MEDICARE BUDGET RECONCILIATION CONFERENCE AGREEMENT

Savings

No CBO scoring table is yet available. However, the agreement appears to
closely track the House bill in its savings provisions with one exception: health plans
contracting with Medicare in. 1996 would receive an 8% increase in payments over 1995
levels, rather than the 5.3% increase in 1996 called for in the House bill. Presumably
this higher payment is paid for through higher savings under the so-called “fail-safe"
rate-of-growth limit on payments to fee-for-service providers.

Under the House bill savings would have broken down as follows:

Approximate Savings
(7-year total, in billions)

Reductions in payments to health plans $34
Fraud and abuse 3
Part A payment reductions (mainly hospitals) 68
Part B payment reductions (doctors, labs, etc.) 55
Part B premium increases 47
Income-relate Part B premium 7
Parts A and B payment reductions

(mainly home health) 23
“Fail-safe” rate-of-growth limit 33

TOTAL $270

Medicare "Plus"

The provisions providing for payments to additional types of health plans are
similar to those included in the House-passed bill. The Secretary would contract with
health insurance plans, with Provider Service Organizations (PSOs), with Taft-Hartley
plans, and with Association plans. Health insurance plans could include indemnity fee-
for-service plans as well as managed care plans such as HMOs. Plans would be
required to be licensed under State laws, except that PSOs could apply to the
Secretary for a waiver of this requirement if the State attempted to impose
unreasonable standards or falled to act on a licensure appllcatlon fromaPSOina -
timely manner.



As under the House bill, all state-licensed insurers, HMOs, and other health
plans would be "considered to meet" the Federal standards during the initial year of
operation. Association and Taft-Hartley plans are not required to be organized and
licensed under State law

The bill appears to preclude health plans from charging Medicare beneficiaries
any additional premium for the basic Medicare benefit package. However, staff have
indicated that the bill is supposed to allow heaith plans to charge an additional premium
for the basic package if the price of the benefits exceeds Medicare's contribution.

Payments to health plans would be based initially upon 100% of the current
AAPCC rates inflated by specific annual percentages set forth in the bill which, other
than an 8% growth rate for 1996, are derived from the percentage growth allowed
Medicare under the budget resolution. Payments in each county would be further
modified by blending the county-specific rate with an input-price adjusted national rate
on a phased in basis which would start in 1996 at 10% national, 90% county-specific
and reach 30% national, 70% county-specific in 2000. A floor would be set for
payments of $300 per month in 1996 and $350 in 1997, inflated by the national growth
rate in subsequent years. A minimum growth rate of 2% would also be established.

Balance billing.--As under the House-passed bill beneficiaries who received
services under a Medicare plus plan from providers who did not have a contract with
the plan would not be protected by Medicare's balance billing limits. This would occur
with all services in a fee-for-service plan or with out-of-network services in a point-of-
service plan.

Anti-trust.--The bill provides partial anti-trust protection to provigers establishing
PSOs.

Medical Savings Accounts.--Medical savings accounts are included in the
conference agreement. Individuals would be allowed to disenroll from MSA high-

deductible plans every 12 months, thus exacerbating the risk selection dangers of
MSAs

ProPAC and PhysPRC.--As under the House-passed bill, ProPAC and
PhysPRC are abolished and replaced with a single Medicare Payment Review
Commission.



Part B Preamium and Other Beneflclary Payment Changes

As under the House-passed bill, the Part B premium would be established at
31.5% of Part B expenditures. All receipts from the higher Part B premium would be
deposited into the Part A Trust Fund. In addition, higher-income beneficiaries would
begin paying higher premiums at $50,000 per individual/$90,000 per couple and would
pay 100% of the Part B premium at $100,000 individual/$150,000 per couple.

Fraud and Abuse Provisions

The conference agreement would apply Medicare and Medicaid's anti-fraud and
abuse provisions virtually to all payers and would establish new Federal criminal
sanctions against health fraud and abuse. The Conference agreement goes another
step beyond the House provisions for mandatory spending for the Inspector General
and for Medicare "Integrity” by providing for mandatory spending for the FBIl. The
conference agreement makes transfer of assets in order to qualify for Medicaid a
Federal offense.

Standard of proof for civil money penalties.—As in the House-passed bill, the
conference agreement raises the standard of proof for the government to impose a civil
money penalty.

Physician self-referral.—The conference agreement includes the House-passed
provision which removes all prohibitions against physicians referring patients to entities
with which they have a compensation arrangement. Radiation therapy services,
durable medical equipment, prosthetics and orthotics, home health services, outpatient
prescription drugs, and inpatient and outpatient hospital services are removed from the
list of services to which the self-referral ban applies. Ambulatory surgical services,
renal dialysis facilities, hospices, and comprehensive outpatient rehabilitation facilities
are exempted from the self-referral ban, Changes enacted in 1993 could not be
implemented until regulations are promulgated.

Part A Payments

Hospital payments.—Hospital updates have been reduced by two percentage
points in each of the next seven years

“High Medicare™ hospitals.—Payments are increased by 0.5 percentage points
in 1996 and by 0.3 percentage points in 1997 from what they would otherwise be
for hospitals with a high proportion of Medicare patients

Indirect Medical education.--The IME adjustment is reduced to 5.0 percentage
points between 1996 and 2001.




Disproportionate share adjustment.--The DSH adjustment is reduced 30
percent between 1996 and 1999

Part B Payments

Physician payments.—A single conversion factor is established which has the
effect of reducing surgeon payments substantially while assuring that other
physicians will not receive a negative update

Other Part B services.-- Payments for clinical laboratory services, ambulatory
surgery, durable medical equipment and ambulance services are frozen for
seven years '

Graduate Madical Education

As in the House-passed bill, a Graduate Medical Education Trust Fund financed
by general revenue would be established. Receipts to the fund would equal $13.5
billion over the next seven years. Provisions ending funding for non-U.S. cmzen
residents have been deleted.

“Fail-safe” Rate of Growth Limit

As under the House-passed bill, a "fail-safe" rate-of-growth limit would be
imposed on fee-for-service payments. Because of higher payments to health plans in
1996 and other changes, this provision will produce more savings than under the
House-passed bill.



SUMMARY OF MAJOR MEDICARE PROVISIONS

$270 billion over 7 years

$270 billlon over 7 years

FY 97, $200.0 B; FY 98, $217.1; FY 99, $228.4; FY
2000, $246.4; FY 2001, $265.5; FY 2002, $288.0

FY 96, $193.3 B; FY 97, $206.5 B; FY 98, $219.7;
FY 99, $233.5; FY 2000, $249.6; FY 2001,
$266.9; FY 2002, $285.6

Failsafe:

Reduces payment ratas automatically if target
alloimenis are projecied to be exceeded.

® Operales on a sactor-by-sector basis.

® Lookback mechanism further adjusis payments
rates if secloral expendilures two years
previously deviated from sectoral fargets.

Applies only to Med!care fee-for-servica

BELT:

Reduces payment rates automatically If targel
allotments are projecied to ba excaeded.

® Operates through aggregate cap.

® No lookback mechanlam.

Applies only to Medlicare fee-lor-service

DRAFT 10/27/85 HCFA/OLIGA

Medicare fee-for-sorvice or "MedicarePlus® **

Maedicare jee-lor-service or-"Medicare Choice”

» MediSave: High deduciible plan In conjunclion
with medical savings account (MSA) (maximum
deductible $10,000, indexed)

® High-deductible plan In conjunction with
Medicare Cholce Accounts (minimum
deductible $3,000 per year; maximum coast
sharing $6000).

» Coordinated care plans (HMO,POS,PPO)

® Similar

@ Unlon, Assoclation, or Taft-Harlley plana

» Unlon, agssoclation, or Taft-Hartley plans

® Private fee-for-service ptan

» Provider service network (PSN)

o Similar
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All beneficlaries entitied to Part A and enrolled in
Parnt B are eligible ta enroll in a MedicaiePlus
plan, including ESAD beneficiaries.

All beneficiaries entitled to Part A and enroNed
in Part B are oligible to enroll In a Cholce plan,
excepl those with ESRD.

Enrofiment process established by Secretary and
conducted by plans. Annual open emrollment
period.

Same, excep! Secrefary conducts enroliment
process.

Traditonal Medicare If beneficlary does not etect
an option

Same plan from year to year unless beneliciary
electa to change

Same

Same

Dwiing annual apen enrollmemt period or “for
cause"

Same, excepl Secretary conducts disenroliment
process by notifying Medicare Cholice plan.

90-day free-look period; must stay in MSA for 12
months

a0-day free-look period for all Med. Cholce
optlions; must give 12 month notice befare
disensalling from MSA. ...

Office in HHS separale from HCFA

No provision

DRAFT 10/27/95 HCFA/OLIGA

MedicarePins plane (excopt MSAs) must have a
contract with the Secretary. Contracts would be
for one year and automatically renewable.

The Secretary may audit and inspact?, and may
invoke Intermedlate sanctions or terminatlon for
fallure o meel terms.

All Medicare Chaice plans must have contract
with the Secrotary.

Same

Secrelary {through contracts) to dlaseminate
informatian on covaerage apliona to beneficiaries

diatribute thelr own marketing materials If the

Similar, excepl Medicare Cholce plana can
y
meet certaln requirements.
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Current Medicare benefit package, except MSA

Same, except plans may offer additional
services (unless these addilions wili
substaniially discourage enroliment).

If Medicare payment exceeds the adjusted
community rate, plans mus! provide additional
benefits, cash rebates (up to the amount of the
Part B premium) ar a combination, in value equal
to the diifference.

1§ Medicare paymant is less than plan premium,
the plan could charge enrollees the difference.
Plana could also charge a promlum for benefis In
excess of thase provided under the adjusted
community rate.

if Medicars payment exceeds plan premium,
beneficiary can recealve 75% of diffarence in
cash (25% goas lo HI Trust Fund); 100% in
supplemental benefits; or 100% deposited in a
MSA (even If the beneficlary is not in a high-
deductible plan).

If Medicare payment ia fess than plan premium,
the beneficlary is responsible.

DRAFT 10/27/95 HCFA/OLIGA

NAIC would develop standards for MedicarePlus
plans (excep(ihose noted below); the Secratary
would lssue regulations based on NAIC's
standards (If consistent with the statute). States
could cerlify and enforce If thelr processas
approved by Secretary.

Secs. of HHS and Lebor would eatablish
standards, certify, and enforce for union and Taft-
Hardley plans.

The Secretary would establish standards (by
9/1/986), certify, and enforce for PSNa.

Preempts State laws governing MedicarePlus
plans.

States license all plans (except unlon, Taft-
Hartley, assoclation plans}), but the Secretary
shalt establieh a temporary ceriification
process, which sunsets and can be used only
under fimited conditions. The Secretary shall
esalablish standards for solvency and quality
agsurance.
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'Coalition Principles for Reconciliation Bill

L. 'I'he deficit reduction glide path should be enforced by a mechamsm that forces
Congress and the President to take action if the deficit is higher than pro,]ectmns A
strong enforcement component is critical if changes are made in economic assumptions
or ;ftax cuts are included in the package.

2, ‘l'ba deficit should decline each year on a reasonable glide path toward balance in
2002 ‘The deficit should not increase in any year.

3, Any tax cuts enacted up front should be fully offset by the elimination of corporate
subsidies in the tax code. Any additional tax cuts should be contingent on the budget

aohxevmg lower deficit levels as a result of the cconomy performing better than pmjecwd
by CBO.

4. The reconciliation bill should include a correction in the Consumer Price Index in
order to spread the burden of deficit reduction in a fair manner.

5. The welfare reform provisions should provide sufficient funding to meet the work
requirements to move individuals off of welfare and into work without placing an
unfunded mandate or undue restrictions on the states and should guarantee child care
assistance to individuals who need child care to move off of welfare and into work,

6. The basic guarantees of coverage under Medicatd should be preserved with a

- reasonable rate of growth. The Qualified Medicare Beneficiary Program should be
-maintained. Basic standards for Medicaid coverage and the floor on payments to

hospitals should be preserved.

7. The discretionary spending levels should provide room for sufficient funding for

mvestments in health care, education programs and economic development.

8. The reconciliation bill should provide a sustainable rate of growth in Medicare
spending that is comparable to private sector growth. Payments to hospitals should not
be cut by more than $60(?) billion.

9. The budget should not require reductions in student loan programs .

10. Agricultural programs should not be asked to make unreasonable reductions that

undermine agricultural policy and harm the intemational competitiveness of U.S.

"agriculture.



Issues about Reconciliation Alternative
Medicare
1 Doestheadmmmtrauonluveagmemlposmonontheproposalbyﬂ\emortlwkepubhms
to mcpand cboice in Medicare?

2. Does tbe admlmstntmn have any specific concerns about the provisions ex'pandmg choice in the
COﬂIﬁOﬂ altermtlve .

3 Whlchspeclﬁc provisions in the Coalition alternative reducing the rate of growth in Medicare does
thoadnﬂmstmnonhavethegmatmoomnw:th? Which areas are cut too much?

Medlcald

l Is the overall approach in the Coalition alternative on recongiliation consustent with the President’s
positlon (exclusive of the savmgs level)?

2 Does the administration have concerns with any of the specific Medicaid provisions in the Coalition
altematwe?

3 Are there additional Medicaid reforms that were assumed in the President’s budget that were nat in
the Coalition alternative?

Discretionary

l Whatareﬂ:eadmnnstrauon spnontmw:tlundweuonaryspmdmg. Is there a list of proposed
discretionary spending by fanction or appropriations subcommittee based on the President’s June
budget?

| Wdfare

1L Does the administration object to the total welfare savings in the Coalition alternative?

2. Arethereanyadcﬁhonalwdfamreformsnvmgs@mtheCodmmwbsummatﬂwadnﬁnis&aﬁm
mpports?

The President’s June budget proposed $21 billion in food stamp savings, $3.5 billion higher than
in the Coalition alternative. What (if any) specific savings were assumed in the President’s plan
to achieve the higher level of savings that were not in_the Coalition plan.

Whatpohcm(:fany)areassv.unedmthesn Sb:lhonmsavmgsoversevmyearsﬁum“caxh

assistance” in the President’s June budget. How much of the savings is from SSI and how much
from AFDC.



3. Would the administration accept the food stamp savings in the Senate bill in a final welfare reform
bxll? e

4 Docs tbo administration object to any of the specific welfare reform pm\nstons in the Coalition
welfare rcﬁorm bill?

Imlusxon of welfare beneﬁts in taxable income
Reapphcauon requirement for SSI

S Would the administration object to the proposal that was in the original Coalition reconciliation
alternative requiring the Secretary of HHS to narrow the standards for SST eligibility based on mental
impairments to place less emphasis on factors such as ability to concentrate, persistence and pace of
work performance and ability to tolcrate increased mental demand from high pressure work?

6 Wlm does the administration support regarding benefits to non-citizens?

Is the language from the Deal substitute on immigration (which was mcorporated in the
Coalition reconciliation alternative) still the official administration position on immigration?

Would the administration support the Senate language on immigration if it was modified to

address the concems mentioned in Director Rivlin (allow immigrants to receive benefits upon
receiving citizenship, eliminate provisions requiring sponsors to have income of greater than 200
percent of poverty, exempt immigrants who become disabled after entering the country from the
denial of SSI, eliminate provisions applicable to discretionary programs, student loans, Social

Services Block Grants, and elementary and secondary education, adopt exemptions from the
House bill or Deal substitute and modify provisions relating to Medicaid)?

Enforeement / Budget process reform

1 pom the administration support the concept of providing enforcement which forces Congress and the
Pmddent to take action if the deficit exceeds specified targets?

2 Does the administration have any views on the specific deficit enforcement provisions in the Coalition
budget"

3 Does the administration have a position on the other budget process reforms in the Coalition
llternat!ve?

" Extending PAYGO window to ten years
Eliminating inflation adjustient for discretionary caps (included in Republican bill)

Providing the President with line item veto authority for fiscal year 1996.




