector forecasters, ft fs appropriate and 
nccessacy !or the ~sfdcnt to rely on 0MB !or hili budget prujccti(Jlllj. 
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BACKGROUND INFORMATION ON THE OMB/CBO BASELINE DIFFERENCES 

• By our best estimates, using the economic assumptions of the Blue Chip forecasts 
and the career professionals at HCF A (Health Care Finance Administration)t tho 
President's economic plan gets to a &mall surplus in the year 2005. 

• Indeed, CBO acknowledges that the A.dminlstradon £s closer to the Blue Chip than 
the CBO on three key economic assurnp#ons th.at affect the deficit, including gro:wth, 
interest rates and tlie GDP deflator. 

• A Federal Reserve Board of Philadelphia study of 59 top economists projected 
average real GDP growth of 2.6% over ten years. The Administration has projected 
average growth of slightly under 2.5%. Therefore, the Administration's numben arc 
somewhat conservative compared to many top private sector economists. 

• There are differences between the 0MB and CBC baselines, but they are based on 
very small differences in two areas that appear more significant when they are 
extended over a 10 yoar period. · 

• Indeed, after tho House takes into account its economic assumptions based on the 
CPI, growth and interest rates, 60% of the baseline differential is already evaporated. 
So the baseline difference betwe~n tho Administration and the Houso is actually not so 
significant. 

• The record has proved th.at 0MB was more accurate it its deficit forecast than CBC 
when it presented the Administration's 1993 economic plan. 

GROWTII RATES: 

• Very.Small Differences: We assume growth at slightly under 2.5% over the next several 
years. CBO is a little lower, around 2.3%. Yet, with the growth dividend that the House 
Budget Committee is taking with its plan -- and we arc not -- the difference is virtually 
non-existent. CBC stated that "the economic assumptions of tho Ointon Administration and 
the Congressional Budget Office arc similar," and that our assumptions actually lead to more 
conscrvativo deficit estimates in the fi~t two years of our forecast. 

• Com latent wf th Outside Forecasters: Our proposals arc consistent with those of the top 
outside forecasters. Our growth forecasts are virtually identical to the Blue Oup between 
1997-2001, and indeed, in both 1999 and 2000, the Blue Chip forecasts .4 and .3 higher 
growth than the Administration docs. Meyer & Associates calls for higher growth than the 
Administration in 1999, 2000, 2001 and the same in 2002. DRI is higher than we arc for two 
years, lower than we arc for two years and the same two ycaxs. Ray Fair has higher growth 
forecasts evory year between 1998 and 2001. So it is clear that we have conservative growth 
estimates that arc consistent with the top private sector forccaste~. 
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Indeed, the April, 1995 CBO document that compares CBO and 0MB states that •tht 
Administrali.on is generally closer than the CBO to tht Blut Chip's long-range 
projecti.on.s. Tht Blut Chip Indicates the same average growth ovu tM 1991-2000 
period as the Admlnlstrati.on and has sin11lar projections for interest rates and the 
GDP dejlator. " 

• This ls Very Different from the Rosy Scenarios or the Past: The Administration's growth 
forecast is only about .1 % rugher .than CBO's. This is very different from the rosy scenarios 
that c.h.aractcrizcd Republican Administrations. For example, Stockman'& FY1982 budget 
predicted growth a whopping 1.3% higher than the CBO. The n.cxt year, he came bade again 
with a budget th.at predicted growth an average of 1.0% hlgher on average each year for his 
plan. All four years of the Bush Administration called for budgets with growth rates that were 
on average .75% higher every year than the CBO projection. So wh.cn you sec the differences 
of .l % or .2% in the CBO and 0MB growth rates, you can see that most years they are 
1110th to 117th the degree of differential that we saw during the Bush/Reagan years. 

• "Wedge Factor" Differences are Narrow: The CBO indicates the difference between the 
estimates for the CPI and the GDP deflator has an important effect on the estimates of the 
deficit. This difference is called a "wedge factor.'' The Administration's estimate of wedge is 
similar to the Blue Cllip's estimate ( assuming that both CBO and the Blue Chip make the 
adjustment for re-benchmarking the CPI th.at CBO ha.s al.ready announced it will do in its 
summer update.] 

HEALTII CARE: 

• One of the two main reason for the difference in the CBO and OM:B baselines is 
that the Administration assumes slightly less growth in Medicare and Medicaid. 

• We should recall that these numbers come from the same HCFA actuaries th.at the 
Republicans frequently use as authorities wh.en discussing tho need to strengthen the 
Medicare Trust Fund. Certainly, they could not be questioning their credjbility now. 

• It is important to understand that the Medicare and Medicaid numbers arc prepared 
by the Office of Actuary in the Health Care Financing Administration. The actuaries 
arc career professionals who have been doing these same numbers through the last two 
Republican Administrations. A!l.y notion that their estimates were affected by anything 
other than their professional judgment cannot be justified. 

• Tho whole difference comes from the fact that on Medicaid the Administration 
projects 9.3% growth and the CBO projects 9.9% and on Medicare the Admirustration 
projects 9.1 % growth and CBO projects 9.7% 

• While we believe these are the differences of honorable career professionals on both 
sides , we do believe that our numbers are more accurate. 

• On Medicaid, the Administration bas higher beneficiary growth rates. yet they end 

..,..,. •'"'IV , t ('" ~!: C' 



..... ,,. .• ,, 

• 

• 

: •" .. : 

up with slightly higher overall growth assumptions because the Administration's 
cstjmatcs of per beneficiary costs are lower than CBO's 5.3% and 7.0%. Yet, the 
HCF.A. estimates are based on more 11p-t,0-date Social Security numbers regarding 
disabled ~neftciarles in Medicaid and up=-to-dafe Treasury information on Medicaid 
outlays - - which catches current changing trends. 

• On Medicare, the Administration and CBO baselines for inpatient hospital services 
(which represent half of Medicare costs) arc virtually idcntic.al. The only real 
diff crcncc is that while both believe the high growth rates in home health and skilled 
nursing facility costs will come down, the Administration projects them coming down 
somewhat faster. · 

ADMINISTRATION'S GROWTH NUMBERS VS. BLUE CHIP'S: The chart below 
shows that the Administration's projection over five years comes to the same average growth 
as the Blue Chip, while the CBO's is somewhat pessimistic relative to the consensus of 
private forecasters. · 

LONG-AANGE FORECASTS OF GDP GROWI'H . . 
1997 THROUGH 2001 

1997 1998 1999 2000 2001 

Blue Qtip (March) 2.0 2.3 2.9 2.8 2.4 
Administration 2.5 2.5 2.S 2.5 2.4 
CBO 2.4 2.3 2.3 2.3 2.3 

A ~ A, ,.., , ,1,__, ,,,,, , vnJav · 1n I N~<; 
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Conference Agreement 

Concurrent R;solutlon on the Budget •• Fiscal Year 1996 

Early Hlghllghts 

June 23, 1996 

Deficits and Spending 

Balance ls achieved In soven years by first reducing 
the rate of growth In total spending. 

Total federal epandlng grows from $1.5 trllllon In 
1995 to $1.876 trtlllon In 2002. Annual growth rate of 
3.0 percent. 

Tho federal dtflclt that would grow next year to 
nearly $200 bllllon without changes In pollcy, w lll be 
reduced to $1'10 bllllon and thereafter dacllne to 1 
surplus of near1y $7 bllllon In 2002, 

Total deficit reduction over the next seven years 
would reach nearly $960 bllllon. 

Tax Redu_ctions 

•· Tax reductions cannot occur untll Committees have 
first mat their spending reduction lnstrUct!ons. 

Committees report to the Budget Committees their 
spending reduction leglclatlon by mld-StptembGr 
and CBO c1rtlfie1 that balance h11 been achieved In 
2002 and ■ flscal dividend equal to $170 bllllon over 
stven yean, $SO billion In 2002 has been created. 

Once certification occurs, tax writing committees 

, .. .)o , u1ri1 .. •11t , 
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would bo Instructed to report to the Budget 
Committees within flve working days legislation that 
would reduce tax revenues up to but net ta exceed 
$246 bllllon over seven years, and not to exceed the 
flscal dividend estimated to be $50 bllllon In 2002. 

In no case can the tax euts In 2002 result In tho 
budget being out of balance. 

Select Spending Programs 

.. 
Medicare 

Medicare wlll grow from S178 bllllon this year to 
$274 bllllon In 20O:z. Medicare spending will grow at 
an annual rate of 6.4 percent Total medlcare 
spending over the next aevon yeara wlll top S1 .e 
trilllon • 

Medicare solvency Is Insured through 2005. 

.. Relative to tho unsustainable current ap~ndlng path 
or mtdlcue, Ult conference agr11ment reduce& 
spending $270 billion ovar the next seven years. 

Medicaid 

Conference agreement assumes • medlcald block 
grant program that would reduce tha rate of growth 
In the program from Its current rate of 10.8 pIrc1nt 
gradually over the next seven year period reaching 
about 4 p1rcent In 2002. 

Medicaid cpondlng grows from $80 billion thlli year 
to over $124 billion In 2002. 

Relative to a contlnuatlon of unsustainable growth 
In this program, savings of $182 bllllon ara achieved 
over the next seven years. 

2 
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Defense 

The conference agreement assumes that defense 
spending (outlays) wlll decline from $270 bllllon thla 
year to $286 billion In 18&8, and then return to 
annual spending levels of near $271 bllllon In 2001 
and 2002 . 

Cefense spending relattve to President Clinton's 
request this year will Increase nearly $33.1 bllllon 
ovQr thQ next seven years. 

In tho Senate, firewalls between defense spending 
and other discretionary spending would be 
e&tabllshed for three years. 

Nondefenae Spending 

•• Nondefense dlscretJonary appropriations would 
decline from $278 bllllon thlt year tc $244 bllllon In 
2002. 

Relative to current law spending, these 
dlseretJonary programs would be reduced $190 
bllllon over the next seven years through program 
terminations, ccnaolldatlons, and rotumlng their 
program management back to the states. 

The conference agreement assum11 the tennlnatlon 
of the Commerce Department, but leaves to th• 
Committees of Jurlsdlctlon the determlnatlon of 
other Cepartmental closures. 

Other Programs 

3 
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Tho conference a9roement assumes welfare reform 
such that programs are reformed and savings of 
nearly $100 billion over tho next aoven yeart. 

Tho conference agreement assumes reform of 
agriculture prtce support programs totalllng $1~-~ 
bllllon over tho next eoven yeara. Agriculture price 
support programs wlll still expend $45 billion over 
the next seven years. 

Tha conference agreement assumes reform of 
federal student loan programs $10 billion over the 
next seven years. Reforma, It Is assumed would be 
targeted on graduate and professional student&. 

The conference agreement assumaa naar1y full 
funding of the Yl2lent Crjme Reduction Trust Fund. 

4 



• • •• - -------4,Cc,AIIOb#,~~J'ERENCE AGREEMENT HJTDGET AGG"-"'-""',C.:G~ !\....,,_T""""'E=S ________ _ 
(Dc,Jlan in billions) 

- .i-•••• - · -·-. --· . - -- ·--~-- - •• - · --- ••• - ---· - ·-- · - - ·----- -· =· ===:-:-:-- .... -~-:.=.-.'"r ____ _ _ 

1995 1996 1997 1998 1999 2000 2001 2002 

-· . --~ . --- -·--- .- -- ... - ·- ------ - .. - . - .. ------- . - . .· . . ---- --- ~ ·· - --- C . . . 
Discr etionary: '. 

Def en sc.- .. ·- ······· ···-···-···-····· 270 264 265 265 268 271 271 271 
Nondcfensc ........ - ,.·-········- ·· ·· 278 270 259 252 247 249 245 244 
Subtotal d iscretionary., •. _,_ 548 534 524 517 516 520 S 16 5 15 

Mand2fory: 

Socia I Seen ri'Y-·-······· ······-···· 334 352 371 391 411 433 456 480 
Med i«:a re.- ... ··-···- •·""·······- .. 178 l 91 202 214 226 239 255 274 

Media id .. ·- ······· ........ - ... -······ 89 96 102 106 110 115 119 124 
Other ma11datory ........ ·-···- ·· 146 156 162 163 177 186 192 200 

N el intcrest., .. -·-·······-··········· 235 259 2455 269 276 281 282 283 

Total oa t)ays. •....... ,- .. ·- ········· 1530 1586 1625 1660 1716 1774 1820 1875 

RC'\'cnues,_, ··- ···--·•·-····--· ··· ···· 1355 1417 1475 1546 1618 1698 1789 1883 

Resulti ■g deficitlsorplus .. - ... -175 - 170 - 152 -116 -100 -80 -33 7 

- --·---··-- - - . ·- .. --- --·· - ·-· .-. -. · -- ........ --· . - - . ·- ----- .·-·- . ~-.--=:--:::::- :- -- ,-~ - -:6. - .·-: 

NOTP..: Details 111.y 110 1 add to t'l t■ls d11e lo revndua:,. All ttibls showa flfl • unifiaf bel,:et basis. 

Pff?J""' b) SBC Maje ritySt~fT. 22-.Jvn-95 



• • - - --------.P~~-c;REEMEN'I' COl\lPARED TO BA.SELINE 

Current Lnw Deficit ..... - ...• 

Discntiona ry : 

Defense •... ·- ···-···-·····-···-···· 
Non defcn!'-e...-.•. -· ................ . 

Mandatory: 

Social Sec11rity ••. -·····-········· 
Medi care •.•. - ···-··-·-···- ···- ·· 
M edicaicl ... ···-···-·" ··-··· .•.•..• 
Other mandatory •. - ........ - .. 

Re\-·c• ues. ......... ·-··· ··- ·--·· .•... 

Total policy changes. .•. -···-

Def:>t service .• ,-···-·····-········ 

Tol:21 deficit reduction ....... . 

Resulting d eficitfsurpl11s .••. 

1996 

198 

6 
-10 

-8 
-4 

-(0 

0 

-26 

- 1 

-27 

170 

.... 

1997 

215 

8 
-23 

-18 
-8 

-19 

0 

-59 

-5 

-63 

152 

(DUltaH •• billions) 
- ·-· - . -· . 

1998 1999 2000 

211 225 238 

8 9 9 
-27 -31 -31 

-27 -37 -49 
-16 -24 -33 
-25 -26 -19 

0 0 0 

-86 -108 -132 

-9 -16 - 24 

-95 -124 -156 

116 100 80 
-· --

NOTE; Drlals nay not a4' to te>tali cl at! 1ft rmmdiag. A.U t olJlls 1ho,... oo • Hiria:I badget buh. 
Prqi11rcd br SBC M:11jorit:, StllfT, Z'.?-hn-95 

~~---·- . 

5-yr total 2001 2002 
-·· . 

226 229 

40 9 . 9 

-121 -34 -35 

-139 -60 - 71 

-85 -43 -54 
- 108 -30 -36 

2 l 1 

-411 -158 -187 

-55 -35 -48 

-465 -192 -235 

33 -7 
·····- -

. ---- - - -
Grand total 

ss 
-190 

-270 
- 182 
- 174 

3 

-756 

-137 

- 958 

.. 
' . 



• • CONFERENCE AGREEMENT C01"1PARED TO BASELINE 
(Oollan in billions) 

... ~ .. ·-;- .· .. - ... ···--·-· · - - - · --·~~-~-===::~~ 

1996 1997 1998 199? 2000 S-yr total 2001 2002 Grand tohl\ 
·- . . --- .. . -•- .... .. . .. -· - : .. . . . -· .... ----- - ·--- · ·-· · ··-··- . . - .. ,.--

Cu r~n t Law Deficit .... ,-·-·· 198 215 211 225 238 226 229 

0 iscrctionary: 

D cf en sc .... ··-·· .... ···-· ··-··. -···· 6 8 8 9 9 40 9 9 58 

Non defcnse .. ,--···-···-··········· -10 -23 -27 -31 -3 1 -121 -34 -35 -190 

Mandator)': 

Social Security-···-···-··· ······ 
Medicare ...•... .•........... ·-···-·· -8 -18 -27 -37 ---1, -139 -60 -71 -270 

Medicaid ....... _·-···········-····· -4 -8 -16 -24 -33 -85 -43 -54 -182 

Other mandafory ... ·-·········· -10 -19 -25 -26 -29 -108 -30 -36 -174 

Reven ut5.·-···-··············-····· 0 0 0 0 0 2 1 l 3 

Total policy cb2 ages ........... -26 -59 -86 -108 -132 -411 -158 -187 -756 

Debt service .... . .... ... .. ...... - ... -1 -5 -9 -16 -24 -55 -35 -48 -137 

Totat deficit reduction·-···- -27 -63 -95 - 124 -156 --465 -192 -235 -958 

Res ulting deficit/surplus,-- 170 152 116 100 80 33 -7 
- - . ··- - .. - .. .. . . . . ... -- . ··-- . -··-· - . .. .. 

NOTE: Details mllly not sdJ lo tc,u ls dn to roundinr;. Afl Cot.ls shown on• ui,lficd budget l:Jec~. 
Prcp.1 r ed try .<;BC M:.jority Srarr. 22-J.,n-?5 
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MEDICARE SPENDING UNDER THE BALANCED BUDGET PROPOSALS 

Medicare spending, savings and growth rates have become an important point of comparison 
between the President's and the Republicans• balanced budget plans. However, confusion over 
the right way to compare the Medicare proposals bas surfaced. Specifically, the use of the 
Administration's Medicare baseline rather than the Congressional Budget Office's (CBO's) 
baseline has been used to create the misperception that the President's plan for Medicare would 
look more like the Republicans' plan if a common baseline were used. However, differences in 
estimating the baseline do not change the fact that the level of cuts called for by the Republicans 
are more than double those of the President's plan. 

• The baseline differences between the Congressional Badget Office (CBO) and the 
Administration are not large . 

• 

Between 1996 and 2002, the dollar•amount difference between the two baselines is $71 
billion -- only 4 percent of the total CBO baseline. The baselines for inpatient hospital 
services, which represent nearly half of Medicare spending, are virtually identical. 

Eventually, comparisons of the plans will be made by pricing or "scoring" specific 
policies on the same baseline. Until such policies arc specified, comparisons of the 
spending and savings under the plans can been made using simplifying assumptions. 

• One way to compare the President's plan to the Republican plan using the CBO 
baseline is to assume that the President's proportionate r~duction in spending is the 
same under both baselines. 

• 

The President's plan would reduce Medicare spending by 7% over the seven-year period, 
relative to the Republican plan, which reduces spending by 14%. Since this comparison 
describes the magnitude of the cut in relationship to the respective baseline, it takes the 
baseline issue out of the equation. This percent reduction could also be converted into a 
dollar amount: if the CBO baseline were reduced by 7%, then the President's plan would 
save $130 billion . 

Another approach was taken by the CBO who, in a letter to Senator Domenici, 
assessed the President's Medicare savings under the CBO baseline by assuming the 
President's sayings are the same under both baselines. 

This means that the $124 billion in savings projected off of the Administration baseline 
would be $124 billion off of the CBO baseline as well. However, the CBO spending 
levels for the President's plan would be higher, since $124 billion is subtracted from a 
higher baseline, yielding higher proposed spending. 

Given the fact that CBO and Administration have frequently scored Medicare policies 
similarly in the past, this approach offers an approximation of the President's plan under 
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the CBO baseline. Recently, for example, the CBO scored the Medicare "extenders,, in 
the President's 1996 budget at $30 billion, whereas the Administration estimated their 
savings at $28 billion. Similarly, the CBO and Ad.ministration estimates of the savings 
under the President's health reform bill were less than $1 billion different over a five-year 
period . 

However, the similarity in scoring depends on the specific set of policies. While hospital 
and premium policies have been scored similarly in the past, there have been differences 
in areas where baseline projections differ. 

An incorrect way of comparing the President's plan to the Republican plan is to 
assume that the President's spendim~ is the same under both baselines. 

It has been asserted that the President's plan has set down what he believes is an 
acceptable spending level, and that this represents a commitment to this spending level 
regardless of baselines. For instance, the total Medicare spending under the President's 
plan of $1,675 billion over seven years -- estimated from the Administration's baseline -
would still be $1,675 billion under the CBO baseline . 

This is flawed logic, however. Projections of the spending that results from a set of 
policy changes arc made by modifying baseline spending projections. Thus, if there are 
different baseline spending projections, the spending under the proposed law will be 
different. Assuming that the Medicare spending under the proposed law is fixed and does 
not change when different baseline assumptions are used is incorrect. 

The President's commitment is not to a specific spending number, but a set of policies 
that result in that spending number. To reach this spending level on the CBO baseline 
would require a different set of policies - that produce much deeper cuts than those of the 
President and potentially impose new out-of-pocket costs on beneficiaries. 
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Desperate Republicans Continue Medicare Misinfom1ation Campaign 

Republicans Cannot Def end Their Medicare Cuts Without Resorting to Distortions: 

(1) Republicans claim that the same analysis that shows that their plan would 
increase Medicare beneficiaries out-of-pocket costs by at least $600 more 
in 2002 ($2,800 over 7 years) would translate into $443 more under the 
President's balanced budget plan. 

(2) 

This claim is simply untrue. The President's balanced budget proposal bas 
NO new Medicare cost increases. The comparison is $600 in the 
Republican plan v. zero under the President's balanced budget. 

The Republican $600 out-of-pocket increase that has been documented is 
based on an analysis by the Department of Health and Human Services that 
simply assumes 50% of the $270 billion in Republican Medicare cuts come 
from beneficiaries. This is actually a conservative assumption as the spit 
between beneficiary to health care provider cuts in the July Republican Ways 
and Means Committee Medicare working document is 65% to 35%. 

Republicans are now claiming that the President's $124 billion in Medicare 
savings really amounts to $192 billion off of the Congressional Budget 
O ffice baseline. 

Wrong again. The CBO bas never stated or suggested that the President's 
$124 billion in savings proposals equates to a $192 billion cut. In fact, the 
only analysis of the President's balanced budget proposal by CBO (June 
16, 1995) assumed that the Administration's Medicare savings amounted to 
$128 billion over seven years. 

It is true that the CBO and 0MB baselines are different -- about $70 billion 
over seven years. But because there are different assumptions behind the 
baselines and the policies that affoct them, one cannot simply subtract the 
Administration's Medicare baseline from the CBO baseline and add that 
number to the President's Medicare savings number. 

The $124 billion in savings included in the Pres ident's balanced budget 
represents assumed policy changes that produce specific savings amounts. 
Historically , despite significant variations in the CBO and Office and 
Management and Budget (0MB) baselines, scoring of specific policies have 
been ,·cry close. For example, the Medicare savings in the Health Security Act 
wa~ scored by 0 MB to save $11 8.3 bi llion; CBO scored them to be $117.6 
billion. Most recently, 0 MB scored the Medicare "extender~" 10 produce $28 
billion in s;iYings; CBO scored them at $30 bill ion. Therefore. there is no 
reason 10 hclie,·c that CBO would score the President's Medicare sa,· ing.s at 
;m\'\vhcre ne:11 the $192 bi llion suggested hy the Rcpuhlic:111-; 
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Facts On The Republican Medicare Premium Increase 
October 5, 1995 

~001 

.l':~ublicans Can' t Hide Their Premium Increases. No matter what the Republicans say, the bottom line 
S ays remains the san1e: 

• The President's proposal maintains premiums at 25 percent of Medicare program costs. 
• The Republicans' proposal increases premiums to 31.5 percent of Medicare program costs. 

Medicare premiums are based on a percentage of the total Medicare Part B costs. No matter how 
much you shrink the Part B program, the above percentages always remain the same. If you apply a 
25 percent premium (our plan) and a 31.S percent premium (their plan) to the same Medicare program, 
the 25 percent premium will always be smaller. And the difference will always be around $20. 

The Republican Plan Raises 
Premiums by S18. When the 
Republicans claim that their 
31.5% premium amounts to 
only $4 more than the 
President's proposal, they are 
being deceptive -- they are 
comparing apples to oranges. 
They are not applying the 
25% premium and the 31.5% 
premium to the same size 

Premium Increases Under the 
House Republican Plan 

Premil.ffl 

:i--------
570 A 1.oo 

$60 

$50 -·-- ___ .. ----·- ···-·-·-·-····~'~···~-
--

-

edicare program. If they 
mpared apples to apples 
d applied the President's 

25% policy to the Medicare 

$40.....__ ___ ___ _._ _ _ _ ._ __ _,_ ______ __, 

1996 1997 1998 1999 2000 2001 2002 

Republican Plan President's Proposal 

program they are calling for, 
the difference would be $18. 

O.\oN -"t'"""-~ ... r-1- .,~~f!l ... ,~,-~.~irl 

The Reality is That Under The Republican Plan: Older Americans Pay More and Get Less -- In Order 
To Finance Tax Cuts For The Wealthy. Any way you slice it, the Republican $270 billion Medicare cuts -­
three times larger than any cuts in history -· will force you to pay more to get less -- just to fund a tax cut for 
the wealthy. 

• 

• Increased Out-of-Pocket Costs. The GOP plan will increase out-of-pocket costs for all seniors -
- regardless of their income or health. 

• Increased Premiums and Deductibles. Both the House and Senate plans increase premiums, and 
the Senate plan also cuts benefits and doubles deductibles from $100 a year today to $210 a 
year in 2002 . 

• 

Reduced Spending. Medicare benefits per beneficiary will be cut $1,700 in 2002, forcing 
spending to grow about 30 percent slower than in the private sector. 

Taking Money From Seniors To Pay For Tax Cuts. Not one penny of the increased premiums 
will go to the Medicare trust fund. Instead, seniors will pay more out-of-their-pockets to fund a 
huge tax cut for the wealthy. 

Raising the Eligibility Age. The Senate plan would gradually delay the Medicare eligibility 
age from 65 to 67 beginning in 2003. Tens of millions of Americans would have to work 
longer and pay more taxes to get fewer years of Medicare. 
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Facts On The Republican Medicare Premium Increase 
October 5, 1995 

Republicans Can't Hide Their Premium Increases. No matter what the Republicans say, the 
bottom line always remains the same: 

• The President's proposal maintains premiums at 25 percent of Medicare program 
costs. 

• The Republicans' proposal increases premiums to 31.5 percent of Medicare program 
costs. 

Medicare premiums are based on a percentage of the total Medicare Part B costs. No matter 
how much you shrink the Part B program, the above percentages always remain the same. 
If you apply a 25 percent premium (our plan) and a 31.5 percent premium (their plan) to the 
same Medicare Part B program, the 25 percent premium will always be smaller . 

The Republican Plan Raises Premiums by $18. When the Republicans claim that their 31.5 
percent premium amounts to only $4 more than the President's proposal, they are being deceptive -
- they are comparing apples to oranges. They are not applying the 25 percent premium and the 
31.5 percent premium to the same size Medicare program. If they compared apples to apples and 
applied the President's 25 percent policy to the Medicare program they are calling for, the 
difference would be $18. 

The Reality is That Under The Republican Plan: Older Americans Pay More and Get Less -
- In Order To Finance Tax Cuts For The Wealthy. Any way you slice it, the Republican $270 
billion Medicare cuts -- three times larger than any cuts in history -- will force you to pay more 
to get less -- just to fund a tax cut for the wealthy. 

• Increased Out- of- Pocket Costs. The GOP plan will increase out-of- pocket costs for 
all seniors -- regardless of their income or health. 

• Increased Premiums and Deductibles. Both the House and Senate plans increase 
premiums, and the Senate plan also cuts benefits and doubles deductibles from $100 
a year today to $210 a year in 2002 . 

• Reduced Spending. Medicare benefits per beneficiary will be cut $1,700 in 2002, 
forcing spending to grow about 30 percent slower than in the private sector. 

• Taking Money From Seniors To Pay For Tax Cuts. Not one penny of the increased 
premiums will go to the Medicare trust fund. Instead, seniors will pay more out- of­
their-pockets to fund a huge tax cut for the wealthy. 

• Raising the Eligibility Age. The Senate plan would gradually delay the Medicare 
eligibility age from 65 to 67 beginning in 2003. Tens of millions of Americans 
would have to work longer and pay more taxes to get fewer years of Medicare. 
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Today the House Ways and Means Committee and the House Commerce Committee 

released an analysis of the Medicare Part B premium under the President's proposal and under 
the House Republicans' proposal. Once again, the House Republicans are irresponsibly 
playing fast and loose with the numbers and the truth. 

The only fact that emerges from the document released today is that the Republicans 
are acknowledging that over half of their devastating $270 billion in Medicare cuts come 
from the part of the program that has nothing to do with the Trust Fund -- Medicare Part B. 
As a result of these cuts, older Americans may find it increasingly difficult to find a 
physician who accepts traditional fee-for-service Medicare. As pointed out by the American 
Medical Association in today's New York Times article, "[these cuts] would be a major blow 
to the traditional fee-for-service Medicare program." 

While it is true the Republicans' cuts threaten the Medicare program, the numbers the 
Republicans' released today are misleading at best and, at worst, represent an outright 
misinformation campaign. Their calculation of the President's Part B premium completely 
ignores the Part B savings he outlined in his balance budget proposal. These savings would 
guarantee that the Congressional Budget Office would score the President's Part B premium at 
less than what the Republicans claim . 

Moreover, in a true apples to apples comparison, the Republican Part B premium set 
at 315 percent would be $87; a premium set at 25 percent under their plan would actually be 
$69 -- $18 per month/$216 a year less. Before the Republicans claim that they are 
preserving Medicare 'without needless sacrifice,' they should check their facts. 
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Today the House Ways and Means Committee and the House Commerce Committee 
released an analysis of the Medicare Part B premium under the President's proposal and under 
the House Republicans' proposal. Once again, the House Republicans are irresponsibly 
playing fast and loose with the numbers and the truth. 

The only fact that emerges from the document rcicascd today is that the Republicans 
arc acknowledging that over half of their devastating $270 billion in Medicare cuts come 
from the part of the program that has nothing to do with the Trust Fund -- Medicare Part B. 
As a result of these cuts, older Americans may find it increasingly difficult to find a 
physician who accepts traditional fee-for-service Medicare. As pointed out by the American 
Medical Association in today's New York Times article, "(these cuts] would be a major blow 
to the traditional fee-for-service Medicare program." 

While it is true the Republicans' cuts threaten the Medicare program, the numbers the 
Republicans' released today are misleading at best and, at worst, represent an outright 
misinformation campaign. Their calculation of the President's Part B premium completely 
ignores the Part B savings he outlined in his balance budget proposal. These savings would 
guarantee that the Congressional Budget Office would score the President's Part B premium at 
less than what the Republicans claim . 

Moreover, in a true apples to apples comparison, the Republican Part B premium set 
at 315 percent would be $87; a premium set at 25 percent under their plan would actually be 
$69 -- $18 per month/$216 a year less. Before the Republicans claim that they are 
preserving Medicare 'without needless sacrifice,' they should check their facts. 
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NE.WS 
FROM THE COMMITl'EE ON WAYS AND MEANS 
FROM THE COMMITI'EE ON COMMERCE 

ro• IMMEDIATI RE.LEASE 
Occehr4,1'9S . . 

CONTACT: Art Jlelff~tr or Scoff lnu• 
(U2)ZJS.fflJ 

Mlklc.lial 
(202) m,.s,35 

CBO Analysis Shows $4 (not S7) Difference 
Between GOP Medicare Plan a11d Clintoa Budget 

WMhfnl(OD •~Bill .vcblr, Cbalnnaa of .. Holale Coamiset on W1Y1 and 
Meant. and Coqtcnmlll Tilomu Blilcy,• Jr,, a.inuo af die, CGIIIIMfC« Committee, today 
rellUld iha COllpllioaal B\ldpi Office wlysis of ms Mediarc Prwrvadon .Acl's pm It 
prlllliams. 

The c.a.o. &Dllyail dalaonlntn Ilia llnfor cidtaa will pay S4 a month more in premi\llU 
in 2002 under me OOP plaD diao dicy WDll!d lllldslbl Ctinroe plan. 

"Earlier dJi.l >W,r, SJl&Wt of 1be ~ N• Ginpidl -.lld dw cWfenaee be~ 
Pl9lidw Clinr.oa'e JlftGIAID1 IDd the GOP pranlaa wolld llt &bola S1 a mon1h in 2002," 
Ardlcr llld. "C80's lllllysls of our biJl is now ID UMI the di11'ar._. ii S4 a IDClfllla. A. ~ 
_. dcme ~ dul ynr, Jt,pw,licam llave k,pt 1bclr wor4." 

"In lddiuan." Aldaa- aid. "1,y Nf'ormin& the an,a,h in lb& Pact 8 proeram. we are able to 
kelp oo• do• to llllion. A,q nfann pie 1bal laill 10 addla PIii B's 'lmlllllain&blc 
p-owt1,.,. wiU rawt 1n hipar out of pocka COIII ID llllion .... Medicare bmtftcilrlcs, 
or COlll'II, pay a~ of Pan B's tataJ eo11. • 

Qlirman Bllley agrctd. 

·we we~ wrong and we admit it," said Rep. Blilcy. "Tbc cliff'crcnc. 119!wtcn 0111' plla and 
the President's isn't the $7 we prtdiciccl, it's S4. Today'• 1ood ...-..s &om the Conlf'Uioaal 
B~lt Ot&e pr,)\tCI that Rcpul,Ucam llavt c:nated. plan u -al ,,.,,, • .Medicare for 
the~ .....-a wllhout needleM MCMOC.. 

Part• Pnala .. 
Median Plwcffedo■ Act wl CUMN IY'M ~C•I 

1"5 1"' lffT 1"8 lffl JIM 2001 2002 

MPA $46 SS4 SS1 $60 S'4 m S7I 117 

Cllalon S46 $44 $41 SS3 ss, 567 $74 SIJ 
!\udgc, 

.OIIIW- - ,uu1• urua - nw"' • ~111811 ·1 r • ~ •"' i- r. •w 
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NEWS 
FROM THE COMMlTTEE ON WAYS AND MEANS 
FROM THE COMMITTEE ON COMMERCE 

J'O• IMMEDIAff RELEASE 
Occehr4, 19'S . . 

CONTACT: Ari 1111,cla-, er Scott 9NaMr 
(lfl) m-fflJ 

Mlk,c.llal 
(102) 2JS.ffl5 

CBO Analyaia Shows S4 (not S7) Difference 
Between GOP Medicare Plan aa.d CllDto11 Budget 

Wlllhtaa,m •~Bill Aidw, '1111lmaa ~ .. H°"'1I c-iNt Oil W1Y• 11111 
M--, and Coqrcnman lbolnu llilcy, 1r., a...inmo a!dle. C-Co---, todsy 
nlawd 11ie Cqn i w a.tact Office Nlllylis ot die MediaN Prwrwdoe Aa's pan B 
p,wmann. 

The c.a.o. lllal)'III ~ Iba lllllor citit.em 'IIWill pay I' a momh more Ii> pr1111i..,.. 
ill 2002 undet die GOP plm lblll lbcy WOlll<i uad« 1111 Ctimoe plaa. 

"&rlitr tbiJ year, Sp&llcM of ,lie Hou.I Newt Gillpidi .-Iba~ bc"'-11 
P19114m1t Clwo&'• pnan1111 IDd !be GOP Jn1D111 woGld lie alloal S7 a ID0°"1 in 2002.• 
Aldlcr Mid, "C8()'s lllllytls ol 01,if bill is IIQW iD IIMf 1M di4tf- U S-4 a IIIClftlla. ,.. -
bsve cloM ~ 1h11 Y••• llqul,U- llave klpt 1helr ~ • 

"111 Ndilion. • Arcall" add. "by momillc 1M ll'Ollilh ill the P111t Ji proeram, - are able to 
kecpeo., ~ le RDion. A-, rl!fonnpllll lbltluio ~Pan l's~~ 
~ Ale wiO Nllllt ill ldpcr OUl of pocta "'"'ID-ion --Medicare btnlfteitrla, 
of coms, ~Y a pac-ae of Part l 's IDt&I COil. • 

OwmaA BIUcy qread. 

·we -re wronc and we admit it,• said Rq,. lliley. 1lac cli1f'cr~cc blTwtcA oiir plaD 111d 
the Presiclclil's im't 1be $7-~ it's S4. Todiy'a 1ood MWS hm Ille Cclnplsioaal 
Bqtt Ollkc prowt 1bll Rcpu!IUcam 11M c,utad a pl111 Iha( 1rill ..-w Medicart far 
tllellexl a-.&ioa,r,,!dlovcllNdi.llCNioc." 

Part I Pnaia• 
Me4ican Act u4 CU... IY'M IN1_cl -

1m 1"' lffl 1,,. Jffl ... 2001 2002 

MPA $46 S54 SS7 uo S'4 m m 117 

Cli-si S46 '" S41 SjJ ss, S67 s,, n, 
1'ud~ -- ,_.,. VIUII • 11111111,n"-..: .P. 1w 
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o Preliminary projections a.re that the Part B premium would be about $89.80 in 2002 under 
the Republican plan. This is based on a 31 .S percent premium and e,timates of Republican 
Pan B savings. 

-t- Compared to current law (where there 25 percent rule expires and the beneficiary 
share of the Part B premium declines to 20 percent in 2002). this would be an 
approximate $29 increase in the monthly Part B premium. a S34S lncreue in the 
annual Pan B i,remium and a Sl,393 increase over 7 years. 

o If one a"urned that the 25 percent Part B premium were att&chcd to the Republican Pan 
B saving,. then the Pan B premium would be an estimated S71 .30 in 2002. 

+ There would be an estimated $18.50 difference in the monthly Part B premium and 
$222 on an annual basis between a 31.S percent and 2S percent Part B prcmiwu 
assuming the Republican Part B savinss. 

+ Over 7 years, there would be about a $1,300 cumulative difference in the Part B 
premiums. 

+ Compared to current law, this would be an estimated S 1 o.~O increase in the 
monthly Part B premium, a S 126 increase in the annual Part B premium and about 
a $90 incrcue over 7 years (,maller increase over 7 years because the Part B 25 
percent premium with Republican savcn, is lower than current law premium 
between 1996 and 1998) .. 

These eerimates are based on CBO premium projections and HCF A eSlimatca of Republican Pan 
B savings . 

Source: HCF A estinwes. 

. !l' 
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o Preliminary projections nrc that the Pa.cl B prcmium would be about $89.80 in 2002 under 
the Republican plan. This is based on a 31.S percent premium and eatimates of Republican 
Pan B savings. 

-t- Compared t-o current law (where there ZS pcrcenl rule explr~ and the beneficiary 
share of the Part B premium declines to ZO percent in 2002), this would be an 
approximate $29 increase in the monthly Part B premium, a S34S lncreue in the 
annual Pan B premium and a Sl,393 increase over 7 years. 

o If one assumed that the 25 percent Part B premium were attached to the Republican Part 
B saving~. then the Pan B premium would be an estimated $71.30 in 2002. 

+ There would be an estim.tted $18.50 difference in the monthly Part D premium and 
$222 on llll annual basis between a Jl.5 percent and 2S percent Part B prcmiwn 
assuming the Republican Part B savings. 

+ Over 7 yea.rs. there would be about a $1,300 cumulative difference in the Part B 
premiums. 

+ Compared to cuITTnt law, this would be an estimated S10.SO increase in the 
monthly Part B premium, a $126 increase in the annual Part B premium and about 
a $90 incrcue over 7 years (,maller increase over 7 years because the Part B 25 
percent premium with Republicao savm is lower than current law premium 
between 1996 and 1998) .. 

The1e et ti mates are based on CBO premium projections and HCF A eslimatca of Republlcan Pan 
B savings . 

Source: HC.F A estim.aiet. 

. lll 
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1996 

Current law $43 . 70 
1--l l,. ~o 

Maintain premium at $55 . 00 
31% of expenditures at 
current Part B 
expenditure level 

Maintain 25% after $ 43.70 
1998 at current Part B 
expe nditure level 

Republican plan to N/A 
maintain 31 . 5% at 
reduced Part B 
expenditure level 

Republican plan at $ 43.70 
their reduced Part B 
expenditure level 
assuming 25% 
expenditure level 

President's plan to $ 43.70 
maintain 25% at 
reduced Part B 
expenditure leve l 

l-{l,_<:;_'.) )D. '? SJ-·$'.? ~'-!/JP ~5. ~o 

Medicare Part B Premiums 
1997 1998 1999 2000 2001 

$4 8 . 20 $53.20 $55 . 00 $56.90 $58 . 80 
~ 

$60 . 70 $67 . 00 $74.40 $84. 60 $93 . 60 

$4 8 . 20 $53 . 20 $ 59 .10 $67 . 20 $74. 30 

N/A N/A N/A N/A N/ A 

N/A N/ A N/A N/A N/ A 

N/A N/ A N/A N/A N/ A 

2002 

$ 60 . 80 

$104. 30 

$82.80 

$90 . 00 

$71.40 

$78.00 

Difference betwee n the current law and Republican premium in 2002 is $29 . 20 per month 

Differenc e between Republican premium and a premium s e t at 25% off of their Part B 
expenditure baseline is $18 . 60 per month 
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Facts On The Republican Medicare Premium Incre 
October 5, 1995 elofl;~ 

Republicans Can' t Hide T heir Premium Increases. No matter what the Republicans say, the bottom 
line always remains the same: * 

~ (...,,).)>-: r r..r.lJ-f /"'c,."'l-.....:, N r~ (-vr--- • 
• 
• 

We BE! _ft.;.:waintainin@ pru~ lillmS at 25 percent of Medic:an:f)rogram costs . 
Tl'ley are for increasing premiums to 31.5 percent of Medicare program costs . 
~ 

Medicare premiums are based on a percentage of the total Medicare Part B costs. No matter how 
much you shrink the Part B program, the above percentages always remain the same. If you apply 
a 25 percent premium ( our plan) and a 31.5 percent premium (their plan) to the same Medicare 
Part B program, the 25 percent premium will always be smaller. e,.,..t, c, ~ +- a+ (,pl- .lt r:. ~ ),'V"' 

\ ,.,..A,(r ,,., J..,)~ ~ 
;> ,':y-.~ 

,;fbe Republicans Want to Raise Premiums to 31.5 Percent. -en you compare apples to apples, the 
./ d\fference between the Iii..._- I!- - ·- - . · ~ , . . ISi: · of keeping Medicare premiums set at 25 percent of costs 

versus the Republican proposal of permanently raising the premiums to 31.5 percent of costs, always 
comes out to around a $20 dollar difference per month . .-,... J.,.r .J;-) .P c: 7 ~,., ~ • 

• Based on current Medicare policies, the difference between the 25 percent premium the 
President calls for and the 31 .5 percent the Republicans call for is about $21. 

• When the Republicans claim that their 31.5 percent premium amounts to only $4 more than 
the President' s proposal, they are being deceptive -- they are comparing apples to orang, 
They arc not applying the 25 percent premium and· the 31.5 percent premium to the san 
size Medicare program. If they applied the President's 25 percent policy to the Medicare 
program they are calling for, the difference would be $18. 

ay 1You S lice It, 2 Premiums Are Always Substantially Lower Than 31.5% Premiums. 
er tl\e size of the edic e program stays n the resident' s propos r cut dramatically as the 

e differ ce between a percent licy and a olicy is ~ays 

"~\. )" ---

Premium Increases Under the 
\{:>..,.>- ~Republican Plan 

Premium l '- " ~ 

s,oo r - - - --- - - - - ---- --
soo 
$80 

$61.J Q. _ • . ----·· -----

2.00 

) ,< c)/ 

S50 L __ ... --------· -------···--·· 
... .. . 

$40 
1997 2000 2002 

Republican Plan President's Proposal 

(\,.,_;. ~ -- ...+ J ">..,, , J ) 

IN:·f<J("l lhla.W'l"it...-M NA• •ta....,~ '11(1.IO I_. P-..-... • fLS ~ • 't .,. ,a ~ 1'1 ~ • ""'"Jll':~l..,,.f•~~,'-'ll \•fi."N'wf ,.~itt• ..,,o.t fol 
.... . , • .,tv,il!"lt..-..:• 

B~ 

CD'\ 

• 



Medicare Part B Premiums 
1996 1997 1998 1999 2000 2001 2002 

Curre nt law $43.70 $48.20 $53 . 20 $55 . 00 $56.90 $58.80 $60 . 80 

Mainta in premium at $55 . 00 $60 . 70 $67 . 00 $ 74 .40 $84 . 60 $93 . 60 $104 . 30 
31% of expenditures at 
current Part B 
expenditure level 

Maintain 25% after $43.70 $48.20 $53 . 20 $59.10 $67 . 20 $74. 30 $82.80 
1998 at current Part B 
expe nditure level 

Republican plan to N/A N/A N/A N/A N/A N/A $90 . 00 
maintain 31.5% at 
reduced Part B 
expenditure level 

Republican plan at $43.70 N/A N/A N/A N/A N/A $71 . 40 
reduced Part B 
expenditure level 
assuming 25% 
expenditure level 

Difference betwe en the c urrent law and Republican premium in 2002 is $29.20 per month 

Difference between Republican premium and a premium set at 25% off of their Part B 
expenditure baseline is $18.60 per month 

'---

• 



• 
Medicare Part B Premiums 

199! 1996 1997 1998 1999 2000 2001 2002 

Current law: s\a . 0 $43.70 $48.20 $53.20 $55.00 $56.90 $58.80 $60.80 

' ' • 

Maintain premium at $4,. 10 $55.00 $60.70 $67.00 $74.40 $84.60 $93.60 $104.30 
31% of expenditures at -... ----current Part B 
expenditure level: I 

$4~ Maintain 25% after 10 $43.70 $48.20 $53.20 $59.10 $67.20 $74.30 $82.80 
1998 at current Part B ' 

.... ~ 
~ expenditure level ' 

Republican plan to $ ~ . 0 

~ 
~ ~ 

maintain 31 % at V ,, 

reduced Part B ' expenditure level -
) -

President's plan to s 146.11 JI 

\ ::_; ff} maintain 25% at I ' 

reduced Part B " expenditure level 

' 
--......__-

J 

Difference between current law and Republican premium in 2002 is $32.00 per month 
Difference between Republican premium and Presidenfs premium in 2002 is $14.00 per month 

Prepared by the OernocratJc staff of the Committee on Ways and Means September 14, 1995 
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• Estimation of Effect of President's Balanced Budget Part B Sayings on Part B Premium (SY 

• 

• 

2.QQ.2) (in billions) · 

$8.S70 

$7.330 
-2.09S 

$5.235 

$13.805 

Part B savings proposals (including MSP extender, excluding premium) 

· ·part B premium "gross" revenues (extension of25% rule) 
Offset for Part B savings proposals 

Part B premium "net" revenues 

Total Part B Reduction 

$2.095 bil /.039 beneficiaries/12· months= $4.47 rounded to $4.50 per month reduction in 
monthly beneficiary premium. 

$82.80 
-4.SO 

$78.30 

Caveats: 
(1) CBO premium figures_ are used and mixed with Adminis~ration savings figures since there is 
no CBO pricing of the Administration package. Thus, offset/premium reduction figured on 
Administration baseline is applied to CBO premium figure. 
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• Estimation of Effect of President's Balanced Budget Part B Sayings on Part B Premium <SY 
2QQ.2) (in billions) · 

• 

• 

$8.570 

$7.330 
-2.095 

SS.235 

$13.805 

Part B savings proposals (including MSP extender, excluding premium) 

·part B premium "gross" revenues (extension of25% rule) 
Offset fot Part B savings proposals 

Part B premium "net" revenues 

Total Part B Reduction 

$2.095 bil /.039 beneficiaries/12· months= $4.47 rounded to $4.50 per month reduction in 
monthly beneficiary premium, 

$82.80 
-4.SO 

$78.30 

Caveats: 
(1) CBO premium figures. are used and mixed with Adminis~ration savings figures since there is 
no CBO pricing of the Administration package. Thus, offset/premium reduction figured on 
Administration baseline is applied to CBO premium figure. 




