PRESERVING AND STRENGTHENING MEDICARE -

The President’s plan saves $124 billion over seven years, extends the solvency of the Medicare
* Hospital Insurance Trust Fund, and does not impose new costs on beneficiaries. The plan also
expands health plan choices for beneficiaries, provides new beneﬁts improves Medicare's health
- plan payment methodology, fosters continuous improvement in health plan quality, helps
beneficiaries become more informed about their choices, and levels the playmg ﬁeld far .
Medicare managed care plans and Medicare supplemental coverage :

L EXPANDINC_ MEDICARE MANAGED'CARE om‘mr:s -

ThePr&stdent splanﬁn‘therecpandsMedlmmamgedm options by statutorily authonzmg'
the participation of a range of health delivery plan options, including preferred provider
organizations (PPOs), provider sponsored organizations (PSOs), and other alternative delivery
systems that meet strong consumer protection standards. These health delivery plans would

- qualify for dmgnanon as “pammpatmg" plans if thcy met the followmg cntena. T

o Benefits. Atammnmnn,beneﬁtsmderthcplanshouldbcthebmeﬁtsa:vaﬂabletmdcr
fee-for-scrwceMedxcm'e

o Ouality. Beneﬁmmashouldrwervehghqualﬁymthatmmtbeﬁkelﬂmodof
neededandd&mdhealthomcoms. :

o  Access. Beneﬁctmsshouldhaveumclyaccsstoallmedacallynemsaryand
' appropriate covered care.” .

o Emmglhahﬂm.&n—ofpockae:pmdmmmdutheplmshomdnmbegt&mthm o
the cost sharing that beneficiaries would experience if they stayed in-fee-for-service . :
Medicare. This includes provisions to preclude extra balance billing for authorized plan
services and to provide the same protections afforded under Medicare fee-for-service for -
non-authorized services. Inaddmon, plan pmmums should notvarybasedonhea.lth '
status or age. i

0 Em,a_ngg_s_ogn@m ‘Beneficiaries should be protected from the nsk of i mtmuptlons to
their care thzl could result from the msolvency of a plan or its providers.

) Amgqmmm._@&m Beneficiaries should have access to timely and
fair resolution of any appeals, complaints, or grievances.



- mm Beneficiaries should have timely access to comprehensive, understandable
: mfonnanon about plans, including: basic pohcm and procedures, consumer satisfaction,

and plan pe.rformanoe

-Mm:mg_gnd_ﬁmnmmt. Bmeﬁmahésshoumwbewmdmenfouioapm' |
B pmvunedﬁomemolhngmaphnofthmchoxoeduewheahhstam;orencomgodm
dxsunollfromaplan.

Ammhilm Bencﬁmans shouldbeassmedtbatthosepmchasmgsemosonthexr .

. behalf will &stabhsh, monitor, and enforce beneﬁaary protections.

IL IMPROVING MEDICARE’S MANAGED CARE PAYMENT METHODOLOGY

_ TheplanphassmasmsofmpmvemmmMe&mpaym@methods,whﬂemng

alternatives: Under the plan, the Administration would.

0

.'Raduoeamememgnomlvmmonmthempmtedpaymmwplanscomcungmth :

Medicare and immediately increase rates in rural areas by: delinking payments to plans

. from fee-for-service a:pmdm at the local level; adopting a blended paymm
' methodology‘ and creating 2 minimum payment amount. -

B Mamm;zhnkageandeqmtythbthe fee-for-servweprogtmatthenauonal level by

updmngpaymcmmsbasedonpmjectedgrowﬁxmpermpmMedxwespmdmg

T&nzwnskadjusmforcapmdpaymemsmordammpmvethemnacyofm'
andtoreduoethelmpactofselocuononMedwarepaymm. R . .

Conduct demonst:anons ona compeuuve pncmg methodology, undcr whxch Medicarc s
payments to plans would be based on plan ‘mds

Crmeapa:nal-nskpaymmtaltcxmnvetotbccmentmoﬁuemoostpayment opuon.
Under the partial-risk payment methodology, plans would be paid on a fee-for-service
basxs subject to anannuallumt. Planswouldsharemsavmgsach;evedbelowthe limit. -

| | Specxﬁc savings proposals are d:scussed in Sec_uon v mder-f‘Mcdnoare Man_aged Care.”



I]I. F OSTERING CONTINUOUS MROVMT lN HEALTH PLAN QUALITY

Thephnwoddenhancequahtyassmwbybuﬂdmgonmsungmwhamsmsmdwopmuw
eﬁ'orts with national organizations. Underﬂ:eplan,theAdmmsuanonwould.

.o Crweparmushpswnhpubhcmdpnvatepmchasas,wnsmagroms,mdmmged B
' mphnstofocusondevelopmgpopu]ahon—baxdomwmemeasmmdencomdam
systemsthaicouldassmequa]nyofcare ' . _ .

0 Coﬂabomewrﬂmanonalqualnyasmceorgamnnonsmdevelopplmpufomance
: mdmxors relevanttotheMedxwe population.

o Expednethcpromsfortennmanng non-comphantplansandexpandmnhorrtyfor
- mteuned:atesancuons(eg.,ﬁ'emgnewmrollmun)

o Develop a proposed regulation (to be released in Angust 1997) establishing consistent
standards forquahtyassmnceandperformancemeasmcmm These standards, when -
.implemented, would replace the “50/50" rule, which requires Medicare and Medicaid
membership not to exceed 50 percent of total plan enrollment. Asanmtznmmeasme,
- they would give the HHS Sea'etaryamhontytowmvethe“SOISO" rulemspecﬁed
circumstances.

- &vephmmeopumofwmcungwnhmmdepmdcmorganmon,appmvedbyﬂm
. -_HHSSecretary tocemfythattheplanhasmetmemalquahtyassmcereqmremm .

IV. BENEFICIARY INFORMATIONILEVEL PLAYING FIELD

) The plan would develop mfonnanon to help Medxcare beneﬁmans become more informed
about their choices, andlevelﬂ:cplaymgﬁeldforMedlmmanagedcareplansandMedmm

- - . supplemental coverage. 'I'hcplan would.

o AmhonzetheHHS Secretary to (1) dcvelopstandardxzedcomparanvema:malsfor _
h beneficiaries about managed care and Medigap plans, and (2) contract out to a third-party
to provide enrollment and disenrollment activities for Medicare managed care plans. To
assmeadequa:eﬁmdmg,aﬂplansmuldcontibWemthecostsofthweactMs '

-0 Work with the National Association of Insuranoe Comxmss:oners to develop an approach
to standardize additional benefits offered by managed care plans and to move to- '
commumty rating of Medigap policies.



o  Eliminate barriers to beneficiaries enrolling in the managed care or Medigap plan of their

- choice by: (1) establishing an annual 30-day simultaneous open enrollment period for ali
" managed care and Medigap plans; (2) giving newly-entitled beneficiaries a special open
_ enrollment period; and (3) allowing beneficiaries leavmgmanagedmtore-mllm
- Medxgapplans,wiﬂmutprejudxce. : T

o Stcngthwcmmsafegumdsformmgedwemoue&sbypmtechngmueswhogo
' outside thexrplans to recexve services without plan amhonzanon. -

V. EXPANDED BEN'EFITS

ThephnsmmgthmstheMedxmbweﬁtpackagebymdmngmgeformpomm
pmvmnvewe,andnmksswpswmomgefamﬂxsmkeepbeneﬁmmsmthewmmny
and simultaneously avoid institutional costs for Medicare and Medicaid. The new preventive
benefits include: annualmammogmmsfwbcneﬁczmsageSOandovwmverofcostshmng
for mammography; several procedures for the early detection of colorectal cancer (including
barium enemas); blood glucose monitors and associated supplies and professional assistance for

.mmgmgdmbetm andmcreasmgMedeepaymemsforprevmvemjectwns.

The planalsoestabhshs anewrcsp:tembm&ﬁtforbemﬁmansmthﬂﬂmma sdxseaseor
,othcr irreversible dementia. Under this benefit, Medicare beneﬁczanswxﬂmognmve o
. impairment would be eligible to receive up to 32 hours per year of non-medical care, giving the

beneficiary’s informal care givers (e.g.,children,spouse)abreakfmmthzconstamdmandsof -
eanngforthsebeneﬁcxms. _ . -

. 'VI. STRENGTHEN]NG MEDICARE

‘The President’s plan saves $124 bﬂhonovcréeven years(FY 1996-2002) and ensures the -
solvency oftheHospxtalInsmance, orPartA, TmstF\mdthmughatlnstthenactdecade

'Toachlevcthsesavmgs,theplanmodxﬁsMedlmpaymmmanumberofways Theplan

ensures that Medicare acts as a prudent purchaser and provides incentives to hospitals for
efficiency by constraining updates for hospital operating costs, reimbursing reasonable levels for

capital costs, reforming medical education payments, refonmng add-on payments for extremely
costly (i.e., outlier) cases, and refonnmg the mlw gove.mmg n'ansfus from'a hospital to a post-
Meearefamhty

1Al savings and cost estimates for Medicare are ﬁmn preliminary CBO sooﬁng dated February 2#, 1996.
4 |
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The plan also cha.ng&s Medware physician payments by (l) tymg allowable volume growth,
which in tur affects fee increases, to the growth in real gross domestic product (GDP) per cap1ta
(plus an additional factor), and (2) implementing proposals that create incentives for physicians
to deliver quality care efficiently. In addition, the plan reforms payments to home health - -
agencies and skilled nursing facilities by establishing interim payment systuns mprcpa.ranon for
rapid xmplemenmnon of anszrospecuve paymem syste.m. o :

Theplanachwmsavmgsﬁommmgedmbytymggmw&mmamgedmpaymmw
.overall Medicare growth per person. It also removes payments for graduate medical education
and disproportionate share hospitals from the AAPCC and redistributes all of the savings to
. ensure that teaching hospitals caring for Medicare managed care enrollees are compensated
d:rectlyforthecostofu-amngphysxcxans. Finally, the plan maintains the Part B premium at 25
percent of program costs, reduces payments for durable medical equipment and ambulatory
_smcecmtamc&gmsmﬂ:ﬂMe&mepaysfmmmoﬂyaﬁaabeneﬁmmyspnmm
insurance has paid appropriately, reduces the regulatory burden on clinical labs under the
_.ChmcalLaboratoryAmendmensAct(CLlA),andemploysamdevmetyofstrongncw B
 initiatives to combat fraud and abuse. .'

. VIL. MEDICARE SAVINGS PROPOSALS
Part A Hosprtal Insnrance Trust Fimd

Medicare Part A prowds insurance coverage forhospml, home health, ski]ledmnsmg facility
~ (SNF), and hospice care. MostAmmmsageGSoroldumemﬂedtoPaxtAcqvmge This -
coverage is financed primarily through a payroll tax of 2.9 percent, paid equally by the individual
~ and employer. Reductions in Part A expenditures, combined with reform of the home health -

bmcﬁgmﬂmdﬂ)esohmcyoftherATmsthdthroughatleastﬂmnextdemd& .

Under Medicare, hospnals ampald in one of two ways. Mostare pa:d under a prospectxve

- paymmtsys&m(PPS),mdawhchﬁ:wdhospMMpaadmsmmm&mbhshedbased
on a patient’s diagnosis before services are provided. Certain specialty hospitals (i.e.,
rehabilitation, childrens, long-termcare,andpsychmu'mcarehospmls) arepmd basedontheu '
costs in a base year. .

currentlaw mpanmthospmlpmspecuvepaymentm&sareupdaxedannuallybya _

“market basket index” that reflects inflation in the prices of operating an inpatient facility.
* The update has often been reduced in past budget reconciliation acts - in OBRA 1993, it

was reduced by between 0.5 and 2.5 percentage points in FY 1994-1997. An update of
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less than the full market basket is given to reflect anticipated productivity gainsand
provide an incentive for hospitals to increase efficiency. This proposal would reduce

the hospital market basket index update for. prospectively paid hospxtals by 1.5 :
percentage points for each year between FY 1997 and FY 2002. For 1997, a  hospital

paid mdertheprospecnvepaymmwstemwouldrecelveaboutaz.l percent increase
rather than about a 3.1 percent increase (which reflects the current law reductionof .5 .
percentage point for that year). The proposal would continue the OBRA 1993 reductions,
thereby ehmmanngasuddenmcreasembasehnespendmgthatwouldoccmxmda

" current law. 'l'heProspecuvePaymentAssssmentComm:ssmn(ProPAC),createdby

Congress to offer advice on policies affecting Medxmpaymmtswhospmlsandother
facﬂxues,mcommendsammketbasketmducuonoflﬁtoZOngepomtsforthe

short tetm.

- ‘This pmposal also would reduce the update by1.5 percentage pﬁmts in FY 1997-
2002 for hospitals that are exempt from Medicare’s hospital prospective payment
system (i.e., psychiatric, rehabilitation, long-tem care, cancer, and children’s

" hospitals). This proposal also would reform the methodology for paying PPS-exempt

facilities. Exempt hospitals would continue to be reimbursed based on their costs in a
base year, subjecttohmrts,bmthebaseymwonldbeupdmdtousemoxemcemdm
Costhmxtswmﬂdbesubjecttoaeaﬂmgof_lsepercunofthe,naupnalmgeanda
floor of 70 percent of the national average (specific to each type of facility). Facilities still
would be eligible for payments above their limits under certain conditions, but incentive
payments for facilities whose costs are below their targets would be ended.

~ Seven-year savmgs from reducing the hosi)ital market basket index update are $19.7
‘billion. Seven-year savings from redncmg the PPS-exempt hospml mrket basket
index update are S1.1 billxon. )



: A R al Capital Payment: Hospltals receive.
_ 'payments for their caprtal-related cosis (e g constructxon, maintenance) based on the

- number of Medicare patients they treat. This proposal would set fature hospital
capital payments by updating 1995 capital rates for inflation. In effect, this .
proposal permanently captures the savings from the OBRA 1990 capital provision,
which limited payments for capital under PPS to 90 pereent of what they would
have been under a reasonable cost system. Without this exténsion, capital payments to
‘hospitals increased about 16 percent in FY 1996. “This proposal could be considered an -

- eﬁmmqadjummwmomee&mc@Mmmbmmofthelam

1980s. In addition, the current base amount reflects overestimated capital costs,and
- . should be modified to reflect more accurate data. The Office of Inspector General - -
. recommendsthatcapinlpaymenlsbemducedmprevanovapaymemmhospita]s.

a In addition, th:s pmposal would pay 85 pemcnt of eapml costs for PPS-exempt hospitals
' and units for FY 1997-2002.

'Seven-year savings from lnmtmg capxtal payments to prospecuve payment hospitals
are $6.1 billion. Seven-year savings from limiting upltal payments for non-. .
prospective payment hospmls are S1. 4 billion.

moxethanZSdaysbyallpmmrsmconmduedlong-tmnmhospxtals. These .

hospitals are currently exempt from the prospective payment system. This proposal -

. . would make new long-term care hospitals subject to the PPS, effective upon

- . enactment. PPShasproventobeaneﬂ’ectrvemechamsmformcreasmgefﬁcxencyand
' contol]mgcos&mothu-mpanemhospm]s. o _

-Seven-year: savmgsare $0.7 bilhon_.

' shmeofthednect(ue,mdeﬂsalmsandﬁ:ngebeneﬁts,wachmgcosls,and
institutional overhead) and indirect costs they incur in providing graduate medical
education. The indirect costs are reimbursed through the IME adjustment to the -
diagnosis related groups (DRGs). But direct costs are based on Medicare’s share of
hospital-specific, per resident amomxsthatreﬂectahospnal's 1984 cost per resident,
indexed for mmmthelevel of consumer prices.



This proposal actually contains three individual proposals, including two program
expansions.? Most experts agree that the current GME and IME payment methodology is
flawed. ProPAC analysis suggests that teaching hospitals are overcompensated, -
especially in terms of the IME adjustment, and there is general consensus (e.g., Council

" of Graduate Medical Education; the Physician Payment Review Commission) that

. ‘GMEJIMEpaymemenoomgehospmlbasedspemaltytammgatﬁ:eacpmseof

primary care training. Thxsproposahsd&mgnedtoslowﬂlegrowthmMedxcamspendmg
ongraduatemed:caleduunonwhﬂeencom-agmgmoremmarymeuammg .

Seyen-yur savmgs are S7.4 billlon.

proposal wonld estabhsh the Naﬁonal Commnaon on Medxul Eduutmn and
Workforce Priorities within the Department of Health and Human Services. The -
Commission would: (1) developandmommendpohc:stoaddmssthepmervauonof
academic hiealth centers’ research and educational capacity and the supply, composmon,
-andsupponoftheﬁnmehealthmworld‘ome;anda)makerecommendmons -
concerning the most effective allocation of training resources to ensure that the numbers
. and compctenmes of health care profsslonals are responsive to mmanal nwds

_ There are no Medxure savmgs or costs as;ocnted with thxs p_mposal._

“The three proposals would: . (l)apdxetonlnnmbaandﬂxenmnberofnon—prmaxymmdency :
posmonsrembmsedxmduMedmaxmementlcvel, (2) count work in non-hospital settings for IME; and(3)
allow GME payments to non-hospitals (e.g., Federally Qualified Health Centers) forpmarymmdentsmthose
setun,,s,when ahospmhsnotpaymgforthemxdun’ssahrymﬂmumng.

g
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Telemedicine. Telemedicine uses telecommunications technology to provide patients
with real-time interactive examination and consultation from medical professionals who -
are at a remote site. This proposal would establish a grant program to support the
development of telemedicine networks in rural areas.

S rtrear rOSTam. 'IhsproposalwouldwtabhshagramWogmmto
dzmons&ateﬂzeeﬁ‘ecuvmofomeachtopopuhnonsmrmalmthatdomt '

normallyseek,arhaveacmsto ]:wall:horm:entalhenlthservms~

Seven-year investment for both telemedicine and the rural health ontrnch grant

| program is 30.2 billion.

: Ms.dmnmdsnt.}lmmls. OBRA 1989 established a Medicare Dependent

Hospitals classification, which allowed small rural hospitals with more than 60 percent of
their utilization from Medicare patients to receive higher payments based on the method
Sole Community Hospitals. This classification was discontinued as of FY 1995. This
provision would once again reinstate the classification and allow Medmu-e

' Dependent Hospitals to neeive lngher p:yments.

Sevcn-year investment is- 80.1 bilhon.

H 'l'heRPCHprogmnseekstoprservenn-al

»
A

: 'mdemsaccwstohosp:talaﬂomngwﬂmhospmlstoconvmmlnmted
- service, short-stay hospitals and receive reasonable cost reimbursement. The program is

currently authorized in only seven states. This proposal would make several
improvements to the RPCH program, including: extending the program to all states,
expanding the allowable number of beds, extending the allowable length of stay and
establishing a minimum separation distance between RPCHs. This proposal also

~ would eliminate the Essential Access Community Hospital (EACH) designation for
. new hospitals, while allowmg existing EACHs to continune to be paxd on a reasonable

cost bas:s.

Seven-year investmeat is $0.2 billion.

g BRA 199 . i zZe Medwarepaysfor
covemdhomehealthsemmonacostbasxs,subjecttohmnsthatareupdmdannnally._'

‘OBRA 1993 eliminated the update for home health cost limits from July 1, 1994 to July
1,1996. Although this proposal would not extend the freeze, it would permanently

n



extend the savings realized from settmg future home health Limits by not alloinng'
for the inflation that occurred during the freeze. Without new legxslanon, spend.mg
would revert to pre-ﬁ'em levels.

R:ﬁmﬂnmzﬂm:h.zmnn Homehealthsemowareoneoftbefasmgmwmg g
- msofMedlma:pmdmu,mdﬂ:mmmdspmadwmsusthatthehghrateof

growth in home health expenditures must be addressed. This proposal combines three
mdmdualpmposalsdwgnedmrefomthemmbmsemmsystemforhomehealﬂa
servzcs,xmproveﬁnancmlmamganmgandeomolﬁandandabuse : :

1. EstabhshaPmspecuvePaymemSystem(PPS)forHomeHealﬂszcw Med1care_ ]
rexmbmswhomehealthagencmonacostbas:s,subjecttohm However, Medicare’s
-mmverambmemmmoﬁmwmribmemmmsedmd:Wubyfaﬂmgm
*control volume. This proposal would constrain growth in expenditures through -
‘lower cost limits over the short run and implement a per-episode PPS for home
health in 1999. Budget-neutral rates under the PPS would be calculated after first

reducing, by 15pereem,expendmnsthatmstonﬂ:clastdaypnorto nnplementanon.
HCFA is currmtly running a demonsu'anon to test aper-eplsode home health PPS.

This proposal would take the followmg mtemn steps to help rednee home health
costs and control volume: _

. | , Begmnmg October l, 1996, udnee the cnrrent cost lumts from 112 pereent of '-
. the menntolos pereentofthemednn. .

. Begnuung October 1, 1996, implementanaddxtnonallimﬂ,based upon

" aggregate per beneficiary costs in a base year. Payment would be the lesser of:
(1) the actual costs (defined as Medicare allowable. costs paid on a reasonable cost -
bas:s),(Z)ﬂnpawsncosthmm,or(B)anewagencyspeaﬁcpcrbeneﬁcmy o
‘annual limit calculated from 1994 reasonable costs. Effective January 1, 1997, or -

assoonas&am'ble;theagmcy—spemﬁcpabmeﬁmryhmﬁwouldbemod:ﬁedto :

provide for regional or national variations in utilization by calculating the limit
through a blend of 75 percent of the agency-specific cost or utilization in 1994
v\nth25percentofthenanomlorregmnaleostonmhmonml994

‘ Home health. agencm (HI-IAs) with costs orunhmtmn e@enence less than 125

percent of the mean national orreg:onalaggregateperben&ﬁcm'yeostor
utilization experience for 1994, and with year-end costs below the agency-

per beneﬁciary' [imit, would share 50 percent of the savings for FYs 1997-1999,
The shared savings, however, could not exceed 5 percent of an agency’s aggregate
Medicare reasonable cost in a year. The interim reimbursement mechanism

12



adJummMedmamrecognmtheMghademawssthatteachmghospmlsmmm
running a teaching program (e.g., additional tests and procedures that residents may order
- as part of their training). - Currently, the IME adjustment is based on a teaching hospital’s
ratio of intems and residents to beds (IRB), with payments increasing by about 7.7 .
percent for each 10 percent increase in-a hospital’s IRB. ProPAC analysis suggests that
the current IME adjustment overcompensates hospitals. It recommends initially reducing
theadjusunemm7perc=ntand,mtheﬁmn'e,ﬁnthuredncmgrttoaleveltha1 '
corresponds more closely with the actual relationship between teaching intensity and
costs. HealthCareFmancmgAdm:msuamn(HCFA)dataalsosuggwtthatalowerME
adjustment would more accurately reflect what teaching hospitals actually experience.
This proposal would reduce the IME adjustment to 6.5 percent in FY 1997 63

_ pereenthY1998,and6percenthY19998ndﬂlemfter :

Seven-year ssvmgs are $6.3 bilhon.

Reﬁn_mﬂm}:amnm:tho.dmﬁa Cmmﬂy, hospmls are eligible for additional
payments, called outlier payments, when they serve long-term patients or those who

require exceptionally costly care. When the outlier amount is paid, teaching and :
- disproportionate share (DSH) hospitals also receive additional IME and DSH payments
. added to the outlier payments. This proposal would eliminate increased IME and
.- DSH payments that are attributable to the outlier payments, but would allow
bospitals to count IME and DSH as part of costs that trigger outlier payments,
effective FY 1997. Consequently, teaching and DSH hospitals would recéive a greater
portion of outlier payments. ProPAC suppons this change as bemg oonsxst::nt wuh the
mtent of the PPS B

-Seven-yur sa’vings are $3.2 Bﬂlidn. '

-Rﬂs@gﬂmﬁﬁ[msfn_ Clm-enﬂy hospm.lsﬂ:atmovepanenrstoPPS-exempt
facilities and SNF's “discharge” the patient and receive a full DRG payment. This policy

overpays hospitals and contributes to higher post-acute expenditure growth rates, because
these sites end up caring for more acutely ill patients. Under this proposal, movinga =
. patient from a PPS hospital to a non-PPS hospital or SNF would be considered a

‘hospital “transfer” rather than a discharge. Reimbursement for each transfer
reimbursements would be made on a per diem basxs, snbject to a cap eqmvalent to
the DRG payment. o _

Seven-year savings are 35 billion.



e we et IR SR

ion Ctmmtly,HCFAxsconducnnga

| 'demonsﬂahontbatpayswfacmuw, “centers of excellence,” a flat fee to
~ provide cataract or coronary artery bypass graft (CABG) surgery. The facilities were

selected on the basis of their outstanding experience, outcomes, and efficiency in

performing these procedures. This proposal would expand centers of excellence
demonstrations to all urban areas by allowing Medicare to pay select facilities-a

single rate for all services associated with CABG surgery or other heart procedures,
knee surgery, hip surgery, and other procedures that the HHS Secretary determines

appropriate. 'I'hxsapproachgwshospxtalsmcmhvstoprov:dehlghqualny care more
efficiently. Beneﬁcxmwwonldnotbemqun'edtoreeewesuvxmatthwecemm

Seven—year smngs are $02 bimon.

Sgl:_Cﬂmmmespmls_{_Sﬂ-n. SCHsarethesolesomeeofmpanmtsawcs -
reasmablyavaﬂablemageogaphcm?aymforSCHsamsmcmemlybased :

on FY 1982 or FY 1987 costs(updatedanmnlly)orastandardfedeml amount. This .
proposal would base SCH payments on FY 1992 and 1993 costs, although SCHs
could still be paid based on updated 1982 or 1987 costs or the federal rate if it would

yield higher payments. '

' Seven-yur invstment is $0.3 bilhon.

R@Bﬁfmﬂm TheRm'alR@fenalCunerdm@anomsaspecmlclass:ﬁmon

‘for large rural bospitals that provide a large amount of specialized hospital services. This

proposal would allow hospitsals dengnated as rural referral centers as of FY 1994 to
continue to be treated as rural referral centers. This proposal also would increase .
the wage adjustment for rural referral centers whose waga are between 100 pereent o
and 108 perceat of the avenge wagein their area. .

Seven-year i mvstmen_t i $0.1 bilhon. :
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would be in effect until afull per-epxsode home healthPPS is- nnplemented in
1999. . _ .

2. Eliminate Periodic Interim Paymems (PIP) for HHAs — PIP was estzblished to help

' sxmphfycashﬂowfornewhomehealﬂaprowdetsbypaymgthasetamountonabx— ;

weekly basis. Then, at the end of the year, PIP is reconciled with actual expenditures.

. But, with about 100 new HHAs joining Medicare each month, access to home health care -
.mnolongeraproblem,andnewprowdezsnolongerneedPIPweneomgeﬂzemto '

participate in Medicare. Further, the Office of Inspector General has found that Medicare

- tendstooverpayprovxderswhoreoeNePIP and has a hard time recovering the money.

This proposal would eliminate PIP for home health agencles sunnltaneons with PPS
nnplementxtmn. . -

3. BasePaymenIsonLoeanonofserueeDehvay HHAS are often established witha -

- homeofﬁcemanmbananaandbxmehesmrmalms. When HHAS bill Medicare,

payment:sbasedonﬂlehxgherwagemforthembanarea,eventhoughthe service
delivery occurred in a rural area. Under-this proposal, payments would be based on
the location where the services are raxdered, not where the services are billed,

' begmnmg Jannary 1,1997.

Total seven-year savings from home health fet"orms are $9.1 billion. -

3, This proposal dmdes

_ the ﬁnancmg of the Medneare home health beneﬁt em Part A and Part B —

without changing general coverage and eligibility rulesor imposing any beneficiary
cost sharing. Under this proposal, effective in FY 1997, the first 100 visits following a

three-day hospital stay would be reimbursed under Part A" All other visits, including -
those not following hospitalization, would be reimbursed under Part B. (Part B visits
wouldnotbesubjectmtherchnsmceordeducﬁble,thlsshxﬁalsowouldnot _
impact the Part B premium.) For those beneficiaries who are eligible for only Part A or
Part B, the benefit would be financed completely by the part for which they are eligible.
This proposal also would clarify current policy.on the definitions of “intermittent” and
“part-time or intermittent” skilled nursing and home health aide services. By creating a’

- post-hospital home heaith benefit under Part A, this proposal would reeogmzethazPartA :

covers only acute care services. It allows Part B to finance the longer-term, and more .
expensive, portion of home health services. And by restructuring the home health benefit
sotha:.PartBbearsmoreofthecosts,thlsproposalwouldad:endthesolvencyofthePart
ATrustFund. =~ , _ _ .

Medicare spending shifted from Pax"t_ A to Part B over seven years is $62.1 billion.
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eZE PaymemsforSNFrounne

_' mcsmmadeonamsonablecostbasxs, subjectSNFoosthmnsthatm o

updated annually. OBRA 1993 eliminated the update for FY 1994 and FY 1995. . |
Beginning in FY 1997, SNF routine payments would not reflect the effects of the fr‘em.

- Although this proposal would not extend the freeze, it would permanently extend

the savings realized from setting fiiture limits by not allowing for the inflation that

' -oecurred dnrmgthefmeze.

e, Wiﬂam Medwue, the SNF program is one of

'faswstgromngbeneﬁts,bothmeasedvolumeandcostsdnwngthe overall

increase in SNF expenditures. SNFs provide daily skilled nursing care to Medicare

- beneficiaries for conditions related to a prior bospitalization. Medicare reimburses SNFs

an a cost basis, subjéct to certain limits. For SNFs, limits are applied only to the routine

'services (i.e., room and board, nursing, administration, and other overhead); ancillary
. (e.g., drugs, physical therapy, speech therapy) and capital-related costs are not subject to

-any limits. Medxcmsmmunreucspecuvermbursununratseonm'butetonsmg ,
' e:q:end:tursbypromdmgmcmﬁmtommsecosts. o -

This proposal would mke the followmg clnmges in SNF mmbnrsement:

> Establish an interim prospecuve rate for. muuneeosts,beginnmngYl997
These rates would be based on facility-specific costs, subject to regional

- limnits, ThereglonalhmnsmuldbebasedondataﬁomﬁmdmgSNFsonly
Freestanding SNFs tend to have lower costs than hospital-based SNFs. SNFs
woﬂdbermmbnrsedxmderth:ssystemmﬁlaﬁﬂlSNPPPst:mplememedm
FY 1998.

> Ehmmate new pronder mmpﬁons and new exeepuons to the cost hmm,
' beginning in FY 1997. Currently, new Medicare SNF providers are exempted
from the cost limits for three to four years. These exemptions allow SNFstobe - -
~ - reimbursed for inflated costs far several years. . .An exception currently is provided
. for SNFs that provide atypical care (e.g., sub-acute care) or are forced to operate
~ under extraordinary circumstances (e.g., earthquakes, hurricanes). In the case of
exceptions, an upward adjustment to the cost limit is determined. Exceptions
eﬁecuvelyallowSNFstofullybﬂlMedxmeformorecosﬂysub-acutewe
services, which Medicare reimbursement would not completely cover. SNFs that
had exceptions in the base year would be protected under a hold harmless :
provision, because the limit plus the exception amount would be included in the



baseyearcost. Tth-lI-ISSecretaxymayalsomakeﬁmneadjusuncn:s based on
casem;x,totherotmnepaymemm

.Establ:sh lnmts on ancilhry services. Anc:llary services would be subject to
limits based on amounts payable for mmlar serviceson a fee-for-sa'vxcc basis

undu'PattB

" Require eonsohdated bill‘mg, begmnmngYlbW 'IheHHS Oﬁceof
Inspector General and others have reported that some Part B suppliers bill
Medicare for supplies that were never delivered to nursing home residents.

This proposal would reguire SNFs to bill Medicare for all services its .

. residents receive (except the services of physicians, certified nurse midwives, -
psychologists, hospice services, and nurse anesthetists), prohibiting payment
to any entity other than the SNF for services or supplies furnished to

- Medicare-covered inpatients. SNF's also-would be required to inciude HCFA

- Common Procedure Codes on their Part B bills. This proposal will reduce
double billing for some supplies and services and reduce beneficiary Part B
copayments for services covered under Part A. It also will prowdedatanecmsary
- to construct a SNF PPS rate that covers ancillary services. - (This proposal is
discu.ssedmthe“EhmmanngWaste,Fmd,andAbuse secnon.)

- EstabhshafnllSNFPPS bagmnmngYl”& Theprospeetxveratewould

be designed to cover all three (ie., routine, ancillary, and capital-related) SNF
~ costs. Budget-neutral rates under the new system would be calculated after first
r_edu_cmg,byjpemmt, mrhate:nstonthehgtdayofFY 1997.
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Establish Therapy Guidelines, As part of their SNF care, Medicare beneficiaries are
eligible for occupational (OT), physical (PT), speech, and respiratory therapies. While
someSNFsemploythenownthaapws,mmyusemmactorswpmmdeﬂwseserwcs .
Inthelattermse,extbzrtheSNForthecomctorsmbxllMedxm Medwmspendmg

. _onmerapysawceshasnsenugmﬁcamlywerﬂaehstscvudyeam,mdemhas
'.stabhshedsalaryeqmvalencygmdehmforﬂandrspmmaapy These

guidelines determine the maximum Medicare payment for this service. However, similar

'gmdelmeshavenotbeendevelopedforOTandspwch-lmguagepathology In 2 March

1995 General Accounting Office (GAO) report, GAO found that Medicare needs tighter
rules to curtail overcharges for nursing home thérapy and recommended that HCFA set
limits to ensure that Medicare does not pay more for therapy services than other health .
care purchasers. This proposal would apply salary equivalency guidelines for OT and '
speech language therapy and update the enstmg PT and recpmtory therapy -

_ gmdelmes, effective October 1, 1996.

Total seven-yeur savmgs from SNF reforms are S8.3 bilhon. (Note: Sorne savings

ﬁomtheconsohdatedbﬂlmgmdthaapygmddmspmmonsmm'bumblemPanB)

R edi anaged Care Wh:lemanagedcareappeaxstohavereducedpnvate
healthearewsu,s&d;umdwatetbﬂﬁdoesnﬂreduwMedmmmm,duemaﬂawed

~. payment methodology and favorable selection. Under current law, Medmarexsreqmred
‘topay}MOsaeapxtamdrateeqmlto95percem0ffee-for-serwcecom - : .

This pmposal includes several pohues to lmpmve the current payme-t _

-methodology It would:

LS Rednee cnrrent geographic vananonsmmanagedarepayment rates. This
pmposalwonldmsepaymemlevelsforwmncom&eneomgmg}mmm
enter new markets and provide more beneficiaries with a choice of plans. Italso
wouldhmtpaymeﬂsforcounhswhoserateshmbeenmﬂatedbyhghserwee
utilization mthefee-for-servwesector \ '

> Tie managed care payment growth to overall Medxmre expendltnre growth
per person. ’I'h:sgrowﬂxrateallowsforafauandmsonablemcreasem

: managedcmepayments.

- -Ehmmate the GME, IME and DSH payments included in HMO ratec,

redistribute these funds to teaching hospitals and managed care plans with
teaching programs. These payments would be distributed directly to academic
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e medwalcentas andtol-MOsthatnmthexrownmdencypmgrams(i.e incur . -
- - most of the costs of an approvedmdencyprogram) '

» - Conduct a competitive pricing demonstration to test a market-based
* alternative payment methodology. Under the demonstration, rates to all HMOs
_ manamawmﬂdbe stabhshedusmgaeompeuuvepncmgmethodology Itis
- partofa long-range strategy to unprove the paymem methodology for managed
care products. - .

_ Seven-year savings from revlsmg the Medicare managed care payment methodology
are $23.7 billlon. (Note: Some savmgs fromthls provxsxon are am'ibutable to PartB.)

Part B Snpplementary Medlml Insnranee Trust and

Medicare Part B provides insurance covemge for physxman services, hospttal ompanmt services
(including diagnostic testing and ambulatory surgery), clinical laboratory servjces, durable
~ medical equipment (¢.g, wheelchairs, oxygen services, medical supplies), and other medical
_services. Payments for physician fees, clinical laboratory services, and durable medical
equipment are based on fee schedules. Payments for other services reasonable costs or
* reasonable charges. Thepmgramprovxdsforamualupdam of based onpaymentamomtsto
' reﬂectmﬂauonandothzrfactors. : _

PanBcoveragezsvohmary'almostallofﬂ:osewhomehgiblefoerAcovmgechooseto
- buy Part B coverage. Part B is financed through (1) beneficiaries’ manthlypremnnnswhu:hmll'
__mnnnuewcoverZSpetcmtofprogmmeoslsmder&eAdmmsmonspmposaLmd(Z) '

e general Fedexa.l revenue.

Eachyear,tbzfespmdmdoctorswhoserveMedlmbcneﬁmm&sareupdatedm
account for medical inflation. Inaddxuon,ﬂxeupdatelsadjustedaccordmgtoafonnula
that compares actual spending on physicians’ services to a spending “standard” "~ . -
established each year according to a-complex statutory formula. For purposes of updating
fees, Medicare divides doctors’ services into three categories: surgical sérvices, primary
care, and all other services (e.g., diagnostic tests). Because of different growth rates and
spending standards, the three categories have received dzﬁ'aremupdateseachyw since
1992, when a major payment reformwas unplemented. '
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Between 19923nd 1995, the basic paymenﬁmcreasedasfollows 297pm'ccntfor :
sm'gmal services, 19.6 percent for primary care services, and 13.8 percent for medical
services. The Physician Payment Review Commission (PPRC) has stated repeatedly that
these different rates of increase are inconsistent with the basic principle of physician
payment reform — i.e., physician fees shouldvary onlyaccordmgtb therelanve amount
ofmourc&s usedxo provxde services. .

This proposal would unplement several PPRC recommendations to improve the
: phynaanpaymentsystem. First, a single conversion factor would go into effectin
: 1997(ﬂ1econvermonfacmforl996mﬂbeatthelevelswtabhshedbythem{8
Secretary under current law). Second,thesmgleconversxonfactorforl997wﬂlbebased
.on the 1996 conversion factor for primary care services ($35.42), updated for 1997 based
on performance relative to the overall Medicare Volume Performance Standards (MVPS)
- for FY'1995. Third, to set spending growth targets beginning with FY 1996, the MVPS -
* would be replaced with a sustainable growth rate based on growth in real GDP per capita
plus one percentage point (rather than historical volume and intensity growth). This . '
policy would affect updates to.the single conversion factor beginning in 1998. Fourth, an
'upper limit on fee increases of 3 percentage points above medical inflation would be set. -
Andﬁﬁh,thelowuhmnonfeemeasswouldbemmsed&omSprepmmsw _

825 pu'centage pomts

Seven-ynr samngs are S13.5 billlon.

M&Smls.zummfm.&nﬂx Unduwwnoondmcns,Medwarewﬂlmakean S
emapaymentforeachphymmmotherpumuowwhoasaststhepnmmymeon o
during an operation. These “assistants-at-surgery” are paid a percentage of the fee paid to

the primary surgeon. Both the Rand Corporation and the PPRC have reported that there -
' msubsmnndgwgmphcmaMnmtheuseofmsmforthemsmgmlpmcedm
This evidence suggests a lack of medical consensus on the use of assistants, which. -
axggm&a;mmeass,ﬂ;emeofmasmsﬂm-&-smgwymmeeetthem ‘
formedlcalnecssxty ' . : ' -

This proposal would make the same payment to primary sargeons, regardless of

whether they use an assistant-at-surgery for whom Medicare makes a separate '-

paymeat. In effect, Medicare’ spaymmmthe;nnnarysurgeonwomdbereducedbythe |
- amount of the payment for the surgeon’s assistant-at-surgery. The HHS Secretary would

_.specxfygxcepuonsforspecxﬁ_cptocgdmorspecmlmyanons .

Seyen-yar savings are $0.6 billion. |
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Mechcare sfee schedulepaymentforeashphymcxanservxcexsmade upofthreeparts
payment for the physician’s work, payment for overhead costs or “practice expenses”

~ (e:g., office rent, employee wages), and payment for malpractice insurance costs. On
average, about 41 percent of each payment is for overhead costs. Unlike the. payment for
the physician’s work, which is based on an estimate of the actual resources involved in

pmwdmgasemce,pmcuoee:pmsepaymemsmbasedonhlstoncalchargs In some -
cases,thxsdstﬂ:efeeschedtﬂe,bewmethemdﬂngpracpmsepaymentm

pnatelylargerelanvetotheworkpaymem.

In 1993 Congress considered legislation to unplement a pennanent, momce-based

payment system for practice expenses. To address the existing payment distortion and

begin the transition to the new system, OBRA 1993 reduced practice expense payments
for certain services. Forserwcsmeeungcertameondluons,ﬂ:eexe&sspmcuceexpmse

payment is reduced by 25 percent of the difference in 1994, 1995, and 1996, subject to a
limit on the total reduction. Because it intended to have a permanent solution to the
payment distortions in place by 1997, Congress limited the cut to three years (through
1996). However, legislation mandating the permanent solution was not passed until late
1994, delaying the new payment system until 1998. This proposal would extend the
'OBRA 1993 practice expense payment cut for one more year (i.e., through 1997) .
- and reduce the limit on the reduetmn from 128 pereentto 115 percent ofthe B

' _physlcxan work payment. : :

. Seven-year savings are _30.7 ‘billion. | )

mearch has found wuie vananon among hospmls inthe volumc of physxcmn sa-vmw
per admission, even after adjusting for case severity, teaching hospital status, and
disproportionate-share status.- Given a limited consensus on clinical practice guidelines
~ and regional differences in practice styles, some amount of variation in volume and |

~ intensity is inevitable. But this variation in the volume of physician services suggests
“there is room for efficiency improvements. - This proposal would create incentives to
encourage physxcmnswrthhgh-volmne mpanent practloe stylstobecomcmore ,
efficient. '

This proposal would limit pa_ymts to groups of physicians practicing in hospitals

whose volume and intensity of services per admission exceeded 120 percent of the
national median for urban hospitals (125 percent in 1999 and 2000) and 140 percent

- for rural hospitals. For each physician practicing in hospitals above those limits, 15

percent of each payment would be witliheld during the year. If the physicians collaborate
in order to efficiently manage the volume and intensity of the services they provide
during the year, the physicians would receive the withheld payments, plus interest at the
end of the year. The policy would not be implemented until 1999, to give physicians
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N umetoorgamzethanselmmcomlvolmeandmtwsxtywhﬂemammnmgthc

delivery of h1;h-qualny care.

Seven-year savings are $2.3 billion.

mowdedbyphysxmassxstmns,mnsepracnuonasmddmcalnmsespemahsts - but

~ only in limited settings (primarily rural areas and nursing facilities). This proposal

~ would expand coverage to include home and ambulatory care settings in which a -
separate facility or provider fee is not charged. Further, these providers would have:
theoptxonofbﬂhngMedxca:ednecﬂyforcoveredm(as opposed o receiving the -
payments through thexr employer) ' :

Sev-year ili,vestmm_t is $0.7 billion.

W&Alﬁoughtbuemswuﬂpaym&me&odoloysfcrmm '
dehvaedmthehospmlou@anemsemng,someoummmdcparmemmsun '
made on a reasonable cost basis. - 0BRA1990redueedpaymmtforthweserv1mby58
- percent for FY 1991-1995. OBRA 1993 extended this reduction through FY 1998. In
_botheas&gsolecommmnyhnspmlsmdnmlpnmarymhospmlsuemptﬁom
. " this reduction. . This proposal would permanently extend the 5.8 percent reduction.

Hospmlompmandepamnunsrewvepaymunsforthmnpmkrdatedcosts(eg” .
_construction, maintenance) based on the mumber of Medicare patients they treat. OBRA

1990 reduced payments for outpatient department capital costs by 10 percent for FY
1992-1995. OBRA 1993 extended this reduction through FY 1998. In both cases, sole

commumtyhospnals and rural primary care hospitals are exempt from this reduction.
- This proposal would permanenﬂy extend ﬂ:e 10 percent rednchon. o

' =t Cmunhwrequedlmetousca
ﬂawed fonnula to calcula:c paymans for most ambulatory surgeries, radiology
procedures, and diagnostic serwcwperfonnedmhospml outpatient departments. For
these services, Medicare’s payments are not reduced by the full amount of beneficiary
coinsurance. Thus, the Medicare payment is higher than it should be, and hospitals have,
an incentive to increase charges, which also increases costs to beneficiaries. This =~
proposal would correct this so-called “formula-driven overpayment” by allowing
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~/ . ’
Medmare to fully deduct beneﬁcmry coinsurance payments recexved by the hospxtal
" before the program makes its payments '

. Seven-year savmgs from the three OPD proposa.ls are $15.0 billxon. |

cunent ompanem payment methodologm do not create mcenhves for prov1ders to
operate efficiently, and allow beneficiary coinsurance to grow as a percentage of total
outpatient paymems This proposal would implement a PPS for outpatient
department services, starting in 2002. The new PPS would be designed to limit
... growth in Medicare outpatient expenditures by providing incentives for prov1ders to"
operate efficiéntly, and gradually reduce. beneﬁcnry coinsurance as a percentage of
. total ontpatxent payments. y :

: Thls proposal would be nnplemenud ina bndget-neutra.l manner.

. See discussion on j)age 16.

- : and Red Payment: Durablemedxeal
eqmpmentcoveredbyMedwaremclndsxtemsmngmgﬁ'omelecmﬂeatpadsand .
wheelchairs to oxygen equipment and hospital beds. Medicare also covers artificial limbs
_and other prosthietic and orthotic devices. Medicare's fees for these items are based on fee
schedules that are updated annually by the consumer price index for urban consumers
(CPI-U). Durable medical equipment is one of the fastest growing areas of Medicare
~ spending; CBO's most recent projections (December 1995) show Medicare spending for
thesemedxcahtemsgrowmgbyover13pcroentperyearﬁoml996-2002 This :
proposal would freeze updates for durable medical equipment, and orthotics, and
prosthetics from 1997-2002. It would also reduce overpriced payments for oxygen

and oxygen equipment by 10 pereent begmnmg in 1997

| Seven-year savings are $2.3 billion. -

R - . Medicare pays for
ambulatoq surglcal center(ASC)semces onthebasxsofpmspectrvelydetcmnedrat&
These rates are updated annually for inflation using the CPI-U. OBRA 1993 eliminated
updates for ASCs for FY 1994 and FY 1995. Utilization of ASC services has escalated
rapidly since the mid-1980s. In addition, the number of ASC facilities has increased
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" dramatically over the same period, suggwungthatMedxcare spaymentrates are more
than adequate to cover facility costs. In 1984, there were 155 ASCspamclpanng in
Medicare; by 1993, over 1,600 ASCswaeparhctpanng :

This proposal would reduce the annual CPI update for ASC fees by 2 percentage
points for each year between FY 1997 and 2002. '

Seven-year savings are 80.8 billion.
. 'Emam_cmmmm See dsmpuon on page 10.

ctend Part B Premi - ar : Premmmsfor1991 1995under-
the Supplemmmry Medxcallnszmce(SM[) program are specified in the Medicare law.
OBRA1993settherBprmmnatzspMOfSMprogramcostsforw%-w%

- Beginning in 1999, ﬂ:cpereemagemmsemﬂzepremmmwﬂlbelnnmdtotheSocml

- Secutity cost of living adjustment (COLA). This provision would permanently set Part
B premiums at 25 percent of SMI program costs. The monthly premium in calendar
'year2002 mdathisprdposalwonldbeS_GZSO(p:‘eliminaryCBO stimate). )

Seven-yenr savings (net of interactions with Part B program savmgs) are $6 9
billion.

-Preventive Services Benefit Expansmns (all in Part B)

jve C ' x ervices AhhoughMedxcarescovmgeof
mammogmphy sav:csbeganml991 only 14 percent of eligible beneficiaries without -
suppl@mmmlmsmeetecavedmammogmmsdlmngﬂwﬁrsttwoymsofthebmeﬁt .

OncfactonsthereqnmedZOpementcomsmance To remove financial barriers to women

_ seeking preventive mammograms, this proposal waives the Medicare eomsurance ‘and
“the deductlble, effective Jannary 1,. 1998. i S

: ing M : Beneficis e 50 ¢ OBRA 1990
manda:ed covmge of bmmmal screenmg mammography for Medwaxe beneficiaries over
age 65. This proposal would cover annual screening mammograms for beneficiaries -
age 50 and over, without coinsurance or a deductible, effective January 1,1998.

 Seven-year investment for both mammography benéfits is $4.8 billion.



 Cover Colorectal Screening. Effective January 1, 1998, this proposal would cover
four common preventive screening procedures — barium enema, colonoscopy,
sigmoidoscopy, fecal-occult blood test — for detection of colorectal eancers Current

law provides for tlme procedm only as dlagnosuc services..

Sev_en-year investment is $0.8 billion.

: jections. Effective Jannary 1, 1998,
tlns proposal wonld increase the payment for administration of Medicare-covered
preventive injections, which include pneumonia, influenzs, and hepatitis B vaccines. -
. Itis expected that enhanced payment will increase utilization of these vital preventive
- services. The proposal would waive the Part B deductible and coinsurance for all of these

- Seven-year inVét;hent is $0.5 billion.

stabli jabe ent Bepefit Eﬂ‘echveJannaryl,l”&th:sproposal
would provlde Medmare eoverage of diabetes outpatient self-management training
services rendered by a certified provider in an outpatient setting. The proposal .
would also allow Medicare to cover blood-glucose monitors and associated testing strips -
udmablemedicaleqﬁpinemforbomTypeﬂéndTypeIdiabeﬁcs.- : -

) Seven-year investment is SO.S bilhon.

' Esxablnh.&;mmﬂm This proposal would estabhsh a Medicare respite benefit
for beneficiaries with Alzheimer’s disease or other m'eversible dementia, beginning -
in FY 2002. The benefit would cover up to 32 hours of care per year and would be
administered through home health agencies or other entities, as determined by the
- HHS Secretary The benefit would apply to home-based semm aswell.. -

Seven-year mvatment is Sl.l bilhon.

Medicare Parts A and B (proposals that affect outlays from both the HI and SMI Trust Funds)

Medicare as Secondary Paver (MSP)

Some Medicare bcnzﬁcmnw have hea;lth coverage through an mploycr group health pla.n,
workers’ compensation, or automobile and liability insurance. In these cases, Medicare pays
after a beneficiary’s pnmary insurer, subject to certain restrictions and condmons
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cm'rentlaw Medxwelsasecondarypayenmderspecxﬁedcn'cmnstancwwhen o

. beneficiaries are covered by, other third-party payers. Medicare is secondary payerto

workers’ compensation, automobile, medical, ho-fault, and liability insurance. To

~ identify primary payers, OBRA 1993 extended, through FY 1998, the data match among

'HCFA, the Social Security Administration (SSA), and the Internal Revenue Service -

(IRS). In addition, OBRA 1993 extended, through FY-1998, an OBRA 1990 provision

making Medicare the secondary payor for ESRD beneficiaries who are enrolled in

employer group heaith plans for 18 months after they become eligible for Medicare

- benefits. Finally, OBRA 1993 also extended, through FY 1998, an OBRA 1990

: prowszonmalnngMed:methesecondarypayotfordlsabled beneficiaries with
employer-based health insurance. Tlns proposal would permanently extend these
three MSP provmons. . . :

Seven-year savmgs (PartA and B eombined) are SS 6 billion.

. etter : : Tag Thls proposal would reqmre a
beneﬁuary s other insurance planto tell Medwnre when that beneficiary is covered.,
Currently, Medicare has problems getting this information, resulting in billions of dollars .

' in Medicare payments made an be.halfof bmeﬁcxarm whose private insurance should
have covered the service. ' o

long-sta.ndmgMedwarerul&sonMSP hmxungMedwu'e s ability to make collectionsin =
oertmn situations. Tlns proposal wonld clanfy Medware's authoﬁty

MM&D&_ Thls proposal (described in the follo!ving section entitled
“Combating Fraud and Abuse”) would eliminate fraud and abuse in the Medicare
‘'by: providing Medicare with modern administrative tools to detect fraud, ensuring
- thatindividuals and entities who defraud Medicare are pemhzed or banned from
" the program; preventing participation by individuals and entities seeking to defraud
the program; and by mamtammg necessary resources for ehmmatmg fraud and
waste in Medxcare. : _

Seven-year savmgs from the three proposals (Part Aand B oombmed) are $3. 4
billion.

Physman Self-Referral Prohibihons. Medicare law prohibxts physmans from ma.kmg
referrals to medical facilities in which they have a financial interest. This “self-referral™
ban covers certain “designated health services” (e.g., laboratory tests, MRI procedures)
that are specified in the law. Some general exceptions to the ban are provided in current
‘law. This proposal would expand the current exceptions to include services that are
furnished in 2 “shared facility” (defined in the legislation), in ambulatory surgical
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centers, and by hosplce programs. ‘The proposal also clanﬁs the reqmrements for
_permissible compensahon arrangements.

Seven-year eost is $0.3 bill'ion.,.

o

Note: Because of roundmg, savings ectunates for mdmdnal proposals may not equal the
total savmgs. '
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TO: Christopher C. Jennings
TO: Jennifer L. Klein

TO: William White

FROM: Pauline M. Abernathy

National Economic Council

SUBJECT: RNC’'S BARBOUR: CLINTON DEBATE STRATEGY? WHEN CORNERED,

Date: 10/07/96 Time: 17:47
PRNC’'s Barbour: Clinton Debate Strategy? When Cornered, Don’'t Tell

To: National Desk, Political Writer

Contact: Virginia Hume of the Republican National Committee,

202-863-8550

WASHINGTON, Oct. 7 /U.S. Newswire/ -- Following is a statement
by Republican National Committee Chairman Haley Barbour: '

After watching the debate last night, it’s clear why polls show
the American people don’t trust Bill Clinton. Time and again,
Clinton tried to deceive the voters with charges that were just
plain false. Here are two examples:

Clinton claimed Dole and Speaker Gingrich had ‘‘cut’’ Medicare
when, in fact, even the AARP (American Association of Retired
Persons) says that’s not true. In a letter to Clinton dated
12/19/95, the AARP wrote that the balanced budget Congress passed -
and Clinton vetoed ‘‘would reduce the average annual rate of growth
of Medicare benefits to 7.0 percent.’’ The letter went on toc state
‘‘the president’s plan would reduce Medicare’s growth rate to 7.8
percent.’’ For Bill Clinton to claim that a 7 percent increase in
Medicare is a devastating ‘‘cut,’’ while a 7.8 percent increase in
Medicare spending allows him to ‘‘protect’’ the program is not only
absurd, it shows Clinton has no regard for the truth.

Yet it'’s not enough for Clinton to scare seniors with his
falsehoods. He went on to c¢laim Bob Dole had ‘'‘voted against
student loans.’’ Wrong again. The balanced budget Congress passed
and Clinton vetoed increased funding for student loans from $24
billion today to $36 billion in 2002 -- a 50 percent increase.
According to the Congressional Budget Office, these are the exact
same levels that would occur under President Clinton’s student loan
policies.

Somehow Bill Clinton seems to get away with these deliberate
deceptions. As Sen. Bob Kerrey (D-Neb.) has said, ‘'‘Clinton’s an
unusually good liar. Unusually good’’ (Esquire, Jan., 1996). But
the American people are a lot smarter than Bill Clinton gives them
credit for. The truth will come out, and come this election day,



Nov. 5, the American people will choose a leader whom even

Democrats describe as a ‘‘man of his word’’ -- that man 1s Rob
Dole.

_O_
/U.S. Newswire 202-347-2770/
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December 19, 1995

R

The President
The White [{ause
Washingion, DC 20500

Dear Mr, Prasident:

Threughout 1995 one of the most perplexing problems confronting policymakers and the
public has been the need 10 roform and constrain tha eost grewth in Medicare, and at the
same time maintain the program's sommitment o provide afforduble, quality health care
to cldar and disabled Americans. The dual challenge ¢f constraining cost and coatinuiag
10 provide quality eare has Jed to a continuing dedate over the appropriate grouth rate for
the Medicare program.

The Medicare reductions propased in the budget recoaciliation conference agreement and
in the President's proposal ara without pracedent in their magnitude and potcntia) effects
on the program. In an anempt to undcrnand whas a falr aud uppropriats growth rate for
Mediears would be, AARP has compared the Medicare growth rates in the budget
reconeiliation eonference agreament and in the Presidant's Decamber 7, 1995 package to
growth rates in the privata ssotor and in euwrrent-law Msdicars (ses enclosed chest), [f
done agaurstely, comparisons o the privets sector cal pruvids a useful benchmark
againgt widch (v ussess ajternative Medisare spending proposals. Unless a proposal
permaits Medicars spending o grow atleass in tandem with growth in the private sactar, it
seems ynlikely that the program will be able to hold its own -- eithes in payments 0
providers or in quality of cars ~ when compared w uw suvmgc avallsble tyough orner
payers.

Under cument law, the avorage annuel rate of gruwih In the cost of Medicare beaefits i
prujectad to Be 9.2 pereent over the next seven yeass, while the average anual rate of
growth in health care beaefit costs for those under 63 in the privats insurance markat i
estimared 10 be 7.4 pereenr. Under the canference agresment, Congrass would reduce the
aversge annual rate of prowtl of Medicare benefits 10 7.0 pezcant. The President's plan
would reduce Medicare's growth raic 1o 7.8 percent. However, looking st thase
aggregate growth rates can be misleading, and could lead to very seriovs mistakes.

cmernan depiiieg et ol Redsed Terene 007 E Steer N, Washingion. DG V049 02043022077
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| Toe Prasident

December 19, :995 ;

Page 2 ‘

[t is only when one looks at the companents of health spendiag that it is possible to |
accurately aksess whether reductions of the ptagnitude being progused will sustain

basic benefits and quality health cure for Medicare enrollees now and (n the futurs.

Heslth spending increases are composed of several factors:

general price inflation as measured hy the Consumer Price [ndax (CPI);

anpulation grouth;

aging of the populetiow; and

“healti-specific costs,” includiag

v medical.spexific price inflation over the CP!, such as the hospital
mazket baglist or the Madicere Ceonomic Indsx (MED),

« medical technology,

+ mecical research, and

s 1neinereased use and complexity of servicas.

B W D

To understand the impact of spending reductions in Medicare as compared to the
private sactor, we naed to focus on the reductions ia the gniy ares = hnlth.npmﬁa
costy - where these cost redyctions could fall,

The enciosed chart -- which is based upon projections by the Cangressicnal Budget

Offiee (CBO) using the new eccnomic sarumptions -~ shows that general price jullation ;
applies consistantly across all populations. lucrewses in population and sging of the ;
popululion are diferent for those vader and over 63, but nonstheless, are determinad by :
demographics; they will gt change &9 the result cf any budget legislation.

Hsalth-specifc cosw, however, are different for those over and under 65. This

category cag be viewed as the projected need for the inereased use of hsalth care

services, the camplexity of these servicss, and advanees in technology. Four cxample,

s3 peoplo grow clider they often need 4 yreater number of heaith care services and ,
more eomplcx types of services than these under 65. ;

Thus, v.hc reductions in Msdicare's raie of growth will 2ot come from general price
{nflation’, or from the categories that reflect the growth md eging of the population.
Tbcse cmiodes reflect factors that are ayend our eantro. aad cennot be “legialated
away." Rather, changes will come from health-gpeeific cosia. In this catcgury, the chat
anews that both the Congressional pruposal and rhe‘?mxdnnt‘: propesal reduce
Medleare’s growth rate substaurially below the prn ate sector.

‘.
' Even if Congress and 1he Presigent meks a changs - or assuma ene - n the CPL, it will apply equally
seross al) populstions and programa. . .

Sy '
“. |
1
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The President
December 19, 1995

Page }

Heslth-specifie eosts are ourrently projected o accown fur 4.1 percent of spending
growth in the Medicure program, and 4.0 perceat of spending growth for thoge under 65,
However, Congress would dramatically reduce Medicare's rate of growth in this area to -
2.0 percent. and the President’s praposal only permits 2.8 percant growth.

It 15 essential that Medicars's cost growth -« and health sost growth, in generul « be cut .
back. In fact, the current growth rate i unsustainable. Efficioncies can and must be ;
found, and ways te provide quality health care for less must be {dentifled and put into ‘
gractice. Bur, If Medicare i3 10 eontinue to provide an acesptable level of quality care, it

cennot be constrained significanty more tightly than private.seciar health care, 1fthe

disparity between the ~wn ¢ (o0 large, then we tisk turning Mediserc into a secund class

Liealth program. Madioars's futurs growth in health=specific costs sheuid be allsast

comparable 10 private secior prowth, especisily as technology improves. the population

ages, and peopie live longer.

Older Auericuns and thelr families iook 10 the Medicare program 10 provide reliable,
affordable health insurance and financial securlty against the cost of health ears. Desp
reductions in Medicare spending over 7 years will place tremendous pressurs cu the
program and on the beneficiariss who depsnd cu il If cosis in the overall heajth cars
system cunlinue 10 §row - as they inevitably will -~ but the raie of growth in Medicere is
held down, who will pay the difference? Will Congress begin curting benefits fem
Medicaze 10 keep costs low? Will health care plans and providers “cut comers” to reducs
coms? Will bensficiaries pay mere out-of-pocket (e.5., bulance Billing)? Will ind{viduals
in the privals secior psy more ¢us 1o cost-ghifting by praviders? Will quality suffer?

AARRP is cancerned about tho answers 1o thest yuesuons. 1T you would like to disouss
this further, please do net hesitate 1o call me, or have your staff call Marty Corry (434-
3750) or Triets Smith (434-3770) of owr Federal Affairs Deparnzent.

Sincerely,

Haorsea B, Deots

v e B

Enclosuse
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Components of Heaith Spending Growth
Average Annual Rate of Growth: 1996-2002

Privaze [nwurance

Under 68 40%

0.9%

13% 28% ’ O Hoatth Specifc Cora |
@ Aging |

L O Populaticn
oo acm

Presidents
Madizare Proposal

Madicare
Conference

Currest Madicare

Dacember) 1%

Nofe: The Darssrages do not ecd (o the fe/sl romth rafes. Ta get fo the fote! growh rsfes, edd
1 and mudkiply, Por sxampie, cuent Mediows = (1, 030)x(1.013)x(1.008)x(1.061)=(1.098)=5.2%.

Sowee Bams e CBO praiRISEY Dacander Qro/esuans, EXsect for the prives insawnce forscant, whish
was basod ca cusilor CBO projestions.

AARP Federsl Afuivs ‘_ . Deormber 19, 1998

- ——————
—_————————— )
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Congressmen Pete Stark's

MEDICARE MONITOR Yol Issue 10

May 12, 1995

IS ARMEY ACCUSING
FELLOW REPUBLICANS OF LYING?

Dear Colleague:

“In a blistering attack delivered to an American Enterprise Institute forum on
the politics of Medicare,” the National Journal reported this week, “[Majority
Leader Dick] Armey insisted ‘anyone claiming we are cutting Medicare is

simply lying,” since the program will continue to grow, only at a slower rate.”

Is Mr. Armey saying that Republicans on the Ways and Means Committee
lied last year during consideration of health care reform? It seems a
reasonable conclusion to reach.

[See the reverse side for Republicans’ 1994 portrayal of
reductions in Medicare expenditures.]

ngfgxg {o gall it) p:gpgﬁgd Jagt year is one hg[t the level passed by Budggt
mmi e i ar.
You decide what's g cut.

If federal policy is changed so that services now fully covered by Medicare are
only partially covered, and charges currently paid by Medicare are pushed on
to beneficiaries, wouldn't you call this a cut? (See page 10 of the “House

Republican Budget Committee Recommendations” for three such examples.)

And if the tunds not spent on Medicare be_ngiaries create roorn in the
udget to cut taxes for wealthy Americans, isft't it accurate to describe the
Medicare cuts as financing tax cuts for well-to-do Americans?

T've never had difficulty accepting that reductions in projected expenditures
can be considered cuts. And thzs year, because of the drastic nature of the

e e ol aanm Anesro +h cthD
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Every Republican on the Ways and Means Committee last year,
eleven of which are on the panel this year as well, were signatories to
the following statement --

“...the addirional massive CUTS in reimbursement to

providers proposed in this bill will reduce the quality of care for

the nation’s elderly.”

The current Ways and Means Chairman made the following charge
last year —
I just don’t believe that quality of care and availability of care
can survive these additional CUTS. And that is the price that is
going to have to be paid to pay for these CUTS.”

Current Subcommittee Chairman Clay made the following
indictment —
“The Medicare CUTS proposed by the President would
devastate the Medicare program... The committee must not
approve these destructive Medicare CUTS.”

A Republican Member of the Health Subcommittee this year and last
year commented --
“I would love to believe that we could achieve the level of
CUTS you have in this bill... But history tells us that isn’t
;cossible.”

NOTE: The 1994 Ways and Means Comumittee health reform bill would have
achioved £148 billion in Medicare savings over seven years, all of
which would have been re-directed to expand health care coverage, as
compared to 1995 Republican proposals to reduce Medicare spending
by $283 billion over seven years, none of which would be reinvested
to cover uninsured Americans.
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incegely,

e

Pete Stark
Member of Congress

239 Cannon House Office Building, Washington, DC 20515 202-226-5065



YES, THEY WERE CUTS
Experts Confirm That The GOP Medicare Cuts Would Have Had A Devasting Impact

Representatives of hospitals, doctors, and older Americans ull concluded that Medicare and
Medicaid cuts of the magnitude in the Republican budget threatened accessibility, quality
and the level of health care provided:

. American College of Physicians: "We think that cuts of this magnitude call into

question our ability to provide the world class medical care enjoyed by many...."
{American College of Physicians, October 3, 1995]

. American College of Physicians, the American Nurses Association and the
National Association of Public Hospitals: "Weighing all the elements of this bill
[House and Senate Republican Medicare proposals], the American College of
Physicians, the American Nurses Association and the National Association of Public
Hospitals, believe that the total package will be harmful to patients. physicians,
hospitals. and the health care system as a whole....This legisiation will reverse the
gains in the health status of the elderly that Medicare has achieved in its 30 year
history....The budget cuts in this package....do not save or preserve Medicare, they

simply shift costs from government to patients and providers." [American College of
Physicians. 10/17/95]

. Hospitals: "This legislation...is not in the best interest of patients, communities, and
the men and women who care for them....the reductions in the conference report will
jeopardize the ability of hospitals and health systems to deliver quality care, not just
to those who rely on Medicare and Medicaid, but to all Americans." [America Hospital

Association, Catholic Health Association, and Voluntary Hospitals of America, and State Hospital
Associations from 47 states, November 17, 1995]

. American Hospital Association: The Senate Republicans budget "would result not
in a reduction in the rate of growth, but in a real cut. That means per beneficiary
spending for hospital care grows less than the rate of inflation....[these] reductions
will seriously jeopardize the ability of the hospital community to continue to provide

high quality care, not only to seniors, but to all our citizens." [American Hospital Association.
letter to Senator Dole, 10/16/95]

. AARP: "Four hundred billion dollars in curs trom these two major health care
programs that serve older and low-income Americans do not meet the fairness test.
Reductions in Medicare called for in the conference report are much more than is

necessary to keep the program solvent into the next decade." [American Association of Retired
Persons (AARP), November 16. 1995.]

. National Council of Senior Citizens: "No matter how you spin the dial, you can’t
cut $270 billion out of Medicare and $180 billion out of Medicaid without giving
America’s elderly, disabled and poor dramatically less health care or dramatically
higher out-of-pocket costs.” [NCSC News Release. 9/15/95]



American Society of Internal Medicine: "If health-care costs rose faster than the
GOP budget allots, doctors, hospitals, and other providers would have to absorb the
losses. That, in turn, could come back to bite the beneticiaries. If doctors, for
example, see their Medicare payments cut deeply, they might stop seeing Medicare
patients, explains Robert Doherty of the American Society of Internal Medicine,
which represents physicians. 'The rate of reductions is too steep under the
Republican plan, ' he says." [WSJ, 12/27/95]

Corporate Health Care Coalition: "The basic intent of the GOP plans °is to push
everyone into managed care, drying up the old fee-for-service system,’ said

Lawrence Atkins, spokesman for a coalition of major corporate employers involved
in health benefits issues [The Corporate Health Care Coalition]." [L4 Times, 10/23/95]

American Association of Physicians and Surgeons: "Doctors won’t be able to
afford to treat Medicare patients because the rates will be so low, and fee-for-service
medicine will just disappear.” [LA Times, 10/23/95]

Los Angeles Times: "Even the affluent. who could afford to pay doctors more,
might find their ability to choose their doctors under today’s fee-for-service system
would disappear as virtually all physicians shifted into HMOs and other managed-
care networks....If only the relatively young and healthy Medicare beneficiaries
migrate to HMOs, that would leave the oldest and sickest in more expensive fee-for-

service medicine. Medicare would once again face financial catastrophe." [LA Times,
10/23/95]



MORE THAN DOLLARS ARE AT STAKE -- THEIR DAMAGING STRUCTURAL
CHANGES WOULD FORCE MEDICARE TO "WITHER ON THE VINE."
Republicans continue to insist not just on excessive cuts, but on damaging structural
changes that would segment the Medicare population. leaving the traditional program with
fewer dollars and sicker beneficiaries.

. MEDICAL SAVINGS ACCOUNTS (MSAs). Republicans insist on the immediate
adoption of untested changes to the Medicare program, such as MSAs. that appeal to
the healthiest and wealthiest beneficiaries, leaving the sickest and most costly
beneficiaries in a weakened fee-for-service program. CBO projects that MSAs will
increase Medicare costs by more than $4 billion over seven vears.

New York Times: "A hallmark of the [Republican] Medicare legislation is the
encouragement of private health plans...But many experts fear a balkanization of
healthy and sick....If some experts worry that managed care plans would skim
healthy recipients from the conventional Medicare program. many of the large plans
are concerned that the healthy would be skimmed from them by medical savings
accounts." [11/18/95]

. OVER-CHARGING IN PRIVATE PLANS. Republican proposals permit
physicians to charge beneficiaries extra -- through "balance billing" -- in private
Medicare plans, increasing out-of-pocket costs for beneficiaries and slowly draining
the fee-for-service system of both doctors and dollars.

. HARD SPENDING CAP. Republicans impose a hard cap on Medicare spending.
For the first time in history, the Medicare program would no longer adjust for
changes in demographics. general inflation, and costs due to new technology.

Wall Street Journal: "Republicans also would apply a cap to these services. If
health-care costs rose faster than the GOP budget allots. doctors. hospitals and other
providers would have to absorb the losses. That, in turn. could come back to bite
the beneficiaries." [12/27/95)

PRESIDENT CLINTON’S BALANCED BUDGET SHOWS THAT THE
REPUBLICAN DEEP CUTS, PREMIUM HIKES, AND DAMAGING STRUCTURAL
CHANGES ARE NOT NECESSARY TO BALANCE THE BUDGET AND
GUARANTEE THE LIFE OF THE MEDICARE TRUST FUND FOR 10 YEARS.
The President’s budget would guarantee the life of the Trust Fund for a decade from now.
[HCFA Chiet Acwary 6/496]. [t builds on his 1993 deficit reduction package. which extended the
life of the Trust Fund by 3 years -- without a single Republican vote.
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e Memorandum

ome Juned, 1996

Frem  Chief Actuary, HCFA

Bstimated Year of Exhaustit'm for HI Trust Fund under Administration’s
Bealanced Budget Proposal '

To Administrator, HCFA

This memorandum responds to your request for the estimated year of exhaustion for the
Hospital Insurance trust fund under the Medicare provisions in the Administration’s balanced
budget proposal, Based on the intermediate set of assumptons {n the 1996 Trustees Report,
we estimate that the asgets of the HI trust fund would be depleted in mid-calendar year 2006
under the Administration’s proposal.

In the absence of ecorrective legislation. trust fund depletion would occur early in calendar year
2001 under the intermediate assumptions. Thus. the Administration’s proposal would
postpone the year of exhaustion by roughly 5% years.-

The financial operations of the HI trust fund will depend heavily on future economic and
demographic trends. For this reason, the estimated year of depletion under the
Administration’s balanced budget proposal is very sensitive to the underying assumptions. In
particular. under adverse conditions such as those assumed by the Trustees in their “high cost”
assumptions, asset depletion could occur significantly carlier than the intermediate estimate.
Converscly. favorable trends would delay the year of exhsustion. The intermediate
assumptions represent & reasonable basis for plenning.

The estimated year of exhaustion is only one of a number of messures and tests used to
evaluate the financial status of the HI trust fund.. If you wonld like sdditional information on
the estimated impact of the Administration's Medicare proposals, we would be happy to
provide it.

="

Richard S. Foster, F.S.A.
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y DEPARTMENT OF HEALTH & HUMANSERVICES Finanaing Admiristration.
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Memorandum

ome  JUme 4, 1996
fem  Chicf Actuary, HCFA
S Estimated Yeor of Exhaustion for HI Trust Fund under Senate Budget Resolution

To Administrator, HCFA

This memorandum responds to your request for the estimated year of exhaustion for the
Hospital Insurance trust fund under the Medicare savings sargets specified in the Senate
Budget Rasolution. It is our understanding that the resolution would require Maedicare
expenditure reductions of the following amounts (in billions, by fiscal year):

1997 1998 135 2000 2001 2002 Inptal
HI 35 S10 $16 $23 $30 839 $123

SMI 82 $2 S$6 $9 S12 S14  saS
Total $7 S§12 S§22 8§32 S42 3S3 s163

Based on the intermediate set of assumptions in the 1996 Trustees Report, we cstimate that the
assots of the HI trust fund would be depleted in the first half of calendar year 2004 if the
specified savings targets were implemented. Undér present law, trust furd depletion would
occur early in calendar year 2001 (based on the same assumptions). Thus, the savings
proposed under the Senate Budget Resolution woul& postponc tlic year of exhaustion by

roughly 3 to 34 years.

This estimate of the year of depletion under the Senate Budget Resolution is subject to several
important limitations. First. it {s our understanding that the specified savings amounts
represent targets, as opposed to the egrimated financial effects of a specific package of
legielative provisions. Our estimares of the effects of such a package, once it is developed.
could differ from the savings amounts shown zbove.

Second, we betieve the savings targets are consistent with the assumptions and estimates
developed by the Congressional Budget Office. We have made a rough adjustment to these
amounts to place them on a basis consistent with the interinediate assumptions from the 1996
Trusteas Repor. Actual savings amounts, estimated directly on the basis of the intermediate
assymptions, could difTer somewhat. g

Third, the savings targets were available only through fiscal year 2002. We extrapolated this
serics by assuming that the savings in later years would represent the same percentage
reduction from present-law expenditures as in 2002, In practice, subsequent savmgs oould be
cithor larger or emaller than the extrapolated amounts. s
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Finally, the financial operations of the HI trust fund will depend heevily on future economic

and demographic trends. The estimated year of depletion under the Senate Budget Resolution
is very sensitive to the underlying sassumptions and could vary significantly if actual future
economic and demographic trends differ from thess assumptions.

For thase reasons, the estimated year of depletion presented in this memorandutn represents
only a crude estimate of the effects of Senate Budget Resojution’s Medicare aavings on the HI
trust fund. As edditional information becomes available on the specific provisions underlying
thess budget targets, we will be shle to prepare more refined estimates. Pleasc let us know if
we can provide additional information in the meantime.

J s & S

Richard S. Foster, F.S.A
i

K
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130 DAVID MARANISS AND MICHAEL WEISSKCPF
most sensitive aspact of the operation, the pollsier said, wonld be
to “get seniors on board™ and make them feel that they had a say
in the new-fangled Medicare system waile genily moving them to-
ward managed care and health maintenance organizalions—a di-
rection tiat gave Republicans the long-lerm savings they nzeded
to talance the budgzt. “Our job,” D.Vall said, “is 0 gel them to
choose the option we waot them (o choose.”

Several words were important «c hal strategy. “De 1ot say
changing Medicare,” DiVall stressed. Her research shcwed that
seniors were pervous about change ard likely 1o resist it. Atafocus
group :n Cincinnati ¢cn Masch 6, when seniors were asiked what
wotds they preferred, one man offered “preserve.” It 1ad acomfort-

ingring to it DiVall promoted the suggestion of another respond- .
ent ‘hat taey call their legislatior: “the Medicare Preservaticn Act.” -

There were other wards that should be edited ott of the Republican
dicticnary in discussicns of Medicare, DiVall said. She advised the
group 1o be “leery” of the words “‘cut.” *“cap,” and “freeze”’—thev
would bring nothing but trcuble and hely Democrats define the
process i negative lenms.

To underscore “the magnitude of the task” ahead, DiVall
showsad Gingrich and his team the sardonic answer from a focus
group that had been asked © predict the newspaper beadline on
the day Republican congressional leaders announced they would
wotk on Medicue reform. it read: CONGRESS ENFORCES TERM
LIMTS.

DiVall's sreseniation in‘ormed most of the people in the ~oom,
buititdid Ettle to calm their nerves. Leedership aide Bary Jackson
felt as if the entire Republican teamm was “jumping into the un-
known and hoping the ripcoids worked.” At one point thz bzll
rang sigaaling a vote on the House floor and all the members
left except Gingrich, who rzrely votes. He szemed fascinated by
DiVall's firdings. Alore with the pollster and aides, he became
“‘totally engaged in pickirg up the nuances.” By the time the others
returned, le seemed convinced that they coulc find the right werds.
The voluble speakar was preparing himse.f for his version of war.

x ¥ ¥

WAR OF WCRDS 131

fmmHale Barboug,

“Don’t,” Basbour had s3id.

A gregarious Mississippian known for his southen aphorisms
and colorfully mixed metapho-s, Batbour viewed the odlancid
budget as his party’s “soft under an care 2s |
“Achilles’” heel ™ He ur and the others to “take it off
the table™ for gt legst two years. Publc cpinion experts had v

that it fook Iwo years to educate and presare the publkc for
change of that sorn. The Democrats wanted the Republicans tc

2o after Medicare “like the Pape hifies sin,” he said. They had
been frustra‘ed when the Republicans declared Social Security off-

limits during the 1994 election czmpaigns and were tooking for z -

chance to push their most potent political issue—the argum=nt that
Republicans care more a>oul numnbers tian people.

Don't touch Mecicare for two years, Barbour urged the con-
gressicnal beaders. They could make up fer lest Groe then, and sall
reach the seven-year balanced budget goal. by attaining the same
amount of savings in five years instead of seven. It was ot inci-
dentzl to Barbour’s thinking that a :we-vear delay would camry the
Republicans beyonc the 1995 elections. “Ttey all understood that [
was right politically. God daxin, thet ain‘t recset science,” Barbeur
recalled. But they rejected his advice. *“To a mar., they said, if you
wait twe years, the degree of change required is so much mo-e dif-
ficult znd drastic than if we start now that it’ll end ug being much
worse.”

o Barbour real:zad his argument had lost, he b2came a cru-

siat] o the Medicare cause. fas creat was “[aformatwon 1s our
ally " Ths communIczroNelicy, as described ty one of his aidas,
was 1> continaally flood the faxes, flood the techrology, with as
much nformation as you can of what you are Joing and why. Fax
to the world?” Once you fird a tieme, Barbour sai:l, “the biggast
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132 DavID MARANISS AND MICHAEL W ZISSKOPF

.. thiag is to get everybody saving the same thing. The only way ycu
" can get market peactrarion is through repetition, repetition, rep=ti-

tion.” Over at the RNC headquartars oae block from the Capitol,

" his stzff nsed a more evocative Barbourism: “Repeat it until you

vomit.”

But therz was a problem with the Medicare - “account” dufting
those sarly days of February and March. The putlic, according o0
Republican pollsters, did not think there was anything broken inthe
Medicare sysiem that seeded fixing. It appeared whal the Republi-
cans were merely tzpping into it far their own purposes, to balance
the budget and release a similar amount of money for tax cuts for
the wealthy. Rank-anc-file Hoose members were constanty ask-

ing why they had to dzal with an issue that they could not easily |
ex>olain. Gingrich’s CommStrat feam of press flacks in the Capitol -

was striggling with the same problem. The speaker kept teliing

" them to “walk people through the moral imperative,” but they were

uncer:ain what that meant.

Barbour likened his party's situation to “the country dog that
comes o the city: If vou stand still, they screw you, and if you
run, they bite you or: the ass—that’s why yon’ve got to be going
forward.” Bat he was nervous atout going forward without a mare
compelling thame that could separate Medicare from the numbers
game. LindaDiVall’s focus groups had started them thinking about
what words they should vse in talkiag about Mediczre, but they
still had no larger rhetorical plan. “We were zroping arouad for a
straegy.* Barbour recalied.

Then, 1n the first week of April, the Medicare board of trustees
tssued its amaal report. Word thet this document was about to be
released had been spread:ng arcund Capito. Hill for a few weeks.
It was mentioned at a CocmmStrat meeting, but no one thought it
was a big deal. The report came out every year and said essentally
the sume thing, that Medicare faced long-term financial troubles.
No ooe seemzd -0 pay any attenlion to i-. Barbour had “no icea
there was a goddama Medicare report”™ until he received a Gp from
a friendly lobbyist that it would bz published earlier than usual.
‘That made him suspicious. “We wers out smelling a rat,” he said.
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“We theught they were going o try to make it Jook like it was in
better condition than it was.” __
lnatead. the report warned i bank-

The chuolican_ had sturnbled onto mother won! they could
use cllec i _the r1C Medic ‘bank-
fupicy. ur camied the news to Gingrich, who considered_
the report providertial. Now they could separate Medicare from
the balancad budget They could say that it needed to be fixed
anyway. Gingrich had founé his moral framework. The Repub-
licans would repeat it over and over for the rest of the spring
and all through th= summer: They weie saving Medicare from
bankruptcy.

Democrats, however, saw a hollow promise ip the Republi-
can straegy. The GOP notion of saving Medicare, thougnt
White House aide George Stepbanopoulos. “sounded like the
old Vietnam argument that they had w desway the village to
save it.”

EVERY moruing at eight, the press secretaries of CommStrat would
paricipate in a conferer.ce call to discuss their message for the dey.
Thaey would go over what the pa-ty office would say in its ‘axes,
what the press secretaries would emphasize in their chats with
reporters, what House membei1s on a special Theme Team were
planning for the ore-minute speeches and longer special orders that
begin and end thz day on the floor, and what the House Republican

Conference was doing to provide cover for members back in their

bhome districts. -

It was all parl of what Girgrich czlied the “wnified approach”
to communications, whic gave him tighter control of the mes-
sage. During nis long years as a backbzncher when the Deme-
arats controlled Capitel Hill, Gingrich had teccme cbsessed with
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John Kasich’s

Dream Machine

TRE ARIING 0BSESSION of Jobn Richard Kasich grew eves more in-
muiﬂitﬁndlyancpdimlﬁlmbmsdmu.ﬂeln;mm
ing ahoot the federal budget. His budget dreams were invariably
ugly. 'When h: fcll asleep, his restiess mind encountered the same

noctounal furies —fellow members of Congress who appeared be-

fore him red-faced and sereaming: “How could you do this to us!
‘We dadin'e know about thist” '
As chasrmsn of the Honse Budget Commities, which undertook
the histrvic but precarions task of aitempting to slash programs to
balanoe the féderal books by the year 2002, Kasich's confronta-
tions, real and imagined, were petting nastier day by day in May
199S_ Flic had reached a critical moment in his congressional ca-
rectr, a hime when his absession, his deeamns, and the fate of his

paty becume inextricably linked. The high-profile House voteson

the Comtrac with Amexica were over by then. Every point in that
conservative agenda eacept term limits had passed the Howse, but
many of them were stalling in the Senste and the caly momen-
tm was dissipatiog. Bt was obvious to Speaker Gingrich that to
bring about significant legislative change, he would bave 1o rely

JOWN KASICH'S DREAM MACHINE 37

buvﬂyondnhhncdbudgctbﬂl.lhdmmnlelyingm
on fobin Kasich. The fate of the revolstion woskd depead on how
the isrepreasible mailman’s son and Gimgrich progégé handled the
prcasures, the degree © which be fived up to his reputation as
an bonest broker willing 10 take ou tuf-conscious colleagwes and
special ialerests raditonally alipned with the Republicass. _

Kasich was anything but the greer. eyeshade son, more of a hu-
man botrle rocket thas a patient sombers nend, burt be had a pecu-
Hnmm‘ammcmmdlhehdgnﬂchdbemdnﬁim
budgets simed at elimimating the fedexal deficit since 1989, thoigh
those earlier efforts had been brashed aside by the White House
mwwmm.lhildmhchdlhem,gh
of the Hoase Repoblican Revohation bebindhim. Gingrich had not
oaly seppossed Kasich's effort but gave it a crocial kickstars. At a

- -mews bnicfing on Valeatine's Day, daxing a pesiod when the Con-

tract with America’s provision calling for a constimtional amead-
moent to belance the buslget seemed emdangered in the Senate, the
speakert issued an unequivocal declaration: The House world move
forward no matter what happenod, pass a bill that balanced the
hdguinmmuﬂputilhmgh(:m

The declxmiion of seven years made Kasich and s budget
aides nervous. It was one thing %0 pot that oumber im the consti-

_ mﬁonalznadnmt,adoanmnlwithanmalmhaxini:,m

another la have t deal with if in realify. At that point Kasich

- and his stsff wese working on a five-year budget— the traditional

timclpunforfedazlb-dmpviwdm—muwmldmﬁanm
what was called 2 “glide path™ %0 balance in seven years. Bu they
were not yet camfortable with the sobstastial amonnt of grogran
cuts they would bave 0 make in the sixth and sevemth years 10 -,
reach zero. At a leadesship meeting over dianer in Gingrich's of-
fice om February 15, Kasich and his aides expressed concern that
a sevea-year balanced budget would require Modicare cuts “un-
ﬁnmymhmhscmmhfau'xuidnwmhoﬁn;m

. bave more flexibility. “Who said we have to do seven vearsT he

asked
Gingrich remained admnant. This was a critical poin: for the
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revohution, bcsaid.l‘l::ycowgohva:dwimmmxymglly
bdnvcd.m‘s(utmcommndaﬂnglowa:mgtmmlm:s."!h:m
was no chaice: Go forward. Kasich pressed the question one fast
time at 3 Jezdesship mecting on Februaty 2l."‘lsths:u?.‘hui.m
stone?” he asked Gingrich, exasperated, put it-to a vate. “Al in
favar of having i etched in stone rmise your banrs.™ Every hasd
went op except the Yodget chairman’s. _

B:ﬁmnlhlmihemmnmcmbcrofdr.ﬂmxwasl_-nt
compnitted  scven years ¢han Kasich. In March and Aprik be
pushed his staff and his budget commmittee o find a way W0 gt o
minsvmym'ﬂyhnighloﬂhy‘l.hehadcuffdaﬁn}m
hdlhemamntamvdofmcﬂepﬂcammhsmn@
The next day he was ready to take it 1 the full House Repeblicas
membership, Arthree 0° clock that sfternoon, e bounced out of his

congresional office ia the Longworth Building #ad-sligped into~— - - -

the firont passemger scat of Ohio collezgne Dlve}!?i!no-'s ous_ss
for a fifty-minute drive through the posthern Virginia conntsyside
to Leesburg, Viginia, where Gingrich and his troops wese siag-
g a reweat, vegrowping afier their fisst vacation break of the year.
The central misionofﬂxemwslou;alewemundgm
plan for the tough budget fights that loomed abead. Kasich was
bis wsinl tvendle of nervous cnergy on the trip to Lecsburg, a coo-
ﬂhnmlyencubaﬂbyqnﬁmﬁumamw.
moderatc Naacy Johason of Comaecticnt, who worricd abowt the
budget plan’ s treatiment of Modicare wad Mediesid, foreshadowing
problems to come.

The gathexing was Kasich's coming-ont party of socts. The
mm:ingahukﬁs:nivnlumcmhemdmfm:bdcgnfbc
hisbn:lgelphn.hulubemnnldl:-‘sles.pmsingnd‘mpmlg
his brothers and sisiers ia a style that reminded obe witness Of
“Brotieer John™s Traveling Salvation Sbow,™ it did not rakcing for
h'mtomﬁceﬂnﬁm:i@dmwblc:ﬂelkggiawu}:mng
Houn:R:puhli:amfnxnnmldisuicts.hnw-mCIpn_anﬂlu
“Aggies,” had essentially boyootied the openiag of Kasich’s pre-
SeTLAION Lo CAICTS ATMoNE memadvuhmuhupanof&:cm?-
fexence cester. Earfier that morning. they had found out from their
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leadey, Pat Robens of Kaasas, chainman of the Howse Apnculture

Committee, that the Budget Conumitiee proposal cut fanm sobsi-

¥

dics by $11.7 billion. It was wo moch, szid Roberts, a fellow so °
attached to the farm comstitucncy thet he roaintained a :ote board ;
wdlwnﬂdhisw}ﬁljdﬁccmuxﬁngdtmmdm
of wheat, coru, milo, and catide on the Dodge City Daily Markets.

Rdmuwmedthcmkrmmsingktﬁgit

quvihmckgginmkddnapuﬁngofmhl-
poriamt two-week stetch for Kasich tha) culminated is the House's
hiseoric vote appsoving a measure imtended to balance the fod-
:m!honhhylhc)eumm.Onmesurfmlhchdgmm-
pﬂmwmbencﬁxﬁonamﬂabb&sphyolpnyuniy.
Kasich’s plan sailed through the committee and the House foor
withoalyoned'-sening\m.&nbdﬁndlhemmeboyish
budges chay 0’8 We-can-work-it-ut motto was stresched to the

= N

“limit by several powerful Eactions: the Aggics: a coinpeting group  ~

of wban mmnbushownn‘d:had(?ang’;uweﬂadefense
bawks and corporate tax hreak defenders, al? of whom threatened
o withhold support until their noeds were met.

The money in dispute —a refatively few teus of billions of dol-
tavs aanid $1.4 trillion im savings— socmed alnost marginal in
comparison with massive cuts in Medicare, job training, scicnce,
and education that would becowe the Hields of battic months tater
whnd-:b-hmcd-bn‘gaﬁﬂnmmdhalhmmrﬁ,mm
fest with President Qlinton. But the interal political considars-
ﬁannplayinbhymmmchmioﬁhckqmﬂi:ml‘aw's
ickatiouships with key constituencics and its ability to survive zs
2 congressiomal majority. Relenting here and bargaiming there,
Kasich aticpted 0 ensure that ao faction would suffer or ben-
cfit an of proportion 10 the rest. It was 2 process that reminded
him of a sepsitive moment in his own life, afecr his eiderty par-
ats were killed in a traffic accident. “It's kind of Kke whes Mox
and Dad go, and you've got 1o zo into the house and Gigare onl
who pets what"* be said. “You don't wam 10 sead an appuaiser
inlhemloappraiseevu-ylhingmddvidcilp, if you're going
% do things. in & humase and decent way. B yoa kind of get a

-
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FAMILY STRUCTURE

PF 2.3 CHILDREN LIVING IN FOSTER CARE" - .. -*
Placement of a child in foster care occurs when a state protective services worker (under
supervision of the stale judicial system) determines that a child’s family cannot provide a
minimally safe environment for the child. Most commonly. placement occurs either because a
member of the household has physically or sexuaily abused the child or because the child's
caretaker(s) has severely neglected the child. In some cases, children with severe emotional
disturbances may also be put into foster care. Since both federal and state law strongly
discourage removal of children from their families. placement in foster care is an exireme step
that protective services workers take only when a child is in immediate danger or when attempts
1o help the family function better have failed. Thus, the frequency of placements in foster care is
an indicator of serious lamily dysfunction and serious damage to the wellare of children,

As shown in Figure PF 2.3, the rate of children living in foster care per thousand children under
age 18 has risen dramatically from 4.2 per thousand in 1982 to 7.5 per thousand in 1992—an
increase of nearly 80 percent. Nearly all of this increase was concentrated in the five years
between 1986 and 1991, The number of children in foster care has risen steadily from 262.000
in 1982 to 442,000 in 1392

Figure PF 2.3 CHILDREN LIVING.IN FOSTER CARE: 1982:-:1992 (Rate' pet; tho

Rate per 1,000 Children

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992

Noes Fstimate of totabas the number of chibdven i toster care onc the Last don ol the teeead veat
Pstimate of Raceddhmicits and Ave percemtaces based o childien coterine the sssten,
sourees Ymerican Public Wellime Assocition, oharan feristio s of Clliren jg Subsististe aied
Vapdive Cares U Siansticad Sampiary of e VCES Nodionad clnia Veiiin . peoto Base Prabd
Wetfare Associatinn, shbohey 1O




POPULATION, FAMILY AND NEIGHBORHOOD

Table PF 2.3 NUMBER OF CHILDREN LIVING IN FOSTER CARE: 1982 - 1992 - 1< &v -+ .2t -7 i

B 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992
Totai
Number 262,000 269,000 276,000 276,000 280,000 300,000 340,000 383,000 407,000 429,000 442,000
Rate per thousand 42 43 44 4.4 45 48 5.4 6.0 6.4 7.3 7.5

Noles Estimate of total s the nimber of childres in foster care on the last day ol the Tiscal vear,

sovrees Tatara, Tashio Characteristios of Children in substivale and Adoptive care: A Staasteal Summany of e VORS Narjoisd
Child Weltare Data Base. Washington, DE: Cetober 1993, 105, Bureau of Censis statishieal Abstraet ol the United Stales J94-4
Mashington, DG US. Government Printing Office. 1994,




Medicare Premiums: GOP vs. President's Proposal

1996 1997 1998 1999 2000 2001 2002 7 year total

1995 GOP Budget $51.40 §$54.90 $58.60 $62.80 $70.70 $77.20 $84.60 $5,522.40
(CBO, 12/13/95, December CBO baseline) '
President's 7-Year Balanced Budget 12/7/95 $42.50 $45.50 $49.50 $53.40 $59.50 $64.60 $70.40 $4,624.80
(CBO, 12/13/95, December CBO baseline)
Monthly Difference from President: $8.90 $9.40 $9.10 | $9.40 $11.20 %1260 $14.20
Yearly Difference from President: $106.80 $112.80 $109.20 $112.80 $134.40 $151.20 $170.40] $897.60
Yearly Difference per couple: $213.60 $225.60 $218.40 $225.60 $268.80 $302.40 .$340.80-_ $1,795.20
Vetoed GOP Budget on March 1995 baseline $53.70 $57.00 $59.30 $64.10 $73.10 $80.10 $88.90 $5,714.40
(CBO 11/16/95, CBO didn't score President on March baseline) ’
Monthly Difference from President: $11.20 $11.50 $9.80 $10.70 $13.60 $1550 $18.50
Yearly Difference from President: $134.40 $138.00 $117.60 $128.40 $163.20. $186.00 $222.00 $1,089.60
Yearly Difference per couple: $268.80 $276.00 $235.20 $256.80 $326.40 $372.00- $444.00 $2,179.20
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A VETOED (AP Buneety( (RO [lific Ird- el

ubtitle H—Rural Aress: .
Medicare-Dependent Payment Extenslon 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2
Critlcal Access Hospitals 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.3
Establish REACH Program 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2
Classification of Rural Refesral Centers 0.0 0.0 0.0 0.0 0.0 00 6.0 0.1
=xpand Access to Nurse Aide Training 3/ 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3ubtotal, Subtitie H 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.7
hange in Net Mandatory Medicare _
Jutlays befors Falisafs 8.8 -14.3 241 -31.2 42.0 528 85.3 . -233.8
\dditional Outlay Reductions Required | -

by Failsafe, Net of Premiums 0.0 0.0 4.2 -10.8 7.1 7.0 4 384
‘tal, Medicare £.8 -14.3 -21.2 -42.0 -49.0 £9.0 -70.% -270.0

“MORANDUM: Monthly Part B Premium (By calendar year)

$59.30 $64.10 $73.10 $80.10 $88.80

itimated premium under proposal $53.70 $57.00

‘timated premium under current law $42.50 $48.20 $53.20 $55.00 $560.00 $58.80 $80.50
\ . .

YOTNOTES:

Estimate Includes medical savings accounts provision.
These tems are included In Subtitle H (Rural Areas)

CBO estimales Ihat this provision would cost 1ess than $50 million over seven years.

)'IES:
tails may not sum to tolals becauss of rounding.

8 estimales assume an enactment date of Novemnber 15, 1985.
e estimates do not Incorporate changes In discretionary spending for administratton.

3OF3
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e VI, Medicare, as reestimated under December 1995 baseline |

- Gscal year, in biflons of dafare 1996 1997 1998 1989 2000 2001 2002 ol
0
ny
(as]

ibilite H—-Rurs! Arsas: 8

ledicare-Daoendemt Payment Extension 0.0 00 0.0 0.0 00 0.0 0.0 0.2

‘1 cal Accass Hosplials 0.0 0.0 0.0 00 00 0.0 0.0 03 &

‘stablish REACH Progsam 0.0 0.0 0.0 0.0 0.0 0.0 0.0 02 ¢

lassiflcation of Rucel Refemal Conlers 0.0 0.0 0.0 0.0 0.0 00 00 0.1 3

‘xpond Access lo Nurse Alde Tralning 3/ 0.0 0.0 0.0 0.0 0.0 00 0.0 00

Wubtotal, Sublitle H 0.1 CX) (X 0.1 [ X] 0. 0. a7 I
0

wnge n Net Mandatory Madicare : °

utlaya belaco Faflsafe 5.4 138 204 298 9.2 | 488 -67.8 -218.2

\ddiilonal Oullay Reductions Requived :

by Faltsafe, Net of Premtiums 0.0 0.0 2.7 48 28 4.y 0.0 11.8
otal Meodicare 6.4 REY) -12.8 -34.2 416 £0.0 $78 -226.7

./,___'_i ]
EMORANDUM: Monthly Part B Pramium (By calendar year)

dimated preendn under proposal $81.40 35490  $56.80 36280 $10.70 $7720  $44.80
silmated prensdum wnder currend law $42.50 34580 $50.70 £52.20 $353.70 $55.30 $34.00
\ I

DOTNOTES: .

| Estimale ciudes madical savings accounts provision,

| Thaso Ranw are included in Subtiile H (Rutal Areas)

' GBO estimales that this provision would cost less thean $60 millon over saven ysara.

' CBO sasumes thet the freezn on ressonable costs of charges would appiy to all ambulance services.

OTES:
olafls may not sum ta lotals because of roanding. R
o estiniatos assume an enacimemt dale of November 16, 19085. b

he eslimates do not ncorporale chanpes in discretlonary spending for adminlstration.
sm s reltect minor revisions made snvsequont 10 those shown In the Ecoronic and Budget Oullook,



Reestimate of President's Medicare Proposal under Aprit 1996 Baseline 17:r., . 06
'y fiscal year, in bittions of dollars 1886 1997 1998 1999 2000 2001 2002 '97-02

'ptional Policy: Outpatient Hospltal

Formula-Driven Overpayment (FDO) /10 0.0 4.2 -1.5 -1.9 -2.3 -2.8 3.4 3.1
otal (with optional policy) |06 62 9.0 169  -224 _ -28.9 342 118.4]
1EMORANDA:

Rdmhly Part B Premium (By calendar year)

‘stimaled premium under proposal $42.50 $44.00 $47.50 $50.40 $54.20 $58.20 $63.60

‘stimated premium under current law $4250 $44.40 $48.70 $50.20 $51.70 $53.20 $54.70
‘OOTNOTES:

/ Inleracted with PPS update (MB-1.5), and with resident freeze in seclion 11104a.

! Effect of resident freeze on Direct GME only, effect on IME included in section 11103.

/ Removal of Special Payments Included in Subtitle B, Medicare Choice;

!/ Physician policy includes growth rate of GDP+1 percentage point, 1997 single conversion factor of 35.84, and limit on downward adjustments to MEI of 8.25%
/ This Is an optional policy whose effects are shown separately below.
/ This provision has an effeclive date of January 1, 1998.

! After accounting for changes in policy, Part B outlays would be increased by 555 1 billion over 7 years; Part A outlays be reduced by 367 6 biliion.
! All secondary payer estimates consolidated under Section 11148.

/ Reduction in Part A premium ravenue due to lower Part A outlays.

0/ The nel change here includes the effect of the policy on Medicare Choice savings and Part B premium receipts.

\

IOTES:

ietails may not sum to totals because of rounding.
he estimates do not incorporate changes in discretionary spending for administration.



Medicare Premiums: GOP vs. President's Proposal

1996
1995 GOP Budget $51.40
(CBO, 12/13/95, December CBO baseline)
President's 7-Year Balanced Budget 12/7/95 $42.50
(CBO, 12/13/95, December CBO baseline)
Monthly Difference from President: $8.90
Yearly Difference from President: $106.80
Yearly Difference per couple: $213.60

Vetoed GOP Budget on March 1995 baseline $563.70
(CBO 11/16/95, CBO didn't score President on March baseline)

Monthly Difference from President: _ $11.20
Yearly Difference from President: $134.40
Yearly Difference per couple: $268.80

1997

$54.90

$45.50

$9.40
$112.80

$225.60

$57.00

$11.50
$138.00
$276.00

1998

$58.60

$49.50

$9.10
$109.20

$218.40

$59.30

$9.80
$117.60
$235.20

1999

$62.80

$53.40

$9.40
$112.80

$225.60

$64.10

$10.70
$128.40
$256.80

2000

$70.70

$59.50

$11.20

2001

$77.20

$64.60

$12.60

2002 7 year fotal

$84.60

$70.40

$14.20

$134.40 $151.20 $170.40

$268.80 $302.40 $340.80

$73.10

$13.60

$80.10

$15.50

$88.90

$18.50

$163.20 $186.00 $222.00

$326.40

$372.00

$444.00

$5,522.40

$4,624.80

$897.60

$1,795.20

$5,714.40

$1,089.60
$2,179.20

l
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e SD '
¢ Pres s Proposal Xi—Health C re, estimeved December 1895 baseline S 1 |
Q;%’Eﬂﬁ:p ° ””ll ugm__ ms__ 2000 201 2002 Yol

IbAile G- Heallh insurance for ihe
Temporaty Uninsured C 18 18 23 23 23 19 34 144}
Subtitie H-Adminktrative Simpiticatton s [X) X Y N Y Y S CI X !
Tolsd, Tifla X Heakh Core 7 K ] Y N1 | X AT |} ] { MO (X }
MEMORANDIUSE Menthly Pat B Prami e R
v 1 By xtondur yax) Ys.50 50 5340 5950 460 70.40
€slinated premiur under proposal $4250 $45.50 MBED 83340  $85.60 $8460 V04D —
Esfimated premium under current lew $4260 4080  $8070 §5220 8370 6B amco
4s.po 5030 30 VLI
MEMORANDUM: Change in Spending by Medioare, Medlaald, end Other 5 2 3 4 47
Total wicars 42 32  #4'Y me ae7 24 00 a1
Totel Medloaid 23 2.4 6.9 47 43 19 7.7 -31.8
Tola) Othee o0 £3 a9 41 41 At in 1
Total Tiee Xt ,f L< & O 48 43 58 140 207 288 350 102.3
FOOTNOTES:
1/ (ncluded in SLt0e B, Madigare Choloa.
2] Fos il discredionary . 40 peoposeiuitharkes $3.5 biltion for 1987 - 1800, §1.5 bilkan fer 1900 - 2001 and 3500 millon for 2002 - 2085.
31 Proposal would transler §82.1 bilion (o Pari @ over 7 pears _
4 inchudes gvoni pragear, but not the expansion of se'l-empioyed lan deduclion.

8/ Most ol hese are (o ke mads budgst nguirsl; oiher provisione not sufficlently specilied (0 celirnats ssvings.
6 Probably no signiiicant revemes limpacts from sepaed of sxcied tax for non-qualiied Iasge grovp plans efe.
71 Probably no tignificant revenus impsecie kom ERISA prosislens
Avewree he insurance reforms ave idenlical e B, 1028-addiionsl provisions could have cosUrevenus mplications.

NOTED:
Detalls may NG summ 10 Joluds Decause of rounding.

The estimatee aseume an enactmertdio of Februnry 1, 1990 .
The sedmates do not incormpoate changes In discrationary spondidyfor nérinisiralion.
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13-Dec-26

mfe VI, Medicare, as reestimated under December 1995 baseline

ly @scal year, in biflons of daitsrs 1906 1087 1998 1989 2000 2001 2002 n
U
"
lubtifte H—Rurel Areas: 8
Medicare-Daoendemt Payment Extansion 0.0 00 0.a 00 00 00 00 0.2 .
Crillea Accoss Hospitals 0.0 29 00 0.0 00 00 ao 0] 'c‘r)J
Establish REACH Progrems 00 0D 00 00 00 0.0 0.0 0.2 @
Gl siflcstion of Rured Referral Conters 2.0 00 0.0 00 0.0 00 X)) 0.1 R
Expsnd Accass to Nurse Alde Tralping ¥/ 00 0.0 0.0 00 00 00 00 00 »
Bubtotal, Subiitie H 0.9 0.9 0.9 0.4 . 04 0.4 0.1 .7 P
A
0
‘hange in Net Mandatary Madicare
Outiays beloso Fallsafo £.4 -13.0 -26.9 -29.8 -30.2 - 489 -57.8 -218.2
Addilional Oullay Reductions Reguired
by Faltsate, Net of Prentiums 0.0 0.0 27 46 e 4.7 0.0 -14.8
rotal, Modicare 64 A3D 228 342 9.8 Y $7.8 226.7

/’____,__——P—” )
IEMORANDUM: Monthly Part B Pramium (By calendsr year)

‘Mimated precbum under groposal $681.40 $5¢00  gs8a0 $6280 §10.70
“siimated prensdum tmder currend law $42.50 34580 $50.70 £52.20 #353.70
— — T

001 DTES:

1§ Estimale hciudos medical savings aceounts provision,

¥ Thase Rema are included i Subtitte H (Rutal Aceas)

¥ CBO estimaies that this provision weuld cost fess than $60 mifion over seven yoars.

' CBO sssumes thet the freexe on ressonable costs or charges would apply to all ambulance sesvices.

IOTES:
letafls may not sum (o lotals because of rounding. 0
he estimates assume en enacimemt dale of November 16, 1906. e

he estimates do ne incorporste chenpes in discreflonary spending for administration.
‘slimales roltect avisians made subsequont 10 thoss shown in the Econontlc any ot Oullook.




A ETOEDCOP BuneEtp( ¢ > bjis M Bucing)

Jubtitis H—Rural Aress:
Medicare-Dependent Payment Extenslon 1 41) 0.0 00 0.0 0.0 00 0.0 0.2
Critical Accass Hospitals g0 0.0 0.0 00 0.0 1 1) 0.1 0.3
Estabdlish REACH Program 00 00 0.0 00 00 00 00 0.2
Classification of Rural Refesral Centers - 0.0 0.0 00 0.0 0.0 00 0.0 01
Expand Access to Nurse Aide Training 3/ 00 0.0 0.0 00 0.0 00 0.0 0.0
Subtotal, Subtitie H 0.1 01 0.1 0.1 0.1 0.1 04 0.7
‘hange in Net Mandatory Medicare
Outlays befors Fallsafe 48 -14.3 211 31.2 420 528 £8.3 -233.8
Additional Outlay Reductions Required
by Failsafe, Net of Premiums 0.0 0.0 4.2 -10.8 7.4 -7.0 34 8.4
‘otal, Medicars 48 -14.3 -27.2 -42.0 -49.0 83.0 -70.% -270.0
._/ — T T

YEMORANDUM: Monthly Part B Premium (By calendar year) S e

stimated premium under proposal $53.70 $57.00 $59.30 $64.10 $73.10 $80.10 $88.00

‘stimated premium under current law $42.50 $48.20 $53.20 $55.00 $50.00 $58.60 $60.50
\‘k

‘OOTNOTES:

~s,
! Estimate Includes medical savings accounts provision.
/ These ltems are included In Subtitle H (Rural Areas)
! CBO estimales (hat this provision would cost fess than $50 milllon over seven years.

OTES:

3tails may not sum to totals because of rounding.
19 estimates sssume an enactment date of November 15, 1995.
1@ estimates do not Incorporate changes [n discretlonary spending for administration.
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Amendmenta of 1991 (P.L. 102-234) probibit the use of provider donatians after
1992 (or mid-1993, in certain States) and limit the use of provider-specific taxes,

G. Medicaid and the Federai Budget

From a Federal budget perapective, Medicaid is viewed as an entitlement
program. Entitlement programs provide benefits to all people or jurisdictions
who are eligible and receive benefits. Spending levels for entitlemenis are
determined, not by the annual eppropriation procese, but by the number of
persona who participate in the program end program benefit levels. However,
Modicaid ppentug is 6{1 Urawiil WO Federdi general {unas. 1nere is no trust
fund like that established for some other entitlement programs (such as Social
Security and Part A of Medicare).

"Under the Budget Enforcement Act of 1990 (Title XIII of OBRA 90, PL.
101-508), Medicaid spending falls into the "pay-as-you-go" category with other
entitlement programs. The budget law requires that for fiscal years 1991
through 1995 any legislation affecting these programs should be deficit neutral

for the whole class of entitlement programsa. That is, any- legislative change in - -

one of these programs that would increase spending over current law levels
must by offset by changes in the same program or cther ‘pay-as-you-go"
programs, in order to avoid increasing the size of the Federal deficit.

II. MEDICAID PROGRAM HISTORY
A. Predecessor Programs and Enactment of Medicaid

Medicaid was enacted in 1965, in the same legislation that created the
Medicare program, the Social Security Amendments of 1965 (P.L. 89-97). It
grew out of and replaced two earlier programs of Federal grants to States to
provide medical care to low-income persons. The first was the vendor payment
program for welfare recipients, enacted in 1950. The second was the Kerr-Mills
medical assistanee program for the aged, enacted in 1960.

TABLE [-2. Major Mediceid Legislation, 1965 1o 1991

Amondmeac of 1965 (P.L. 49-97)
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EXECUTTIVE OFFICE O F T HE PRESTIDENT

04-0Oct-1996 01:15pm

TO: klein j
FROM : Timothy Westmoreland
SUBJECT : Still checking, but I have been reminded that the Maternal a

Still checking, but I have been reminded that the Maternal and Child Health
program goes back to 1935; it was, however, not an individual assistance
program. We’re checking on the welfare "vendor payment" program pre-1960.

TMW
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The Philosophies Congeal

While the Social Security Act of 1835 sxdestepped the issue of medical care,
the question of national health insurance by no means disappeared. For
both the working population and the poo some type of coverage of medi-
cal bills was becoming imperative. High m dncal bills were already a feature
of modem specialized medicine. There V- still no direct federal provision
for medical care for those on welfare, a  situation which continued uatil
1850, For the middle class, the altemauvew‘-to a federal program was reliance
on the private insurance sector. From 1935 to 1950, however, national
health insurance continued to be actively debated.

Private health insurance schemes for the working population grew to §l1
the vacuum caused by the fajlure to implement public insurance or to offer
a viable alternative. Both Blue Cross (for hospitals) and Blue Shield (for
physician bills) were products of the ldte 1330s. The Srst fullfedged ex- ™
ample of the latter was the California Physxcians Service, started in 1839.
By the end of 1948 this plan had over 419,000 subscribers.! These voluntary,
nonprofit insurance plans filled a pressifig need, by spreading the risk of
large medical bills among the middle-clais population. The programs were
to cxpand rapidly in the 1940s, in large part through collective bargaining
agreements negotiated after World War H.2

By 1940, however, only 9 percent of the civilian population were covered
for any kind of hospital benefits through private health insurance. Only 4
percent were covered for surgical benefits and 2 percent for in-hospital
medical benefits. Nevertheless the gap was closing. By 1950 these figures
had grown dramatically to 51 percent, 38 percent, and 14 percent respec-
tively® So fast was the increase, indeed; that the private health insurance
movement was used by’ some in the late 1940s as evidence that a govern-
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20 THE COMING OF MEDICAD P

ment-supported health insurance scheme for the whole population was
unnecessary. ;

During the 1840s innumerable bills proposmg a government subsidy,
organization, or provision of a socially inclusive ;health insurance system
died in Congress.* President Truman’s plea that every member of the popu-
lation had a “right to adequate medical care and the opportunity to achieve
and enjoy good health,” as well as the “right to adequate protection from
the economic fears of . . . sickness™ was apparently unpersuasive. The
Congress was in favor of 2 new program to subsidize construction of hos-
pitals and related facilities in rural areas, enacted as the Hill-Burton Act
in 1946%—another government excursion along the same philosophical road
of “gap-plugging” with respect to services for the socially deprived. But
prepayment of medical costs for all was consistently defeated.

Compulsory government prepayment for health: services for the working
population fell once more under the stigma of political clichés, Whereas the
earliest health insurance movement of 1915-20 had suffered the indignity
of the times by being labelled “German,” the health insurance movement of
the 1940s found itself castigated as “socialized::medicine” by the major
lobbying groups against it (notably by the American Medical Association).
Senator Wagper, one of the major proponents of compulsory national health
insurance in the 1940s, insisted in vain that a system of insurance was not
socialized medicine. No hospitals would be taken over, no physicians would
be employed by the state; the scheme would primarily have guaranteed
certain medical services to al] those eligible when they needed it. Yet by
1949 the movement toward national health insurance for the whole popula-
tion was moribund. It was to remain moribund until the 1870s.

If Congress or the states had enacted a comprehensive system of health
insurance or service for the whole or a substantial sector of the population,
bealth services and income-maintenance programs would have been long
ago divorced in the United States, as they are in:the United Kingdom and
many other western European countries. Healthi:services would have been
made available to the poor and to other beneficiaries as an entitlement
quite apart from programs of cash assistance and-other supporting services.
But the defeat of the Wagner-Murray-Dingell bills of the 1940s, like the
earlier exclusion of health insurance from socialisecurity legislation, denied
that there was a need for a separate system of:health protection. Instead,
government intervention in health services contintied to focus on the health
needs of specific groups and continued to be viewed as a subsidiary aspect
of income protection:’ B

This philosophy of providing medical servicesionly to those in approved
financial need permeated a host of altemativetiproposals to the Wagner-
Murray-Pingell bills. Although the provision of health services to essential
personnel (and their dependents) in wartime clearly represented a different
social goal from the provision of health services to those on public assis-
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PUBLIC AND POLITICAL CONCERN WITH MEDICAL CARE 21
tance,, the same selective principle operated: E There was tacit agreement
that publicly organized health services were: not necessary to the normal

operation of a private enterprise system. P i licly supported medical care

would be made available only to those who ébuld not afford to purchas®it“**¥

privately. For these on public assistance (andjfor veterans in the expanding
World War II veterans program, with resflect to non-service-connected
bealth conditions ), this meant access to free .\» services only on passing
2 means test.

By 1950 the proponents of comprehensive tional health insurance and
those in favor of providing medical care only tb those in proven need formed

two distinct political camps. The two philosophies were once again in

conflict. Nationa] health insurance, like other aspects of the contributory .

social security program, would provide specific benefits as a right for all
beneficiaries. The public assistance approachx'.;uppoﬂed by Senator Robert
Taft and others, regarded the need for govemment—sponsored health care
as an aberrant necessity rather than being infiny sense generally desirable

and saw eligibility and benefits in terms of dxscreuona:v actions rather than-
clear-cut rights,

Senator Taft outlined this latter phﬂosoPhﬁ a nut;hell, in prsenﬁﬁf iy

his own proposed National Health Program of i

-

It 'has always been gssumed in this country that those able to pay for
medical care would buy their own medical Service, just as under any
system, except @ socialistic system, they buy their own food, their oun
housing, their own clothing, and their own aufamabrle.r . Undoubt-
edly, in that system there are gaps, particularly in rural d:.s'tncts and
poorer districts in the cities, and we lw.:e a oery definite interest in
trying to fill up those gaps.¥ -

It was in this context that “welfare medicine” was defined. Medical services
to the poor were viewed as a reflection of unavmdable—~but peripheral—
breakdowns in the economic system, rather th_@n as a pointer toward na-
tional health service benefits.

S.':

Vendor Payments Become the Order of the Day

The phx]osophncal arguments could, however, have been made much more
clearly if public assistance benefits had been both broader and more
effective. But public assistance, too, was in a state of confusion and disarray.
The structure of categorical federal grants to the states for public assistance
was one drawback. Even with the inclusion of & new program of Aid to the
Permanently and Totally Disabled (APTD) in 1950, under the same form-
ula as OAA and AB, and even with the extension under the same legisla-
tion of ADC to cover a needy adult caring for 2 child, thus translating the

N
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program into the current Aid to Families with Dependent Children
(AFDC), there were obvious gaps in the categorical System. The child of
an unemployed father was not covered (a situation lffer somewhat allevi-
ated by the devélopment of the Aid to Families with IDependent Children:
Unemployed Parent [AFDC-UP] program); the child fof a father who had
deserted his family was covered under AFDC.® The destitute person aged
84 was not covered; the person of 85 was eligible for PAA. Yet categorical
assistance became the order of the day. Between 1940 gnd 1966 the number
of individuals receiving cash payments under general; assistance declined
from four million to less than 800,000, while the number receiving categori-
cal assistance rose from some three million to over seven million persons.’®

Even within the categories the amounts of assistance were barely ade-
quate, At the time the 1950 Amendments were being discussed the maximum
possible federal contribution for OAA and AB was $30 of the first $30 a
month spent by the state. For ADC the maximum was $16.50 of the first
$27 a month spent by the state for the first child in a family, with a similar
percentage of a lesser amount for other children. (Stiites could, of course,
choose to pay a sum lower than the federal maximuin, thereby receiving
less by way of miatching funds). There was marked cdncern in some states
over the inadequacy of these arrangements. A referendum in the California
state elections of 1949 approved a constitutional amepd.ment guaranteeing
every old person a minimum of $75 a month. Similar qrsmres in Louisiana
led to a doublmg of old-age assistance grants and a jdefinition of need so
liberal that in 1949 as many as 79 percent of the elderly population were
receiving relief.’’ But in many other states assistance provisions continued
to be minimal. Thus, even where reasonably comprehensive health services
were provided by the states and localities to those on assistance, in many
states, including New York, there were large numbers of “deserving poor”
who were not eligible.

The lack of separate provisions in the 1935 Act for federal cost-sharing
of any health care provided to public assistance recipients proved another
obvious deficiency in public assistance programs. Fedezal grants to the states
applied only to payments made directly to welfaréjrecipients. Although
part of such piyment could be earmarked by the state for medical care
paid for out of the recipients’ pocket, the e:ustence;*of the relatively low
federal ceilings on reimbursement made this possibility unlikely.

A survey of 20 states undertaken by the Bureau of Public Assistance in
the late 1840s noted the absence of any provision for medical care as the
major problem of public assistance. Even where therefwere programs, there

were problems of administration. Especially where large amounts of money

were involved, it was not surprising that the agencies preferred dealing
directly with doctors, nurscs or clinics rather than attempting to pay for
services through the welfare recipient.}® There was:an implied possibility
that the recipient might abscond with the funds, or at least use them for

PRI SO D SN

—r rmwee e

P.S/16

- - PU

other purposes, and
provisioi{of good m.
The debates over
and levels in the 19
current discussions
were to rely increasi:
& means of paying t
and the nonworking
remainder of the po;
medical care from
covered by private ir
compulsory state-rur
services to the poor t
a viable political alt.
The Social Security
in these deba |, and
insurane§,. By expan
aid to include federa
other medical care p
amendments enlarg:
welfare administrato
able to reimburse
new term, vendor p.
also gratified in ths
rangement opened ti
thus lessened the ne
These hopes were
in-aid for vendor pa:
a much larger scale.
assistance programs
which was for hosp
however still limitec
the states were also
government through
At the same time,
ments marked the .
health insurance by
beginning of the ve
provided was likely
age pensions and ol
Opinion polls late
for government disb
in the 1940s.2¢ Indec
Payments substantis




Zhildren
child of
t allevi-
‘hildren.
+ho had
son aged
\begorical
: mumnber
declined

- receiving
ome states

California
1aranteeing
+ Louisiana
of peed so
laton were
« continued
lth services
x, in many
fving poor”

cost-sharing
ved another
to the states
5. Although
edical care
latively low
ssistance in
care as the

srams, there

ts of money
1ed dealing
' to pay for
1 possibility

se them for

SSEENT CHU R

N i M

PUBLIC AND POLITICAL CONCERN WITH MIEDICAL CaRE 23

aother purposes, and serious concern by welfare ipistrators about the

provision of good medical care. it

The debates over social security and public asiistance roles, purposes,
and Jevels in the 1940s (and after) formed an' esgential backdrop to con-
current discussions of health insurance. If the bisic working population
were to rely increasingly (as seemed likely) on private health insurance as
a means of paying their medical bills, protectionjof the marginal worker
and the nonworking population could be seen as g vital foundation for the
remainder of the population. Indeed, if the poorfivere receiving adequate
medical care from public sources and the main %¥orking population were
covered by private insurance, there would be no obvious call for setting up
compulsory state-run national health insurance..Providing better health
services to the poor through available public assistance schemes thus offered
a viable political alternative to national health insurance in the 1940s.

The Social Security Amendments of 1950 provided an important watershed
in these debates, and a temporary victory for those opposing national health
insurance. By expanding the federal public assistance categorical grants-in-
aid to include federal cost-sharing with respect to charges for hospital and
other medical care paid directly to providers by istate welfare agencies, the
amendments enlarged the potential scope of welfare medical care. State
welfare administrators were mollified because states would heaceforth be
able to reimburse the providers of care dimcdig:——henoe the coining of a
new term, vendor payments. Opponents of natignal health insurance were
also gratifed in that—while funding continued to be low—the new ar-
rangement opened the door for expanded health services for the poor and
thus lessened the need for more draconian federal measures.

These hopes were not unfounded. With the availability of federal grants-
in-aid for vendor payments, the states began ptoviding medical services on
a much larger scale. By 1960, medical vendor:payments under all public-
assistance programs had reached a total of $514 million, well over half of
which was for hospital and nursing-home care.!® These payments were,
however, still limited to persons on the welfareirolls, for almost all of whom

the states were also recovering part of their cash benefits from the federal "'V

government through one of the categorical assistance programs. -

At the same time, the implementation of fedérally-subsidized vendor pay-
ments marked the end of serious discussion§ of comprehensive national
health insurance by the Congress for 20 yeats. Yet it was clear from the
beginning of the vendor payments scheme that the level of health care
provided was likely to remain inadequate, atdeast for those receiving old-
age pensions and old-age assistance, as well s for certain other groups.

Opinion polls late in the Depression had indicated widespread support
for government disbursements to the aged needy; such concem continued
in the 1940s.! Indeed, as alrcady noted, some states were making assistance
payments substantially above federally subsidized levels. Yet hcalth needs
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24 THE COMING OF MEDICAID 3
and income needs could not be separated. The provision : of medical care to
the elderly was an essential part of their income protecuon the aged, more
than any other categorical group, were likely to fall sick, need hospitaliza-
tion and nursing-home care, and incur major, long-termi’ medical expenses
without concomitant earning powers. But besides having increasingly evi-
dent medical needs—and medical bills—the elderly were becoming a potent
force in American politics. In Massachusetts, for example, the demands of
the old-age lobby affected health care services to the extet of a state policy
amending the OAA state law as early as 1945, requiringgold-age assistance
to “provide for adequate medical care for every recipient of assistance. .
Under this, recipients were to have free choice of physician, sub)ect to
departmental rules and regulations.’s

The availability of federal vendor payments after 1350, by providing
state responsibility for reimbursement to providers, accelerated the move-
ment toward the provision of standard medical benefits within each state.
In Massachusetts, for instance, the movement led in 1954 to a state plan
that set out liberal provisions for medical care for old-age: assistance recipi-
ents, reimbursable under fee schedules negotiated with:medical organiza-
tions. Yet the relatively low amounts provided by federal grants-in-aid
(including vendor payments) meant that a state such .as Massachusetts,
with relatively liberal medical provisions, spent far moré for the medical
care of its OAA recipients than the sums received from the federal govern-
ment under the vendor-payment formula. In many oth states, however,
medical care for the 2ged poor remained minimal or non istent, with con-
siderable variations even within the states. %

¥

Medical Care and Geriatric Politics : 9]
During the 1950s there was a growing groundswell of concern from and
about the increasing number of the aged who were not onipublic assistance
but who, becoming sick through no fault of their own, frequently lacked
adequate private insurance, with the result that their life’s savings too often
vanished in a spate of medical bills. In 1935 one of the major foci for
welfare provision had been children. But while children;remained an im-
portant sector of the welfare population, their assistance and health needs
were (probably wrongly) assumed to be relatively well met in comparison
with the conditions of the elderly. By the 1950s, moreover; the aged repre-
sented a special group of “deserving poor,” with special néeds with respect
to medical bills. The very successes of modern medicine in preventing and
controlling diseascs meant that an increasing proportion of the population
lived to reach the age of 65 and thus became susceptible to chronic and
crippling conditions. Almost four out of five aged persons; it was reported,
were afflicted with one or more chronic conditions. Few were able to buy
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private health insurance; as a result, almost three { burths of all health bills
for the elderly had to be met by the aged themselves, from savings or by
assurning debts or by their relatives—at the very mipment that family strue-
ture was changing, and the social responsibiliy of children for their
parents was being quesnoned Moreover, the medital bllls themselves were

certain amount of complacency, a series of heli gs in the late 1950s
brought these demands into focus through poigndht vigaettes.!” The politi-
cal pressures were growing. In terms of policy, there were three ways in
which the needs of such elderly persons, unable to pay their medical bills
out of Social Security beneBts (which had not kept pace with the cost of
living) or from other funds, could be met. First vefforts could be made to
remove the stigma of public assistance, mahng a minimum income 2a
gua.ranteed right and with it providing basic health protection. The idea of
3 minimum income, while it had a period of po,%ulanty in the Townsend

plan of the 1930s, was alien to the burgeoning prosperity of the 1850s; in- .o, - "

deed, it has reappeared as a serious possibility gnly in the last few years.
The second possibility was to provide health benéfits as a part of the exist-
ing social security provisions for the elderly, regaﬁ'dless of their means. The
third and most traditional approach was to create a new category of those
to be recognized as deserving and poor, who woqld be clearly distinguished
from others on public assistance. These last twofpossibilities, based on the
very different insurance and assistance philosophies, formed the context of
debate over welfare medicine in the 1950s. .

The medical needs of the elderly had become a focus of attention for
both Republicans and Democrats. In 1951, on the advice of Oscar Ewing,
the Federal Security Administrator, President Truman’s administration with-
drew from its previous position as an advocate of national health insurance
for the whole population. Instead, the administration focused its efforts on
proposals for a subsidized hospital insurance schgme limited to the elderly.?®

This move defused the health insurance issue from the emotionalism caused. ...,

by its apparent (if erroneous) kinship to “socialized medicine,” in favor of
bm]dmg services on to the existing social security pension system. Between
1957 and 1965 (in which latter year the present Medicare program was
passed) bealth insurance proposals mshtuted"n;aby both Republicans and
Democrats were geared toward the special needs of the aged.?®

There were both political as well as humnanitarian reasons for taking this
tack. Politically, the aged were becoming both' more numerous and more
articulate. By 1960, there were 16.5 million people 65 years of age and over,
representing 154 percent of the population over 21. This sizable propor-
tion of poteatial voters could not be ignored politically. While proposals for
health insurance remained dormant during :the first Eisenhower term,

J
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Health Insurance for the Aged, the forerunner of hospxtal benefits under
Medicare, appeared forcefully in 1957 under the sponsorship of Senator
Aimé Forand.* His bill proposed that Social Security,contributions should
be raised to provide up to 120 combined days of hospita] and skilled nursing
home care, together with necessary surgery, for those receiving Social
Security benefits. This proposal was thus much more limited in scope, as
well as in coverage, than the earlier proposals for natiopal health insurance.
Nevertheless, the underlying principle was similar: Health benefits would be
provided as a right to all eligible members of the popfilation regardless of
any means test. Such a health insurance system could, moreover, be extended
in the future to other age groups and to other types of health care. As such
the Forand bill and its successors were the thin end of a wedge of national
health insurance. Meanwhile others were pressing for; expanded medical
care through the categorical forms of public assistance, From this latter
pressure the Kerr-Mills compromise was to emerge.

Kerr-Mills - K

By 1960 health insurance for the aged had become a major political issue.®!
Tu part this was a reflection of inadequate levels of retirement benefits under
Social Security; in part it was a reflection of the inadeguate services made
available under public assistance vendor payments toe@ two million per-
sons on old-age assistance. In 1960 there were still 10 states and jurisdictions
that made no vendor payments at all to provide medical care for those re-
ceiving public assistance. And in those states with a federal-state vendor-
payments program, there were wide variations. Under OAA, the average
monthly amount paid for medical care per recipient varied from 19 cents
(Montana) to $43.93 (Wisconsin). Services covered under the programs
also varied widely, some states covering hospitalization -but not physician
services, some excluding hospitalization, and so on; mo:eover there were
often variations from county to county.3®

The voluntary nature of the assistance grants programs encouraged such
differences. States were not required to offer health programs or services
under the vendor-payments scheme, although the federal.government stood
ready to provide matching funds when the states spent their share. Entitle-
ments for care were rarely generous or open-ended. In Missouri recipients
of old-age assistance were entitled to hospital care only for medical
emergencies or acute serious illness, and care was limited to 14 days per
admission. However, nursing-home care was also availablef but only up to a
maximum of $65 a month, or $100 2 month if the patient was completely
bedridden. Mississippi paid up to 15 days of acute hospitalscare for an OAA
recipient in any one year at rates not to exceed $15 a day; at a time when
the average daily cost of voluntary hospitals in the state was more than $25.
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The state did, however, maintain three state charity hospitals for provision
of care to the indigent (at a daily cost of well below $15). Louisiana had
a unique state network of charity hespitals. Begun in 1814, and substantially
developed by Huey Long, they comprised nine hospitals, two of which acted
as specialist referral centers. Free ambu]ance and bus service was also
provided.

Iowa made vendor payments for virtuglly all types of care except hospital

care, but the latter was provided by the{iState University Hospital at Iowa

City or locally, with the expense borne By the county poor fund. Delaware
also left hospital care to the counties, *which paid for ward care at the
extremely low rates of between $2 and $4 a day; it was estimated that the
hospitals themselves subsidized the poor to the extent of a quarter of a
million dollars a year. Nationwide, the medical profession was expected to
give free care: it was alleged, for mstanoe, that physicians donated 3658
million in services in 1960 alone.2® Of course, relatives were expected to
help finance their poor relations. In Texas it was estimated tbat in 19861
private charity contributed between $10:and $11 million to medical care of
the indigent. Much of this was contributed (often under pressure from

welfare departments) by the children of aged recipients. These patterns -

and their variations were duplicated from state to state and from place to
ce.

P']a'l’l:le combination of vendor-payment §cheme.s and services provided by
state, county, and city authorities creatdd a web of enormous complexity. .
But it was clear that New York and Cdjifornia were prowdmg substantial®
programs compared with most other states. New York, in particular, with
its $80 million public health service expénditures (in 1959) and a total of
$69 million in vendor medical payments, was providing a vast social service
with respect to medical assistance. Yet even there, the payments made to
providers of care were far lower than the standard prevailing fees. While
there appeared to be general agreement:in the states about the inevitabil-
ity of low payments for the care of the poor, the expectation of charity by
providers—hospitals, nursing homes, physicians and others—gave not only
8 continuing piquancy to the welfare stigma but also a direct incentive for
the providers to welcome more generous public assistance reimbursement
schemes.

The question of costs was to reverberate throughout all subsequent
debates about welfare medicine. In 1960 however, it was largely -as an
aspect of consumer hardship rather thaniptovxder concern that costs were
of vital political importance, The rising Costs of medical care, especially as’
far as the elderly were concerned, were pncmg vital health services out of
reach. Hospital room rates more than tripled in cost between 1945 and 1958.
While in retrospect the costs appear nostalgically low even in the latter
year (an average of §28 a day), the price spiral of medical costs was al-
ready causing general concern.®* For theielderly, rising costs were of special
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28 THE COMING OF MEDICAID

concern, or at least of specxal interest in view of’ the fact that they fre-
quently had fixed incomes. The average annual megical bill per OAA recipi-
ent in New York in 1960 was $700.2* This was gpt only higher than the
average cash benefits provided to the elderly i that state, but it was

appreciably more than many of those not on publje assistance could afford ‘," -

for medical services. -

That persons 85 and over were reportedly twige as likely as other mem-
bers of the population to need medical care, afid at the same time held
significantly less private health fnsurance,* mean! a contiauing prominence
for medical care costs in Congressional hearings and in the press. Copcern
with the problems of the aged was reinforced, fn turn, by 1960 House and
Senate hearings on the Forand bill, by then under-the sponsorship of Sena-
tors Clinton Anderson and John Kennedy. Although the House Ways and
Mesns Committee defeated the Forand proposals by a vote of 17-8, the
mail continued so strongly in favor of the proposals that the Committee
took up the proposals a second time. While its- second vote, in June, was
similar to the first, the proposals could not be h‘ghﬂy dismissed.

It was clear to the political realist that, if Q‘ne movement for health in- -

surance, for the aged as part of the Social Se system were to be slowed
down (if not stopped), there had to be s ¥iable, or at least plausible,
alternative. While the health insurance pnncxple was vigorously ‘opposed,
there was thus a willingness to consider bengfits for the elderly under an
expanded form of welfare system. One form of expansion was already avail-
able. As a countermeasure to the proposals for hospital insurance for the
aged, the Eisenhower Administration had proposed earlier in 1960 a new
federal-state program to protect the low-income aged against the cost of
long-term illness. This proposal would have-established a national means-
test eligibility Jevel for medical assistance, with specified physician, hospital,

and nursing benefits.?” But a national means test was still unacceptable; )

this, too, was rejected by the House Ways and Mcans Committee.

This left as a third possibility the expansion of the existing system.
Sponsored by Representative Wilbur Millg of Arkansas, and by Senator
Robert Kerr of Oklahoma, the Kerr-Mills ipasa.l was borp. Added to the

omnibus Social Security Bill of 1960 (HéR 12580) the mnew proposals,

s

representing the triumph of the welfare ap jroach, were enacted into law as
the Kerr-Mills Act of that year.?®

The Kerr-Mills legislation rocked no boz{s This, indeed, was the essence
of its politicsl success. Other proposals at! the time for subsidizing health
bills for the elderly would have required sisbstantial administrative changes
in the manner of paying medical bills as' well as the acceptance of new
concepts of entitlement to medical care. The Forand proposals, for example,
would have demanded substantial expansion in the social security system,
an expansion eventually schieved under:tMedicare in 1965. Proposals sup-
ported by the Admiristration in 1960 wnuld bave set an important prece-
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dent in providing federal subsidy of pnvate insurance for the elderly. The
Kerr-Mills legislation provided temporary relief to opponents of both
philosophies, by accepting neither principle. lnstead Kerr-Mills extended
the existing system of vendor paymeuts, tummg an expedient blind eye to
that system’s deficiencies.

Social legislation is too often accom amed by hyperbole. As was later
to be true of Medicaid, wide claims wgre made for the new legislation.
According to Senator Kerr the plan was “to provide a program, in_every
State of the Union in which the indivi State has or wants a medical-
care program for its aged, whereby evéty aged person in each iRdIVi
State can, under the provisions of a riiedical-care program approved by
each state, have an adequate medical-care program.” Two underlying
themes were evident. The first was a strong commitment to continuing state
responsibility for welfare medicine; the:second, a kind of hopeful expecta-
tion that each state would indeed provide adequate care so that g national
problem would be avoided. The legislation thus contained a built-in incon-
sistency. Senator Forand remarked: _:-:o,

It will not do any harm, but it will not. do any good. Personally I think
it iz @ shame, I think # {s a mirage that we are holding up to the old
folks to look at and think they are going to get something. I am sure
all of you know enough about legislotive bodies to realize that the list
of éems the States could provide unjér the plan just would never be
realized *® ; -

The potential of Kerr-Mills was, hoy_févex, substantial. The Acf‘:ﬁgt“éﬁ?
provided more generous federal matching grants for vendor medical pay-
ments for medical care provided to welfare recipients under old-age assis-
tance;®® it also—much more significantly—included a new category of
vendor payments that would apply to elderly persons who were poor but
not receiving cash assistance. To accomplish this, a separate program of
federal grants to the states, Medical Assistance to the Aged (MAA), was
established to pay for services with respect to the “medically needy” aged;
after 1962 the blind and disabled were :included under a similar category
(Title XVI). These new beneﬁc;a.rie{” were defived as elderly or blind
persons or totally disabled persons oser 21 who were not on public assis-
tance and whose income might be ab0ve state eligibility levels for cash
assistance but who nevertheless had | !incomes insufficient to meet their
medical bills. Here, then, was a newassistance category, “medical indi-
gence,” for the deserving poor, pnmanly far those 65 years of age and over.
The new program provided matching grants to parhapauag states of 50t
80 percent of the cost of vendor payments.

The structure, to be followed later by Medicaid, was one of open-ended
federal cost-sharing, without limitations: on individual payments or on total
state expenditures; cost contro] was leftf;to the states. The matching formula

o
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favored lower-income states, including incidentally tho;le of Representative
Mills and Senator Kerr, but state participation was of onal as with other
public assistance categorical titles. Unlike the Eisenhdwer proposal, each
state would set its own definition of the limits ang scope of medical
indigence. In other respects, too, most of the initiative ":j.i left to the states,
although one important precedent was set with respectiito future legislation.
While the Act bnly suggested a broad range of hofpital, nursing-home,
physician, and other services that might be providedfin the state plap, it
required each plan to include both institutional andgnonmshtuhonal care
as a condition of federal sharing.

Thus while the new program was left in the ha.nds of state adminis-
trators, it included as an important precedent the concept of federal
standard-setting: the provisions that a recipieat could not receive medical
care under both OAA and MAAS® that the states were not to set up en-
rollment fees for participation, and that (as with other categorical public
assistance programs) the program bad to be in effect in all administrative
subdivisions of a state. Two_innovations set the few MAA apart from
other public assistance programs: States were not to impose residency
requirements on participants except for current refidence, nor were they
to impose liens on the recipient’s property during X }%s lifetime or that of a

surviving spouse.’ The Department of Health, Eduthtion, apd Welfare was

made responiible for approving state plaos, nsmng guidelines, and re-
ceiving reports on their operation; the program was;set to begin on October
1, 1960.%

In theory the new program could have provnded extensive services to a
substantial proportion of the elderly population and to the other two adult
groups included in at least some of its provisions. It could bave met a
considerable share of the needs of those who fell into the gap between
adequate coverage of their medical bills through: private health insurance
schemes and those receiving cash payments under: public assistance.® But
in fact the nature of Kem-Mills was predetermiied by jts heritage as a
‘political compromise in Congress, and by its formulation as a supplement
to existing forms of public assistance. g

Kerr-Mills was perhaps less a means of incréasing aid to the elderly
than it was a meaps for shifting the burden of thiat aid from others to the

federal government. The many counties in the¥United States subsidizing .. §

medical relief could look upon Kerr-Mills as afigolden egg of additional
state support;® hospitals and doctors could view; it as a means of reducing
their own private charitable contributions to medical care to the indigent
by its introduction of more realistic fees for welfare patients who were
elderly; and the states had the pleasant prospect of expanded federal
funding. The rhetoric of health was thus even:more finmly wedded to the
economic realities of the welfare system. o

Insofar as it increased aid to the elderly, Kerr-Mills was predicated on
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a welfare, means-oriented, not a social secunty insurance oriented, theory.
Thus the [program was adtmmstered by the pureau of Pubhc Assutancc,

image. Moreover, without exception, the sta - in implementing their pro-
grams designed means tests for the medically Todigent under MAA; which,
while more liberal than the means test for both cash and health programs
under OAA, were similar in administration %nd intent? Nor were the
benefits much more generous than those aygilable under the previous
programs.?’ In terms of vendor payments, K%Mﬂk extended OAA gt a
P

somewhat higher income level. The atmosphere of welfare was all-

pervasive.

No one seriously pretended that Kerr. Mills was the fnal answer to
meeting the health needs of the elderly. Nevertheless the program was dis-
appointing to conservatives and liberals alike.:It did not vindicate those
who saw the long-term answer to health care financing as 2 mix of private
health insurance backed by public assistance, jrather than compreheusive
national health insurance; nor did it begin to meet *he concern of those

who looked for a full range of preventive as Wgll as curative services fof . ..uuzy

the elderly as a means to forestall possible indigence.

Indeed, perhaps the program’s most serious ﬂiw was this failure to act
unti] sickness had struck and medical mdxgency vas achieved Under MAA,
the elderly were forced to spend down to t% relatively low income-
eligibility limits of the program before receivinggany bepefits. As Secretary
Celebrezze pointed out in the 1963 hearings onjhospital insurance for the
aged, Kerr-Mills did not prevent dependency but only dealt with it after
it happened.** Like other welfare programs, moreover, its effect was often
subtly punitive. A later report from the Subcommittee on Health of the
Elderly of the Senate Special Committee on Aging was to catch this faver
of the program: -

If the objective of a public program designed ‘to assist with the ex-
penses accompanying illness is the preservation of the finangial inde-
pendence of older persons, then any program employing meens tests
—such as MAA—cannot achieve that goal. For, *xuch programs afford
some help only after the older indimdunl has d§pleted his irreplace-
able assets to the point of semidependency or total dependency. . . . .
It is tmpossible to divorce consideration of how the aged person will

manage after he is well from consideration of whgu and what benefits
are avdilable to hzm during illness. 3 3

Kerr-Mills Is Implemented i‘

The implementation of Kerr-Mills in the states was:similar in approach to
the later implementation of Medicaid. The Secretary: of Health, Education,
and Welfare wrote to all the state governors recommending that each
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state take necessary action to implement the new law. The Bureau of
Public Assistance of the Social Security Administration was renamed the
Bureau of Family Services of the Welfare Administration, a name re-
flecting its increasing social role. The Bureauiissued a series of State
Letters summarizing the provisions of the legislation and reflecting the
department’s view that both the extended OAA vendor-payment pro-
visions and the new MAA program would impgove health care for the
elderly. While the role of the Federal agency w3s limited, as in any other
state-federal grant-in-aid program, the Bureau offefed exhortation and advice.
Its staff prepared information leaflets, met with®state directors of public’
assistauce, appointed a group of consultants on medical matters, prepared
a guide and a handbook of regulations, published statistics, and assisted
the states through technical medical consultation®® As a voluntary pro-
gram of grants-in-aid, however, MAA imposed little responsibility on the
Department of Health, EQucation, and Welfare. Success or failure rested with
the states. o

. This degree of state responsibility could be régarded by proponents of
states” rights as a natural development of state résponsibility. On the other
hand, it represented some buck-passing. Decisions made in Washiogton as
a political alternative to expanded social security‘were thrown squarely into
the laps of legislators in Sacramento and Albany: Each state could decide
whether to join the program or not, with no penalty for not doing so. Each
could set its own limits for defining the "med.imgly needy,” provided they
were over 65; and aside from having to provide sdine institutional and some

noninstitutional care, each state could choose tHe services to be covered

and any limits on those services. Far from being taken over by the
federal government, state medical services werer given expanded respon-
sibility. Indeed, the lack of guidance from Washisigton was soon to become
a point of criticism, as it was even more strongly in respect to Medicaid.
At the hearings on Kerr-Mills in 1963, Representatives Bums and Curtis
in the House publicly asserted that HEW administrators were dragging
their feet on approving programs and not giving even the guidance pro-
vided for in the Act.9 &

In fact, the states responded slowly to the new program. Twenty-eight
states had Kerr-Mills programs by the end of 1962. Generally these were
states which already had substantial vendor-payment programs, states
such as Massachusetts, Michigan, Illinois, New York, California, Con-
ecticut, and Pennsylvania. The federal cost-sharing provision was designed
to encourage the poorer states to enter, but it Was the richer states that
saw the potential of the new programs as an exfension of existing welfare
programs and as 2 new source of federal budgetiry assistance. Because of
the higher federal sharing provisions under MAA there was an immediate
incentive, particularly in the states with large vendor-payment programs,
to shift part of their existing programs into thei new category. This was
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also encouraged by the provision that a recipient could receive medical
care through OAA or MAA, but not both. -

Massachusetts, for example, began its Kerr-Mills program in October
1960 by transferring 14,000 persons—reci @1ents needing and receiving
long-term nursing home care—from other pyblic assistance programs; these
persons mpresented 89 percent of the u'u_ recipients under MAA.*
study of MAA in Connecticut found that h. its first month of operatmn
(April 1962) 3887 of the total 3929 indi Hduals on MAA were already
receiving assistance through the OAA: andithe transfers continued.*s Al-

together, it was estimated that nearly 160,000 persons then on -Other.

welfare programs in the states were moved to the new program.** There
was nothing illegal about such transfers; indeed, from the state point of
view, they were perfectly reasonable measures to protect their taxpayers
against greater costs. But, at the same timie, the transfers frustrated the
alleged intention of the Kerr-Mills legislation to provide a major new source
of services to the elderly and to serve an entirely new group of recipients.
Indeed, one report in 1963 estimated that nationwide the combined per-
centage of old people who were covered for medical care under OAA and
MAA had actually declined after the adoption of the new program, from
14 to 13 percent.*®

Quite clearly, the rhetoric of federal poh v did not jibe with the reality
of state concerns. Since the states were giv¢ 5 n primary responsibility, their
concerns predominated. An important by-pfoduct of the-funding arrange-
ment was that, instead of encouraging s%::ces where they were most
needed through higher federal matching g
Kerr-Mills provided substantial additionallsubsidies to states which al-
ready had large vendor programs. By 1965; the five states of New York,
California, Massachusetts, Minnesota, and ‘Pennsylvania, which together
included 31 percent of the aged in the country, were receiving about 62
percent of federal MAA funds.® Forty-four of the 54 jurisdictions had
some program in effect by 1965, but in many' cases programs were minimal
and there were wide and confusing variatioris. Only five jurisdictions were
judged to provide comprehensive medical sérvices.*" Of the 29 jurisdictions
with programs in effect in 1963, only 19 proVided drugs (which on average
accounted for one fourth of all per-capita hea.lth payments of the elderly);
and, despite the importance of teeth to th§ elderly, only 17 states pro-
vided dental care.*® Eligibility levels varied ‘fihdely, indeed, in 14 states the
MAA income levels were found m 1963 tb be more rigidly interpreted

ot

and often lower than those for O &

One major difficulty—which was to beg' transported lock, stock “and -

barrel into Medicaid—was the financial inability and thus unwillingness
of lowiincome states to afford a medical assistance program even when
the federal matching grant was up to 80 percent of the total cost Georgia,
for example, authorized MAA in 1961 and Mississippi in 1964, but no state
i1
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Before 1950, wellare payments might include a small amount nominally
earmarked for medical expenses, but the payments were made to the recipient
and could be used for any purpose the recipient chose. The Sorial Security
Amendments of 1950 provided Federal matching funds for direct State payments
to medical care providers (or “vendors”) on behalf of recipients of public
agsistance. Total spending under these programs reached $0.5 billion by 1960,
In that year, the Kerr-Mills Act created a new program, Medical Assistance for
the Aged. This program provided Federal matching funds to States that chose
to cover the “medically needy” aged, perscns whose incomes were above eagh
assisiance ieven but wio needed heip with medical bills. As of 1965, 40 States
and the District of Columbia, along with Puerto Rico, the Virgin Islands, and
Guam, had implemented Kerr-Mills programs. Combined spending under the
vepdor payment and Kerr-Mills programs had reached $1.3 billion.'*

By 1965, improving medical coverage for the elderly had become a major
congressional priority. Congrees considered a number of approaches, including
a universal system based on Social Security, a voluntary program supported in

. part by beneficiary premjums, and ap expansion:of the means-te§ted Kerr-Fhllg " = ¢

~ program for the low-income elderly only. What was adopted in the Social
Security Amendmenws of 1965 represented a combination of all three
approaches. Medicare hospital insurance (Part A) was a social insurance
program covering nearly all of the elderly, while Medicare’s supplementary
medical insurance program (Part B) was a voluntary program. However, both
programs could leeve some elderly beneficiaries exposed to substantial costs for
premiums, deduetibles, and coinsurance payments, as well as costs for uncovered
servicea. A third component, an expansion of Kerr-Mills to be called Medicsid,
was included in order to help the low-income elderly meet these costs. At the
same time the new program would consolidate and simplify the other existing
Federa) efforts to provide medical assistance to the poor, the vendor payment
programs for cash assistance recipients. It would also extend the Kerr-Mills
concept of medical need to other populations, including families with ehildren,
the blind, and the disabled.

The new Medicaid program carried over two key features of its
predecessors. First, States were given substantial latitude to design their own
programsz, s0 long as they met minimum Federal standards. (States were
required, as a condition of continued funding, to make steady progress towarda
development of a "comprehensive” program by raising eligibility levels and
expanding services; this requirement was repealed in 1972.) Secoud, coverage
was largely confined to the populations traditionally eligible for welfare—-certain
familjes with children (chiefly single-parent families) and the aged, blind, and
disabled. One exception was created by the Ribico{l amendment-States could
choose to cover children who met the financial standards for welfare eligibility
but not the categorical standards (because, for example, they were in two-parent
families with a working parent). As passed by the Senate, the Ribicoff
amendment would aleo have allowed coverage ol the children’s caretakers, in

50J.8. Congress. Senate. Committee on Finance. Medicare and Medicoid:
Problems, Issues, and Alternatives. Unpumbered Committes Print, 91st Cong.,
2d Sess., Feb. 9, 1970. Washington, GPO, 1870.
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effect opening the program to all types of low-income families. This provision
was dropped in conference, and two-parent families with a working parent are
excluded from the program to thu day, as are single adults and childless wuplas
who are not aged or disabled."”

On the other hand, the law apecified no upper income limits for program
eligibility, and States were free to provide medically needy coverage for higher
income persons in the traditional welfare categories. Despite this flexibility,
Medicaid was not expected to result in & dramsatic expansion of coverage.

Maximum new Pederal expenditures, even if all States took full advantage of the

new nrogram, wore nroiected ta he Q?'Iﬂ millinn nne Fonr shavs thare snder tha

vendor paymentherr«Mnlls programs.'* In fact this level was reached in the
first year, although only six States had implemented programs.

* B. Medicaid in the 1860s and 19708
Twenty-six Statrs implemented Medicaid programs in 1966, and another

11 in 1967. Program spending grew much more rapidly than had been
anticipated. Combined Federal and State spending under Medicaid and its

'+ predecedsors (which were bot fully phased out Wnitil'1970)-wes'$177 billion'ia FY™

1966, but rose 43 percent, to $2.4 billion in FY 1967. Spending grew even faster
in FY 1968, rising 57 percent, to $3.7 billion.

One factor in the unexpected early growth in the program was liberal
eligibility standards for the medically needy. New York in particular established
a very high protected income level, $6,000 per year for a family of (our in 1966.
(By July 1991, 25 years later, 13 States with medically needy programs had not
reached this level.) It was projected that up to 45 percent of the State’s
population in 1966 could have potentially qualified for Medicaid coverage.”

Congress responded in 1967 by limiting medically needy eligibility. States
that chose to cover the medically needy were required to set upper income limits
no greater than 133 1/3 perecent of the maximum payment for a family of the
same size under AFDC. This meant that States could not expand Medicaid
eligibility without expanding their cash assistance programs as well.

"The OBRA 89 established s demonstration project under which up to four
States are permitted to extend Medicaid to low-income individuals and families
not meeting categorical requirements.

#US. Congress. Senate. Commitlee on Finance. Social Security

Amendments of 1965, (Report to accompany H.R. 6675.) Senate Repori No. 404

89th Cong., 1st Sess., June 30, 1965. Washington, GPO, 1965. p. 85.

¥Stevens, Robert, and Rosemary Stevens. Welfare Medicine in America.
New York, Free Press, 1974. p. 86, 92. The protected income level is the
amount of countable income a medically needy l'mmly roay retain after spendmg
any excess on medical bille.
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The Social Security Amendments of 1967 (P L. 90-248) included two other
key changes in Medicaid. First, the law established the EPSDT progzram in
conjunction with other, non-Medicsid initiatives to improve child health.
Second, the law provided that Medicaid beneficiaries had to be permitted to
obtain covered services from any qualified provider “who undertakes to provide
[the bLeneficiary] such services” Under the pre-Medicaid vendor ‘payment
programs, a State could contract with specific providers, sush as clinics or
bospitals, to serve as the sources of care for public assistance recipients. As
enacted in 1965, Medicaid continued to allow States the option of making direct
arrangements for bieneficiaries’ care. The new "ireedotn-oi-choice™ reguiremunt
megnt that States could no longer establish separate systems of care for
Medicaid beneficiaries. Instead, Medicaid would allow Jow-income citizens to use
providers of their choice, to enter the mainstream of American health care.
(Whether they could actually do so depended on whether providers were
prepared to participate in the program, an issue to be discussed further below.)

Even in the earliest years of the program, some States were already
finding Medicaid a strain on State budgets and began 1o consider restrictions i in

- eligibility.or. benefits. . They were. briefly. prevented-.from dolng: so “b5'a

Secretarial ruling that ‘States could not reduce coverage under an already
approved State plan. This ruling was reversed by Congressz in 1969. Congress
also delayed, and in 1972 repealed, the provision of the original 1965 legislat)'on
requiring States to progreas steadily towarde comprehensive Medizaid coverage.
Early expectations for the program had heen iowered, and Staies undertook a
variety of cost containment efforts, including henefit limitations, reguirements
for prior authorization of services, and reductions in payment levels. Some
States also began contracting with HMOs ar similar entities to provide coverage
on a prepaid basis to beneficiaries who agreed to obtain all services through the
organization.

Congress also took steps in the early 1976s to control spending under both
Medicare and Medicaid; many of these measures were joint initiatives afferting
both programs. Professiona) Standards Review Organizations (PSROs, the
predecessors of today's peer review organizations, or PROs) were established to
monitar inpatient utilization, and States were required ta develop their own
systems for monitoring nursing home care, In response to the view that growth
in the supply of medical facilities was fueling health care demand, States were
required to develop health planning programs, which were supposed to limit
unnecessary expansion of hospitals and N¥s. Start-up funds were authorized
for new HMOQs, in the hope of achieving savings for bath private purchasers and
public programs. These early cost contral efforis had mixed results. PSROs had
little impact on utilization, while State health planning programs had some
euccess in controtling the growth in nursing howme beds. Federal funding
promoted rapid growth in the HMO industry, but few of the new entities were
prepared (o accept Medicaid beneficiaries.

Even as it undertook these early cost containment initiatives, Congress’
added new optional Medicaid services that were to have a significant impact on
program spending in the years ahead. Amendments in 1971 and 1972 allowed
States to cover care in ICFs, ICFs/MR and, for beneficiaries under age 22, in
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