
AGENDA 

April 11, 1995 


I. Internal Policy Development Discussion 

• Medicare Trust Fund 
a. Hearing update 
b. White House Conference on Aging correlation 

• Deficit Reduction 
a. Administration's Position on size and scope 

• Medicare 
a. Savings options being reviewed 
b. Managed care 
c. Prescription drugllongterm care issues 


Medicaid 

a. Tennessee _update 
b. Block grants vs. alternatives 


Administration Response to Republican Cuts 
• 
a. Review of updated talking points.on MedicareIMedicaid 

Administration Views on Reform • 
a. Misdirected and confusing signals 
b. "Pols" vs. Policy Wonks 
c. Recent POTUS comments 
d. New policy options: tobacco tax increase/tax credits 

II. 	 Update on Governors 

Dean Requesting Briefing on Block Grants and Alternatives • 

• Entitlement with Flexibility Options that Achieve and Don't Achieve Savings 

III. White House Conference on Aging 

• POTUS Speech: Should it Include any New Initiatives such as Managed Care?' 

• Mammography event update 

IV. Regulatory Reform Update 
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HEALTH CARE QUESTIONS 

HowlDo we define what "in the context of reform" means? 

Assuming we have a broad definition, should we have a proposal ready to go? 

Should a goal of significant deficit reduction be included -in our definition and, if so, 
what number should we be shooting ' for? 

We have said that we think the Medicare Trust Fund insolvency issue should be dealt 
with in the context of reform. Should we come to an internal agreement about what is 
our goal vis avis strengthening trust fund (e.g., is it extending insolvency date several 
years or long-term)? NOTE: Not even the most significant Medicare cuts 
currently under consideration by some Republicans ($300 billion plus over 7 years 
with a 5% cap on growth) extend the insolvency date beyond 2010. 

'. 	 What position should the President stake out on Medicare in his May 3rd White House 
Conference on Aging speech? Should he have an agenda beyond simply opposing 
deepand arbitrary cuts outside context of reform? How should he talk about the Trust 
Fund issue? NOTE: It will coincide with two major Congressional hearings on the 
Trust Fund issue: Finance/April 26th; Ways and MeanslMay 3rd. 

Should the President respond to desires by AARP, GHAA, the business community 
'and others and announce his own Medicare managed care proposal? Note: We have' 
a proposal almost ready, which provides for broadened managed care choices, but does' 
not produce short-term savings. (This would illustrate that we want to expand in this 
area and show we think there is potential for long-term savings, but would smoke out 
Republicans on how they achieve savings in their managed care proposal.) 

How do we position ourselves on the Medicaid issue? There are many options: 

Develop a' proposal that provides for state flexibility, but for little/no savings 

and uses Medicaid as program for possible expansions. 

Develop a proposal that provides for state flexiblility, but produces some 

savings -- perhaps through DSH savings or per capita cap. 

Oppose changes that reduce coverage. 

Oppose changes that eliminate the entitlement nature of program. 

Oppose block grant approach~s. 


Oppose cuts on basis of magnitude. 




AGENDA: AprillZ, 1995 

I. Precipitating, Events Requiring Administration Attention 

• 	 Senate and House Budget Resolution Mark-Ups (Late AprillEarly May) 

• 	 Senate and House Hearings on Medicare Trust Fund (Same timeframe) 

• 	 White House Conference on Aging (May 2-5) 

II. 	 Fundamental Questions 

• 	 We have said that we think the Medicare Trust Fund insolvency and deficit 
reduction issues should be dealt with in the context of reform. We will be 
under increasingly intense pressure. particularly from the media elite and the 
Republicans. to be able to respond to the following questions: 

Do we define what "in the context of reform" means? If so, how? 

What is our position vis a vis strengthening trust fund 
(e.g., is it extending insolvency date several years or long-term)? 
NOTE: Not even the most s'ignificant Medicare cuts .currently under 
consideration by some Republicans ($300 billion plus over 7 years with 
a 5% cap on growth) extend the insolvency date beyond 2010. 

Should a goal of significant deficit reduction be included in our 
definition and. jf so, what number should we be shooting for? 

Should we have a proposal ready to go in response to the Republican
passed budget resolution? 

III. 	 Questions Relating to Budget Resolution, 'Hearings, and Conference on Aging 

• 	 Whether we have the answers to the above questions or not, we need to be 
prepared for these upcoming high profile events, To do so, we need to answer 
the following questions: 

Do we need to send signals to the Hill that Admmistration is serious on 
the deficit reduction issue and sincerely b~lieves it can be achieved in 
context of reform? (To address concerns of potential of large numbers 
of Democratic defections,) 



Do Trustees (Rubin, Shalala, Reich, Vladeck) testify? If so, which ones 
and what do they say? 

What position should the President stake out on Medicare in his May 
3rd White House Conference on Aging speech? Should he have an 
agenda beyond simply opposing deep and arbitrary cuts outside context 
of reform? 

Should the President respond to desires by AARP, GHAA, the business 
community and others and announce his own· Medicare managed care 
proposal? 

IV. 	 Medicaid 

• 	 How do we position ourselves on the Medicaid issue? We do not believe it is 
possible to obtain the magnitude of cuts the Republicans are now discussing 
without an accompanying loss in coverage. There are many options: 

Develop a proposal that provides for state flexibility, but for little/no 

savings and uses Medicaid as program for possible expansions. 

Develop a proposal that provides for state flexibility, but produces some 

savings ~- perhaps through DSH savings or per capita cap. 

Oppose changes that reduce coverage. 

Oppose changes that eliminate the entitlement nature of program. 

Oppose block grant approaches. 

Oppose cuts on basis of magnitude. 


v. 	 Distribute Draft Talking Points for Review/Comment 



i-

RNC TALKING POINTS 
SAVING MEDICARE: BILL CLINTON TAKES A HIKE 

April 7, 1995 

Medicare provides an important source of health security 
for 32 million of our nation's senior citizens and four 
million disabled persons. But Medicare spending has been 
rising 10-11% a year~ and if'costs·continueto soar, 
everyone will have to pay more: beneficiaries, taxpayers 
and businesses. If we don't act by the year 2002, the 
Medicare portion of FICA taxes for everyone will have 
to be raised 125% from their currentlevel--that's $725 
more on a $40,000 salary, and senior citizens.will face 
a 300% increase in annual premiums (Source: 1994 Social 
Security Trustees Report). 

Last year, in their annual report, the Social Security 
and Medicare Board of Trustees projected that the Part 
A Trust Fund will be broke <by the ye.ar 2001. The 
Trustees, who included Secretary Reich, Secretary 
Shalala and then-Secretary Bentsen, concluded: . 

"The Federal Hospital Insurance Trust Fund, which 

pays inpatient hospital expenses, will be able to pay 

benefits for only about seven years .and is severely 

out of financial balance in the long range. If 


Today, the trustees told Congress that the 
Medicar.e trust fund will go bankrupt by the year 
2002. Despite the fact they added another year to 
the forecast, the trustees called the iong-term 
outlook for Medicare Ifextremely unfavorable" and 
recommended "prompt, effectlve·and decisive action" 
to save the fund from insolvency. A similar call 
.to action was issued last year by the Bipartisan 
Commission on Entitlement and Tax Reform headed 
up by Sen. Bob Kerrey (D-Neb.) and former Sen. 
John Danforth (R-Mo.). 

Unfortunately, despite the recommendation of this 
presidential commission and his own cabinet 
officials, Bill Clinton has failed to act on 
Medicare. His FY 96 budget proposed no 

solution to the problem, saying it would have to 
wait for health care reform. But shQrt of admitting 
in his·State of the Union Address that his government-run 
health care proposal had been a.mistake .(lfI know that 
l~st year, as the evidence indicates, we bit off more 
than we could chew"), Clinton has not advanced a 
health care proposal this year. 

, . 



Bill Gli~ton has basically decided tO,take a hike on 
Medicare and the whole issue of balancing the federal 
budget. Clinton'sFY 96 budget contains $200 billion 
deficits every year as far as the eye can see, adding 
$1 trillion of new debt to the trillions we already owe. 
-Apparently he's content to stick his head in the sanq 
and leave these problems up to our children, who will 
be forced to pay enormous taxes as a result of his 
procrastination. 

Republicans believe we owe it to our senior citizens 

to save Medicare from bankruptcy, and we owe it to our 

children not to saddle their futures with our debt. 

In the corning months we will address the problems of' 

Medicare and present our plan to give the country a 

baianced'budget by the year 2002. If Bill Clinton 

is not going to lead, Republicans will. 




· . 

o Simpson and .K~rrey to approaCh health care Issue through Medicare and Medicaid reform. During 
wQrk on the budget reconcilic:lI.ion bill·· scheduled to begin when Congress returns Irom the Easter recess 
•• Republican Sen. AI Simpson and Democratic Sen. Bob Kerrey inlend to work together on fOllr separate 
bills aimed at reforming Medic..'u8 and Medicaid. Simpson and Kerrey plan 10 collaborate with Sen. Pp.ie 
Domenici on one of lhe proposals. which would creale block grants for stat~ governments 10 administer 
Ihair own M"dicare and MediC'..aid systems. according 10 ~n aide close to th~ issue. liBasic~lIy. you would 
have ac..';{pitated granl going to each of the states based on their Medicaid-eligible population and Ihe 
Medicara~ligibla population that sled for il. And then people would gel a voucher they wolild use to buy 
thai ~'mounl 01 hp..allh insurance," the source said. adding. "The belief is that if you transform the 
dynamic;s nf tha .health r:ara market. you slow soma of Ihe axcess health care CO$t inflation. And tha 
grants would be capilaled, so they wouldn't grow as quiCkly a$ Medicare and Medicaid have grown in 
r€canl years under IMir automatic pilot !Jysl~m5." Pointing out that health care costs rise fast.ar them 
mosl olhar r.ost!J. the ~Ollr('..e said,"Wa would take Ihat ex-cess health r..are cost inflation and give Ihe . 
grow1h of the voucher crdditlor aboullwo-thirds of that. In other words, what you're saying is the value 
of the vouchers will grow over time in such a way thai if these reforms eliminated. say, one-third of tha 
exira r:ostln!lalion in hl!allh care, Ihe vouchers would be: equally valuCible in the year 2030 as they are 
InrJ:w, II Arldp.rJ the 501lrc~: 1

11£1 Iha worst case scencuio, if you did nothing 10 slow down health c('tre. 
inU2\tinn by moving 10 (\ voucher system. then they'd slill be worth ~boul 88°/0 what they are today. in 
h~rms .~f hr,w lar the heCllth care dollar would go in the year 2030. Bul of course. we ex.pecllhe voucher' 
would p.v~n h.~t;t')ma more v<\luable (jvp,r lima because we expect the dynamics would be chRnged in such 
a way Ih::d :'I slgnific::Inl pt'lrlion.of heallh (',(Ira hyperinfiatirln would ba p,limin<'l\ed." . 

B~lnr~ lh~ vouch'H legi~I~lion is.introducad, hOWt3Vf'H. Simpson <lnd Kerrey DI.:ln 10 put forward Ihree 
·olh~r r.)lorm (iroposals. "0ne·wou1d be hik.ing up Medicare's eligibility age 10 comport wilh Ihfll of Soci~1 
Security. W.3'1I gradually shift it up 1070 Over Iha cour.se of 20 years in the nexl centurY,1I a Simpson Aide 
5.:1ld. Cldrling: "Annlh~r onl3 wOlild index tha premiums so Ihey stCty al a constant percenli'l9'" 01 pmgr(!m 
cosls. which thtly (jon't. now. The new costs a(l; alway!!) thrllston Ih8 IClJ.payer and never on the recipient. 
ThiS Wl)util IWII ka.:p It con"I,:ml." . 

SlInpr;c'll' .~nd Ktlrrt'Jy Will nr"pOS6 th~ change in i'!hgibilit yagt3 first, and Ihen follow !h"ll~gislC\lic.n with 
rt bill In ;'1M;1I1~;I"SII! Nl¥lic~r~ mcipiAnt<;. Unc1er Pi'lr1 B. Ihfl fed8r~1 G.,vernmen\currf3nlly r>ay~ for 75% 
~'th~! prtltnillm l(jr M,)(liC;:lrtl. Sim[)son and Kerr~y wouln require individuals with incomes of $.10,000 Clnrl 
t:nllpll~:i rn.';"II"'J $40.000 10 P.1Y lor 30% 01 Ihair [irAmiums. while individuals making $60.000 and cou[)l~s 
hnn:-lu10 "' :;: 1:0.000 wOllkl bt3 r·~qllir~d 10 p~y 80°10. 

The indexing measure will likely be Inlroduced along wilh the means-testing bill. According to CI 

ataffer working on Ihe legislation: liThe vOllcher is the mostcomplicated and it's furthest down the line, 
bul we plan to move all of this in budget reconcilialion." 

http:pt'lrlion.of
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THE WHITE HpUSE 

Office of the Press Secretary 
(Dallas, Texas) 

For Immediate' Release April 7,' 199-5
EXCERPTS FROM' 

REMARKS BY THE PRESrpENT 
TO THE AMERICAN SOCIBTY OF NEWSPAPER EDITORS 

LoeW8 Anatole Hotal 

Dallas, Texas 


Heal th care!' , In the' State of the Union I !Iaid I had 
learn~d th~t I bit off more tha~ I couidche~ last year and we 
have to reform health care' a step 'at a time. But I hav'm't 
forgotten the need to reform health care. Everybody Kn>ws,' we 
still have ~roblems. It costs too ~uch; there are a lot of 
people who have 'inadequate coverage; there are a lot of peo~le 
who have n6 covara~e at all; and there are millibns of !~erican~ 
wh6 could 10,a thaircoverage at any time. 

50 I callan Rep~blican5 to join'me in takLng, this 
onest~p at a time, beginning ~ith things the majority )f them , 
have long endorsed: First, making benefit~ portable so you don't 
lose your heal thcare when you change jobs;' 8econ~, re<[Uiring 
coverage for famili~B with apreexiefing condition 80 tle ~hole 
family doesn't lose heal th care' just because there's be:m one 
sick child. ' 

I Baw' a couple from Delaware on the stree:: in' 
Washington a couple of months ago when I was taking my log ~- the 
best-looking family you ever saw; 'l'pe young man and wO:llan looked 
to be in their late '30s; they bad five children. Thei " fourth 
bhild had a birth defect·and he was ~ small businessman -- no~e 
of them had any health in'surance. That's ari intolerabl:! 
situation, in this country, and we shquldn't' put ,up wit:, it .. 

The third thing we ought. tO'do is to establ.ish 
voluntary pools, such as those established in Florida a:ldmany 
other states which· allow small busines.ses and self-emp !.oyedI 

people to buy health care on·the same.terms ast~oseof UB lIho 
work for government or big corporations can buy it I to :;lUt some 
competitive power pehind their need. 

The" fourth thing we should do is ~o expand home care 
for the elderly, so that familias ~ho are struggling to keep 
their elderly parents and grandparents at h9me in a mor} 
independent living setting have Bome alternative before putting 
them into a nursing horne. when it will almost certainly:ost the 
government much, much more money~ , 

And, finally, we ought tO,do our best in tle way of 
coverage to help families keep their coverage whan theY're 
unemployed for an extended period of time. And we shouLd do all 
this within the '~ontext of a determination to h01d down the costs 
of health care -- still the biggest problem for most Am~ricdne. 
We can do this without a tax increase and while working to bring 
the deficit down. We have bee~ working very hard on thlS. The 
numbers clearly ,make that apparent.· 



THE WHITE HOUSE 

office of the Press Secretary 
(Sacramento, California) 

For Immediate Release April 8, 1995 
EXCERPTS FROM 

REMARKS BY THE PRESIDENT 
TO CALIFORNIA DEMOCRATIC PARTY 

Convention Center . 
Sacramento, California 

Now, I also ask for your support for three other 
things. They are unfinished agenda from the New Covenant that 
ran on. One is, we1ve go~ to do something about health care. 
(Applause.) Now, I am well aware that by the time the.interest 
groups and our political adversaries g~t through spend1ng 5300 
billion to tell the American people how lousy my ideas were, 
reverse plastiC surgery had been per~ormed on them. (Laughter.) 
And I am well aware of the fact that the .American people believe 
that I bit off more than I co~ld chew in the b~ll I sent to 
congress last yea~. 

But I also have not forgotten the fact that we got 
over 1 million letters, Hillary and I did, from people who had 
heartbreaking problems, that there are people every year who have 
to give up more and more coverage because of the cost of health 
care, that there are millions of people who don't have any health 
insurance, that we ~re the only wealthy country in the entire 
world where there's a smaller percentage of people today with 
health insUrance. than people who had it 10 years ago; Nobody 

. else has this problem; only ui, because we refuse to deal with 

it. 


Sq let's take it. one step at a time. Let's say, you 
cannot lose your health insurance when you change jobs. Lei's 
make the benefits portable. (Applause.) Let's say that a family 
ought to be able to get health insurance even if somebody in the 
family has been sick .. Preexisting conditions preventing people 
from getting health insurance is wrong. Let's say that every 
state ought to have a huge pool where. all small business peopte 
and farmers and self-employed people can buy health insurance 
from the same price as those of us who work for government or big 
corporations can buy it. (Applause.) 

And let's expand home care for the elderly and the 
disabled, so that they don't have to spend themselves into 
poverty and go into a nursing home to get any ~ecent care .. We 
can afford to do this. (Applause. ) . 

My fellow Americans, we can afford to do this 
without raising taxes ~~d without expanding the deficit~ while 
lowering the deficit. We cando these things. So let's ask them 
to do it. And let's do two more things. Let's ask the 
Republican~ to start acting like Republicans used to act and join 
wi th us as Democrats and raise the minimum wage. (Applause. ) 

I 



DRAFT,EFFECTs OF CAPPING MEDICAID 

IMPACT OF CUTS 

'Medicaid is a safety net for over 35 billion mothers and children, the elderly, • 
and people with disabilities. 

.. , About 60% of Medicaid spending is for elderly and disabled people. 
(This includes both long-term care and acute care spending .) 

• 	 Republicans have proposed (through the use of a block grant with a 5% cap on 
growth) to cut federal Medicaid funding by more than $190 billion between now 
and 2002 a 30% cut in 2002 alone. 

• 	 Though the Republicans claim that all they are doing is providing added 
flexibility to states, what they are really doing is cutting $190 billion in critical 
health care services. 

Managed care savings cannot offset even a small portion of these cuts. Even • 
under optimistic assumptions, managed care could produce only about $10 
billion in savings between now and 2002. The remaining $180 billion in cuts 
proposed by the Republicans would have to come from deep cuts in payments to 
health care providers, benefits and eligibility. 

Finding the remaining $180 billion in Medicaid cuts without cutting provider • 
fees which are already much lower than in the private sector would require. 
massive reductions in health coverage and services. The number 'of uninsured 
Americans, currently about 40 million, would increase substantially. 

To illustrate the types of cuts that states would have to make, cutting $180 billion through a 
combination of benefit and coverage reductions would require: ' 

.. 	 Elimination of coverage for prescription drugs, dental care, and 
personal care services by 2002, and 

.. 	 Elimination of Medicaid coverage for more than 13 million kids or 
for more than 2 million elderly or disabled people. ". 

Even these dramatic figures probably understate the true level of cuts under the • 
Republican proposals, since states, like the federal government, are looking to 
spend les's on Medicaid, not more. Under Republican block ,grant proposals, the 
states could save money only if they cut more than $190 billion out of Medicaid. 



VARIATION ACROSS STATES· . 	 . 

An across-the-board 5% cap on Medicaid spending does not recognize • 
significant differences across states, leaving some states even harder hit than 
thes.e numbers suggest. . . 

Growth rates vary significantly across states and over time in a given 
state. Across states, variation results from differences in population, 
regiona~ medical costs, enrollment patterns, and service mix. Over 
time, a state's growth rate can change because of recession or other 
economic factors. 

When a recession occurs in a state, the number of people without 
work who qualify for Medicaid can rise dramatically, increasing 
program costs. With a cap on federal Medicaid payments, states 
would bear this burden. 

.. 	 Ironically, states with the most efficient programs are most penalized 
by a 5% cip -because it is hardest for them to find additional 
savings. 

.. . Retirement states with large numbers of elderly residents would bear 
adisproportionate burden as the population ages. 

A new analysis of Medicaid block grants conducted by the Urban Institute for• 
the Kaiser Commission on .the Future of Medicaid finds that a 5% cap on the 
growth of federal Medicaid payments would cost states over $167 billion 
between 1996 and 2002. [Note: This estimate is about $25 billion less than the 
CBO baseline estimate]. 

New York, California, Texas, Florida and Ohio would lose the 
largest amounts. New York would lose $18.5 billion, California over 
$14 billion, Texas almost $11 billion, Florida $9.5 billion, and Ohio 
over $7 billion. 

States in the South and Mountain regions would have the biggest 
percentage reductions in federal payments. Reductions during the 
period would average over 20% instates such as Florida, Georgia, 
Arkansas, Colorado, Montana, West Virginia and North Carolina. 

NO EVIDENCE THAT THIS LEVEL OF GROWTH IS ACHIEVABLE WITHOUT 
SEVERE CUTS 

Republicans claim that managed care can generate enormous savings. • 
But, there is no evidence that managed care alone can achieve the 
level of cuts they are proposing. 



States already are aggressively pursuing managed care, but the 
populations 	for whom care can readily be managed children and 
AFDC adults account for less than one-third of total Medicaid 
spending. 	 And, over one-third of these recipients already are in 
managed care. . 

Applying managed care techniques to the services typically used by 
the elderly and disabled (such as long-term care) is largely untried, 
making the potential for savings hard to predict. 

• 	 The potential for managed care savings also varies tremendously across states. 
States that have already applied ~anaged care broadly will be less able to 

. achieve additional savings. 	 In rural states, where HMO coverage is not readily 
available even in the private sector, efficient managed care is not a real option. 

• 	 Some may point to low Medicaid growth rates iIi certain states as evidence that 
a 5% cap on growth is achievable.' . 

~ 	 While a few states may be able to hold growth down to 5% for a 
few years, no state has demonstrated the ability to sustain such a low 
growth rate for any significant period of time. 

~ 	 Since 1992, 19 states have applied for state-wide health reform 
demonstration waivers from the Department of Health and Human 
Services. Under these waivers, states are able to change their 
Medicaid programs to increase efficiency and expand coverage. No 
state has projected an annual growth rate over the period at or below 
5%. . 

• 	 Republicans justify these cuts by claiming that Medicaid spending is out of 
control, but the facts show otherwise. The truth is that both the Congressional 
Budget Office and the Administration project that Medicaid spending per person 
will grow no faster than health insurance spending in the private sector. 
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EFFECTS 	OF REPUBLICAN MEDICARE CUTS 

Republicans have proposed to cut Medicare funding by $300 billion between 
now and .2002 -..:. a 24% cut in 2002 alone. 

, . 	 , 

Medicare managed care cannot produce the magnitude of savings being proposed 
by the Republicans. For example, Senator Gregg predicts that managed care 
could save $35 - $45 billion between 1996 and 2000, although there is no 
evidence that managed care can produce Medicare savings of this magnitude. 
But even this overly optimistic projection produces less than, one-third of the 
cuts being proposed by Republicans. 

~ Claims that substantial savings can be achieved through Medicare 
managed actually rely on capping federal contributions or on 
charging beneficiaries more to stay in fee-for-service Medicare. 

~ CBO testified in January that expanding enrollment in managed care 
plans under the current system would be unlikely to reduce federal 
costs, and that the necessary changes to the existing payment system 
would be "difficult to specify." . 

Even with an improved payment methodology, the savings to 
Medicare would be only small percentage of cuts being prQposed by 
Republicans. ' 

. Even if the level of savings suggested by Senator, Gregg' (extended through 
2002) for Medicare managed care could be realized, the proposed cuts would 
have serious impacts on beneficiaries and providers. If the remaining cuts were 
allocated so that beneficiaries bore 50% of the burden and health care providers 
bore the remaining 50%: 

~ 	 Elderly and disabled beneficiaries who were enrolled in Medicare 
between 1996 and 2002 would have to pay about $2,980 more for 
Medicare. In .2002 alone, they would be required to pay about $775 
more. 

In 2002 alone, a $32 billion cut in Medicare payments to hospitals, 
physicians and other health care providers would be needed. 

Cuts of this magnitude would cause serious financial distress to the nation's 
medical system. Hospitals and other providers would still bear the growing 
burden of uncompensated care. 

There are now 40 million uninsured Americans, and this number will 
continue to grow. 



These unprecedented Medicare cuts, ,combined with the growing uncompensated • 
care burden, will force providers to shift costs to business. And because their 
disadvantage in the insurance market, small business will bear the brunt of this 
cost shift. ' 

.. 	 Republicans are talking about combined Medicare and Medicaid cuts 
of almost $500 billion dollars -- and, by necessity, a substantial 

, portion of the cuts will come from payments to health care providers. 
Providers, in tum, will try to offset, these cuts by raising their rates 
for private patients. Even if only one-quarter of these cuts are 
passed on to private payers, businesses and families will be forced to 
pay $125 billion more for health care petween now and 2002. 

• Reducing Medicare payments would disproportionately harm, rural hospitals. 

.. 	 Nearly 10 million Medicare beneficiaries (25% of the total) live in 
rural America where there is often only a single hospital in their 
county. These rural hospitals tend to be small and to 'primarily serve 
Medicare patients. 

.. 	 Significant reductions in Medicare revenues will cause many of these 
hospitals, which already are in financial distress, to close or to tum 
to local taxpayers to increase what are often substantial local 
subsidies. 

.. 	 Rural residents are more likely than urban residents to be uninsured, 
so offsetting the effects of Medicare cuts by shifting costs to private 
payers is more difficult for small rural hospitals. 

Rural hospitals are often the largest employer in their communiti,es; 
closing these hospitals will result in job loss and physicians leaving 
these communities. ' 

In the last Congress, bills sponsored by both Republicans and Democrats ' • 
contained large Medicare cuts. However, unlike current Republican proposals, 
the bills last year reinvested their savings into the health care system through 
subsidies to expand insurance coverage. Reinvesting the savings would have 
reduced the uncompensated care burden on providers and businesses and 
mitigated many of the adverse effects of Medicare cuts. 

Despite the current rhetoric, Medicare expenditure growth, is comparable to the • 
growth in private health insurance. 

Under Adm~nistration estimates, Medicare spending per person is 
projected to grow over the next five years at about the same rate as , 
private health insurance spending. Under CBO estimates, Medicare 
spending per person is projected to grow only about 1% faster than 
private health insurance. ' ' 

So, unless Medicare can control costs substantially better than the 
private sector, beneficiaries and providers would be forced to 
shoulder the burden of the huge cuts being proposed by 'Republicans. 
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For Immediate' Release April 7 I 199-5
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Dallas, Texas 


Health care: In the' state of the Union I 'laid I had 
learned that I bit off more than'I cQuldchew last year and we 
have fo ~eform health care'a step 'at a time. But I hav~n't 
forgotten the need to reform health care. Everybody ltn)w~ we 
still have problems. It costs foo much; th~re are a lot of 
people who have inadequate coveragei there are a lot of people 
who have n6 coverage at all; and there are millions of!~erlcans 
wh6 could lose their coverage at any time. 

so I call on RepUblicans to join me in tak:.ng this 
one step at a time, beginning with things the majority )f them 
have long endorsed: First, making benefits portable so you' don't 
lose your health care when you,'chlinge jobs: . 8econp-,re[Uiring 
coverage-for families with a preexisting condition ad, tle Whole 
family doesn't lose'health care just because there's be~n.one 
sick child. 

I saw a couple from Delaware on the stree: in 
washington a couple of months a~o when I was tak1ng my jO~ ~- the 
best-looking family you ever saw. 'I'he yc;>ung man and wOllan looked 
to be in their late '30B; they had five children. Thei~ fOUrth 
6b11d had a birth defect·and he was a smail businessman -- none' 
of them had any health insurance.. That's ali intol.erabl, 
situation'in this country, and we shquldn't' put up wit I it .. 

The th1rd thing we ought. to do is to estab 1.1sh 
voluntary. pools 1 such aB those established in' Florida Iud many 
other states, whi~hallow small businesses and s~l£-employed 
people to buy health care on the same.terms as those of us ....ho 
work for government or 'big corporations can buy it, to)ut some 
competitive power behind their need. . . , 	 . 

. The fourth thing we should do is to expand homa care 
for the elderly, so that families who ar~ struggling to keep 
their elderly parents and grandparents at h9me in a mor~ 
independent living setting have some alternative before putting 
them into a nursing home when it will almost certainly :OBt the 
government mucb, much more money, ' 

And, finally, we ought to do our best in t Ie way of 
coverage to help families keep their coverage when they're 
unemployed for an extended per10d of time. And we shouLd do all 
this within the 'context of a determination to hold down the cOBta 

of health care -- DtUl the biggest problem for most AmI ric;ms, 
We can do this without a tax increase and while working to bring 
the deficit down. We have been working very hard Ion thJs, The 
numbers clearly make that apparent. 	 . 
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Now, I also ask for ·your support for three other 
things. They ~re unfinish~d agenda from the New Covenant that 
ran on. One is~ we've got io do something about health care. 
(Applause.) Now, I am well aware that by the time the.interest 
groups and our political adversaries g~t through spendlng $300 
billion to tell the American people how lousy my ideas were, 
reverse plastic surgery had been performed on them. (Laughter.) 
And I am well aware of the fact that the American people believe 
thai I bit off more than I could chew in the bill I ~ent to 
congress last year. 

But I also have not forgotten the fact that we got 
over 1 million letters, Hillary and I did, from people who had 
heartbreaking problems, that there are people every year who have 
to give up more and more cove~age because of the cost of health 
care, that there are millions of people who don't have any health 
insurance, that we are the only wealthy country in the entire 
world where there's a smaller percentage of people today with 
health insurance than people who had it 10 years ago. Nobody 
else has this problem; only us, because we refuse to deal with 
it. 

So let's take it one step at a time. Let's say, you 
cannot lose your health insuiance when you change job~. Let~s 
make the benefits portable. (Applause.) Let's say that a family 
ought to be able to get health insurance even if somebody in the 
family has been sick. Preexisting conditions preventing people 
from getting health insurance is wrong. Let's say that every 
state ought to have a huge pool where all small business people 
and farmers and self-employed people can buy health insurance 
from the same price as those ·of us who work for government or big 
corporations can buy it. (Appl ause.) . . 

And let's expand home care for the elderly and the 
disabled, so that they don't have to spend themselves into 
poverty and. go into a riursing home to get any decent care. We 
can af ford to do this. (Applause. ) 

My fellow Americans, we can afford to do this 
without raising taxes and without expanding the deficit, whlle 
lowering the deficit. We can do these things. So let's ask them 
to do It. And let's do two more things. Let's ask the 
Republicans to start acting like Republicans used to act and join 
with us as Democrats and raise the minimum wage. (Applause.) 

I 
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21-Apr-1995 04:35pm 

TO: 	 (See Below) 

FROM: 	 Stacey L. Rubin 
Domestic Policy Council 

SUBJECT: 	 HEALTH CARE MEETING WITH POTUS 

There will be a health care strategy meeting with .the President on 
Thursday, April 27 from 5:00 pm to 6:00 pm in the Cabinet Room. 
This is a principals plus one meeting. Participants include: 

Vice President 
Mrs. Clinton 
Mrs. Gore 
Secretary Rubin 
Secretary Reich 
Secretary Shalala 
Leon Panetta 
Erskine Bowles 
Harold Ickes 
Carol Rasco 
Laura Tyson 
Pat Griffin 
George Stephanopoulos 
Mark Gearan 
Mike McCurry 
Alice Rivlin 
Ira Magaziner 
Jack Quinn 
Joe Stiglitz 

If you have any questions, please contact Stacey Rubin at 
456-5585. 

Distribution: 

TO: Patti Solis 
TO: Margaret A. Williams 
TO: Nicole R. Rabner 
TO: Sara Grote 
TO: Cynthia L. Gire 
TO: Skila S. Harris 
TO: FAX (9219-7659,Katherine Jayne) 
TO: FAX (9622-0073, Linda McLaughlin) 
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FAX (9690-6166,Secretary Shalala) 
Julie E. Demeo 
Valerie M. Owens 
Jennifer N. Palmieri 
John C. Angell 
Erin A. O'Connor 
Janet Murguia 
Heather Beckel 
Denise Ricketson 
Erin C. Kelly 
Gene B. Sperling 
Paul A. Deegan 
William A. Galston 
Kimberly M. Ross 
Christopher C. Jennings 
Jennifer L. Klein 
Nancy-Ann E. Min 
FAX (9456-7044,Kim Tilley) 
FAX (9395-6958,Joe Stiglitz) 
FAX (9395-6958,Mark Mazur) 
Lorraine McHugh 
Julia Moffett 
FAX (9690-7383,Judy Feder) 
FAX (9219-5526,Meredith Miller) 
Steven A. Cohen 
John O. Sutton 
Julia R. Green 
Pamela B. Madaris 
FAX (9622-2633,Nancy) 
FAX (9690-6262,Bruce Vladeck/Reina) 
FAX (9456-2878,Dena Weinstein) 
James I. Blount 
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STATUS REPORT) 

Update ,on PDlicy OptiDnS DevelDpment: 

Medicare: 

Impact Analysis ,of Medicare Cuts Finalized 
Reviewing Acceptable Medicare Savings PropDsals 
Medicare Managed Care PropDsal NDW Available 

) 

Medicaid: 

Impact Analysis ,of Medicaid Cuts Finalized 
DevelDping Medicaid CDverage ExpansiDn OptiDns 
Finalizing Medicaid Flexibility OptiDns (in Dr ,out ,of refDrm) 

CDntext fDr porus Briefing 

Health care cDverage and costs still a problem 
Stress that neither Medicare savings nor deficit reductiDn can be achieved 
,outside the cDntext ,of health refDrm. 
Defining AdministratiDn's visiDn ,of health care in new environment 

Need DirectiDn ,on the FDllDwing for porus Meeting: 

Medicare: 

RDle ,of Managed ,Care in Public Statements 
Trust Fund PDsitiDning Debate 
Acceptable 'Level ,of Savings 

Medicaid: 

Specific vs .. General DiscussiDn 

Budget InteractiDn: 

PresentatiDn ,of Impact ,of Savings ,on Deficit 

Other Health RefDrm Initiatives: Wherellf Placed in PresentatiDn 
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PROPOSED MEDICARE MANAGED CARE INITIATIVE 


HHS's approach to expanding and improving Medicare managed care 
options involves four elements that are interrelated: 

• 	 Expanding the type~'of managed care options available to 

Medicare beneficiaries and the types of organizations: 

offering managed care products: ' 


• 	 Improving the Average Adjusted Per Capita Costs (AAPCC) 

payment m~thddology and developing alternatives: 


Fostering continuous improvement in health plan quality: and 

• 	 Making Medicare beneficiaries more, informed about managed 

care. 


Our strategy is aimed 'at improving current options and offering 
new options through high-quality, private managed care plans that 
meet beneficiaries' needs and ,which are paid fairly. 

EXPANDING OPTIONS AND EXPANDING TYPES OF CONTRACTING 
ORGANIZATIONS 

Background - Currently, 74 percent of Medicare beneficiaries have 
access to a managed care ,plan and 9 percent of Medicare 
beneficiaries have chosen to enroll in a managed care option 
,(entities with risk or cost contracts and Medicare SELECT plans). 
This 9 percent figure does not include beneficiaries who have 
supplemental coverage through a managed care plan as retirees. 

'1994 was a year of impressive growth in Medicare managed care 
with double digit increases both in plan enrollment and the 
number of plans participating in the program. ' Plan enrollment 
increased by 16 percent. We now have 11 counties where 40 
percent or more of our beneficiaries are enrolled in managed 
care, an additional 30 counties with enrollment between 30 and 40 
percent, and more than 44 ,counties with enrollment between 20 and 
30 percent. 

More important for future enrollment growth is the number of' 
contracts with managed care plans. In 1994, the number of our ~ 
Medicare managed care plans increased by 20 percent. Many of 
these new contracts are in regions beyond those that 
traditionally have had a strong Medicare managed care presence. 
In our Philadelphia region, the number of contracts increased 
from 6 to 16 and in" 'the Boston region contracts increased from 4 

, to 9. 	 ' 

Although managed care in Medicare is strong and growing" we need 
to do more to expaild options so that Medicare beneficiaries will 
have the same range of choices as are available to commercial 
enrollees. 
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Initiatives 

o 	 Preferred Provider Organizations. Legislation will be 
proposed to allow Preferred Provider organizations (PPOs) to 
contract with Medicare on a risk or a new partial. risk basis 
(described below under Improved Payment Methodology). 
Examples of the types of entities that could contract;under 
this new authority include commercial PPOs that: 

• 	 Operate as indemnity insurers--that is, they do· not 
assume full risk for the provision of services (they 
have premium margins to recover losses, or the premium 
is adjusted to recover the losses); 

• 	 Share 'risk with an employer or. otl:ler entity (other than 
its providers)iand/or 

• 	 Have a network of· providers, but the full·range of 
services are not available in plan, or, though there is 
a full range of services available through the network, . 
enrollees do not necessarily obtain services 
"primarily" in plan. 

Beneficiaries choosing to enroll with a PPO would 
automatically receive a self~referral option (SRO) under· 
which any and all Medicare benefits could be obtained OUt7 
of-plan subject to standard Medicare cost-sharing. (See . 
HCFA-96/71) 

o Self-Referral Option~ HHS is currently developing 
guidelines ,.under existing statutory authority, for current 
.risk contractor to offer SRO with implementation anticipated 
by 1996. The SRO would be similar to "point-of-service" 

. plans that HMOs offer in the commercial marketplace. In 
contrast to the PPO option, the HMO-based SRO would be 
optional for both plans and enrollees. Plans would not have 
to offer such a benefit but if they did it would be as an 
optional ·benefit.. Plans would have flexibility .on the" 

.design of ·the SRO; however, all Medicare-covered services 
would have to continue to be available and accessible in
network·forall enrollees. 

o 	 Integrated Delivery Systems. HHS is also planning to. use 
its demonstration authority to explore the possibilities of. 
contracting ona risk or partial risk basis with integrated 
delivery systems (e.g., hospital-physician organizations) 
that are not already HMOs or that could not meet the PPC 
requirements. Preliminary discussions are already underway 
with a number of such systems. 

2 
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IMPROVED PAYMENT METHODOLOGY AND ALTERNATIVE METHODOLOGIES 

Background - The current payment methodology for risk 
contractors, the adjusted average per capita cost (AAPCC) 
methodology, is often viewed as a flawed methodology•. There is 
no adjustment for health status, and payments vary from area to 
area in ways that do not reflect variation in HMO costs across 
areas. The rates are derived through a complex computation . 
method that has been controversial in and of "itself, but the 
methodology is not necessarily inaccurate in what it is intended 
to accomplish (which is to p~edict fee-for~service costs on a 
county-by-county basis). 

For Medicare to benefit from an expansion of managed care, 
significant improvements are needed in the way that Medicare pays 
plans. Managed care currently costs the Medicare program rather 
than achieving savings. HHS evaluations have suggested that 
Medicare pays 5.7 percent more for every enrollee in managed care 
than would have been paid if the beneficiary had stayed in fee-
for-service. The reason for this is that plans attract the 
healthier members of the ~edicare population whose health care 
costs are lower and a workable health status adjustor is 
currently not available. 

Initiatives 

o 	 Risk Adjusters. For the past decade, HHS has been a leader 
in supporting research to develop health status adjusters 
for risk payments. Current research efforts should produce 
health status adjusters that can be used on a pilot or . 
demonstra~ion basis as early as 1996. HHS has also 
undertaken a demonstration project in wh1ch we are working 
collaboratively with participating HMOs in Seattle to 
develop a high.-cost outlier pool risk-adjustment mechanism~ 

'0 Competitive Pricing. As a potential alternative.to the 
AAPCC, legislative authority will be sought to demonstrate 
using competitive pricing for rate-setting. In such a 

.methodology, Medicare payments to'plans would be based on a 
bidding process whereby competition among participating 
plans would determine payment levels (within certain 
limits)~ As part of the. demonstration, beneficiaries would 
receive unbiased comparative information about plans. The 
demonstration payment methodology would be the only payment 
option available to Medicare managed care plans in the 
demonstration areas. (See HCFA-96/61) . 

o 	 Alternative Payment Demonstrations. HHS has entered into 
discussions with Kaiser to develop a demonstration of an 
alternative .risk payment methodology based on rates 
established by competition in the commercial (non-Medicare) 
marketplace. Rates offered to commercial accounts would be 

3 
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adjusted for the Medicare benefit package and the higher 
risk of serving Medicare enrollees. In addition to this 
potential demonstrat~on with Kaiser, HHS will soon issue a 
broad solicitation for demonst+ations of alternative payment 
methodologies' and risk sharing arrangements. 

o 	 Partial Risk. Under another ,legislative proposal, the 
current archaic cost contracting options would be replaced 
with'a partial risk methodology. Under this approach, plans 
would be paid on a fee for service basis minus a withhold 
for the provision of services to enrollees. Total payments, 
at the end of the year would be compared with a target, 
initially set at 95 percent of the AAPCC. 

+If total payments were less than the target, the plan 
would receive half of the difference • 

. + 	 If total payments exceeded the target, the plan would 
receive half of that amount. However, Medicare 
payments could not exceed 100 percent of the.AAPCC. 
(See 	HCFA-96/72) 

o 	 AAPCC Technical Changes. Finally, HHS is working with the 

HMO industry to explore their technical concerns with the 

AAPCC methodology, e.g., MSA, rather than county-based, 

rates. . 


FOSTERING CONTINUOUS IMPROVEMENT IN 'HEALTH PLAN QUALITY 

Background - Monitoring quality of care for risk plans is 

especially important since capitation provides financial 


.	incentives to I imit medical car'e. HHS monitors the qual i ty of 
care· provided by Medicare managed care plans through a variety of 
methods ~-. complaint monitoring, appeals monitoring, site visits, 
disenrollment data and external review by Peer Review 
organiza~ions (PROs). 

PROs monitor quality by conducting medical record reviews for a 

sample of Medicare beneficiaries enrolled in the managed care 

plan. This approach can be confrontational and-does not give 

plans insights into systemic problems in the delivery of care. 

It also does little to help guide them to make fundamental 

improvements in care. 


Initiatives 

o 	 Cooperative Improvement Projects. HHS is moving away from 
medical record review and towards the development of 
performance indicators and cooperative improvem~nt projects 
between the PROs and risk plans. 

o 	 Performance Indicators. For example, HHS plans to pilot 

./ 4 
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test a set of performance indicators 'developed by the 
Delmarva Foundation in several risk plans. Based on the 
perf6rmance 'indicators, the PRO and the risk plans will work 
cooperatively to develop an appropriate quality improvement 
plans. In a complimentary project, HHS also plans to begin 
collaborating with the National committee on Quality 
Assurance (NCQA) to expand HEDIS to include performance 
indicators relevant to the Medicare population. ; 

o 	 Encounter Data. Quality assurance sy~tems utilizing 
performance indicators requires that managed ca~e plans 
collect comparable, encounter data. However, ,due to the 
nature of capitation, most managed care plans do not collect 

'this 	data~ HHS plans to convene'public and private 
purchaser~ of health care services and managed Care plans to 
discuss issues regarding the collection of encounter data. 

INFORMATION\ENROLLMENT 

Currently, Medicare beneficiaries do not have the information 
needed to make an informed choice about available managed care 
and Medigap options. Even if information were available, 
comparisons are complicated by varying benefit packages in 
managed care plans and the use of diffe+ent premium rating 
methodologies by Medigap insurers. ,Limited open enrollment for 
,Medigap further complicates choices. 

While Medigap insurers are only required to offer a one-time open 
enrollment period, Medicare managed care plans are required to 
offer an annual,open enrollment period of at least 30 days to all 
Medicare beneficiaries living in the service area. As a result, 
beneficiaries who enroll in managed care , pl?J,ns (and stay enrolled 
through their Medigap open enrollment period) lose their 
opportunity to purchase the Medigap plan of their choice. 

Initiatives 

o 	 Consumer Information. As part of the competitive pricing 
.demonstrationdescrib~d above HHS will be 'exploring how best 
to communicate to beneficiaries their available managed care 
and Medigap choices. 

o 	 Level Playing Field. Under a legislative proposal,'the 
current limited open enrollment for Medigap plans would be 
expanded to the requirement that currently applies to risk 
and cost contractors. Medigapplans would have to be open 
to all Medicare beneficiaries for a thirty day period every 
year. This provision should reduce the~reluctance of 
Medicare beneficiaries to enroll in managed care options 
since they would not be giving up what is essentially a.one
time option to select the Medigap plan of their choice. (See 

, HCFA-96/70) 	 , 
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AGENDA FOR HEALTH CARE MEETING WITH THE PRESIDENT 

April 27, 1995 

I. 	 Where Republicans Now Stand On Health Policy: Medicare and Medicaid Cuts 

• 	 Deficit and tax reduction targets require unprecedented Medicare'and Medicaid 
cuts 

• 	 Republicans extremely nerVous about public perception of cuts -- particularly 
Medicare 

• 	 Republicans seeking cover from us 

•. 	 Republicans taking actions to pressure us 

IT. Where Administration Stands on Health Policy: Medicare and Medicaid 

• 	 Did not include new MedicarelMedicaid in budget 

• 	 Have taken position that we oppose health care cuts outside context of broader 
reform 

ITI. 	 Where Administration May Be Vulnerable 

• 	 Critique that we fall far short on need for deficit reduction and for 
strengthening the Medicare Trust Fund 

• 	 Omission of health care makes significant inroads on these problems 
impossible 

• 	 Conversely, because the Administration's language on what we are for and 
against has been fairly general to date (i.e., insurance reform, purchasing 
cooperatives, and some long-term care), we may have set the bar too low and 
have inadvertently made it too easy for Republicans to claim a deal is. at hand. 



IV. How Could We Respond and What Do We Want To Do? 

Presentation of revised sources and uses table, which includes the deficit line • 
and the likely Republican health cuts 

Discussion about desired levels of health care re-investment and defiCit • 
reduction 

• 	 Discussion of strategic positioning with regard to savings/reform proposals 

• 	 Presentation of illustrative examples 

V. 	 Define Health Care Message for Senate Retreat,U pcoming Hearings, and White 
House Conference. on Aging 

Discuss message options • 

. Specific message recommendations will be provided to help focus discussion • 



Chart 1 
Fiscal Years, Billions of Dollars 

5 Years 
1996·2000 

7 Years 
1996-2002· 

10 Years ·11 
1996~1. 

Frozen CBOBaseline (Assuming Domenici Discretionary Freeze) 619.0 1,078.0 Not Available 

Republi~an MedicarelMedicaid Savings ($250 bilJ$160 bU.) 
As percent of Frozen CBO Baseline 

207.6 

33.5% 

.414.8 

38.5% 

·925.1 

•• Medicare savings 128.3 250.1 550.4 . 

•• Medicaid savings 79.3. 164.7 374.8 

Moderated Republican Medicare Savings Proposals 
.. Beneficiaries 
•• Providers 
•• Receipts 
•• Medicare managed care 
Total Medicare Savings 

21 

31 

15.2 

39.1 - 54.5 

7.1 

7.7 

69.1· 84.5 

\ 

25.1 

70.9 - 102.3 . 

9.9 . 

13.6 

119.5 - 150.9 

45.0 

136.1 - 209.2 

13.5 

25.9 

220.5 - 293.6 

Medieiaid 
•• Disproportionate Share Hospital Payment Reform 
•• State Flexibility 

•• Medicaid managed care 
•• Boren Amendment reform 

41 

16.0 22.3 

1.2 

24.0 - 34.4 38.0 - 56.1 

4.5 to.8 
Possible savings, but not scoreable. 

Possible Republican Revenue Proposals 
... I 
.. II 
.. III 

22.2 

49.4 

61.8 

33.9 

69.5 

87.0 

.50.9 

98.9 

123.8 

Total Sources of Funds with: 
•• No Revenue Proposals 
,. Revenue Proposals 

86.3 - 108.0 

108.5 - 1'69.8 

148.0 - 189.8 

181.9 - 276.8 

269.3 - 360.5 

320.2 - 484.3 



Footnotes for Possible Sources of Funds Table 

! 	 ' 
11 	 Current services deficit. Deficit projections beyond 2000 are not public. 

21 	 Includes income-related Part B premium which can also be considered a receipt proposaL 

31 	 Any proposal that increases enrollment without altering the current Medicare managed 
care payment system would be scored by CBO as an additional cost to the Medicare 
program (because Medicare risk HMOs experience favorable selection). The 
Administration is developing a proposal modifying the current Medicare managed care 
program. If no changes are made to current payment method, the proposal could be 
scored as a cost. Alternatively, the proposal could be crafted to be budget neutral or to 
produce savings. The savings estimate on this chart should be considered a placeholder. 
The pricing associated with this provision reflects the proposals to impose floors and 
ceilings for Part B HMO payments and to eliminate IME, GME, and DSH payments from 
theAAPCC. 

41 	 Most optimistic assumption for estimating Medicaid managed care savings. 

April 27, 1995 (I 2:08pm) 



Chart 2 
. Fiscal Years, Billions of Dollars 

, 
5 Years 

1996-2000 
7 Years 

1996-2002 
10 Years 

1996-2005 

Total Sources of Funds with: 
. .;- No Revenue Proposals . 

.;.- Revenue Proposals 
86.3 ·108.0 

108.5· 169.8 

·148.0· 189.8 

181.9·276.8 

269.3 ·360.5 

320.2 • 484.3 

Subsidy Programs 
-- Kids only (133 % - 240 % ) 
-- Temporarily unemployed only (100% -.240%) . 

Tax Credits 

Medicaid Investment Fund 2J 

Long-term Care Program 
-- Capped entitlement to states 
-- Long-term Care Tax Changes 

Public Health Service Expansion 

Self-employed Tax Deduction Phased to 100% . 

21.9 

16.9 

? 

44.5 

6,2 

3.0 

1.4 

4.6 

34.8 

28.6 

? 

68.2· 

9.7 

5.1 

2.0 

8.4 

56.6 

50.1 

?. 
107.0 

15.4 

9.2 

3.0 

15.7 

I 

Note that coverage expansions are not mutually exclusive and can be cOmbined. For example, subsidy program 
. can include subsidies for kids and temporarily-unemployed. 

1/ Current services deficit. Deficit projections beyond 2000 are not public. 
2J Funding for Medicaid Investment Fund dependent upon Revenue I and savings from Medicaid DSH payment 

reform. Scope of coverage expansion can be broad or limited, for example, to kids only. 
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FOR ILLUSTRATIVE PURPOSES ONLY 


Initiatives 

MEDICAID INVESTMENT FUND 

SELF-EMPWYED TAX DEDUCTION PHASED-IN TO 100% 

WNG TERM CARE INITIATIVES 

Sources of Funds 

,REPUBLICAN REVENUE I OPTION 

MEDICAID MANAGED CARE 

MEDICAID DSH (HIGH OPTION) 

~ 

MODERATED ~PUBLICAN MEDICARE & MANAGED CARE SAVINGS (HIGH OPTION) 

Medicaid Investment Fund 
Self....Employed Tax Deduction 
Long Tenn Care Initiatives 

TOTAL COSTS:* 

Republican Revenue I Option 
Medicaid Managed Care 
Medicaid DSH (High Option) 
Republican Medicare & Managed Care Savings 

(High Option) 

TOTAL FINANCING:* 


NET SAVINGSIDEFICIT IMPACT:' 
PERCENTAGE OF CBO DEFICIT: 

·FOR DISCUSSION ,PURPOSES ONLY 

1226-200Q 1226-2002 
445 68.2 

4.6 8.4 
9.2 14.8 

$ 58.3 91.4 

22.2 33.9 
1.2 4.5 

22.3 34.4 
84.5 150.9 

$130.2 223.7 

$71.9 132.3 
12% 12% 

Cost and Savings Estimates Not Prepared by HHS and Treasury 
, Revenue Estimates Not Prepared by Treasury 

Interactive Effects of Proposals Not Included 
Dollars in billions 

1226 -200,5 
107.0 

15.7 
24.6 

147.3 

50.9 
10.8 
56.1 

293.6 

411.4 

264.1 
N/A 

</!', 
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FOR ILLUSTRATIVE PURPOSES ONLY 

lnitfutives 

. KIDS' PROGRAM (UP TO 240% OF POVERTY) 

TEMPORARILY UNEMPLOYED PROGRAM (UP TO 240% OF . POVERTY) 


SELF-EMPLOYED TAX DEDUcrION PHASED-IN TO 100% 


LONG TERM CARE INITIATIVES 


PUBLIC HEALTH INVESTMENT 


Sources of Funds 

REP1JJ;J.~ICAN REVENUE II OPTION 


MEDICAID MANAGED CARE 


MEDICAID DSH (HIGH OPTION) 


MODERATED REPUBLICAN MEDICARE & MANAGED CARE SAVINGS (HIGH OPTION) 


Kids' + 
Temporarily Unemployed Programs 

Self-Employed Tax Deduction 
Long Term Care Initiatives 
Public Health Investment 

TOTAL COSTS,:* 

Republican Revenue II Option 
Medicaid Managed Care 
Medicaid DSH (Hjgh Option) 
Republican Medicare & Managed Care Savings 
(High Option) 

TOTAL FINANCING:* 

NET SAVINGS/DEFICIT IMPACT: 
PERCENTAGE OF CBO DEFICIT: 

*FOR DISCUSSION PURPOSES ONLY 

1226-200Q 1226-2002 1226 -200S 

36.7 60.0 101.1 
4.6 8.4 15.7 
9.2 14.8 24.6 
1.4 2.0 3.0' 

$ 51.9 85.2 144.4 

49.4 69.5 98.9 
1.2 4.5 10.8 

22.3 34.4 56.1 
84.5 150.9 293.6 

$157.4 259.3 459.4 

$105.5 174.1 315.0 
17% 16% N/A 

Cost and Savings Estimates Not Prepared by HHS arid Treasury 
Revenue Estimates Not Prepared ,by Treasury 
Interactive Effects of Proposals Not Included 
Dollars in billions 
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FOR ILLUSTRATIVE PURPOSES ONLY 

Initiatives 

TEMPORARILY UNEMPLOYED PROGRAM (UP TO 240% OF POVERTI')· 
. '. . . . . .' 
SELF..;.EMPLOYED TAXDEDUCTION PHASED-IN TO 100% 

Sources of Funds 

MEDICAID MANAGED CARE 


MEDICAID DSH (HIGH OPTION) 


MODERATED REPUBLICAN MEDICARE ~AVINGS (LOW OPTION) . 


]996-2000 
. Tempo.~·ari1y Unemployed 16.9 
Self-Employed Tax Deduction 4.6 

TOTAL COSTS:* $ 21.5 

Medicaid Managed Care 1.2. 
Medicaid DSH (High Option) 22.3 
Republican Medicare Savings (Low Option) 61.4 

TOTAL FINANCING:* . $84.9 

NET SAVINGSIDEFICIT IMPACf: . $63.4 
PERCENTAGE OF CBO DEFICIT: . 10% 

*FOR DISCUSSION PURPOSES ONLY 
Cost and Savings Estimates Not ~~pared by HHS and Treasury 
Revenue Estimates Not Prepared by Treasury 
Interactive Effects of Proposals Not Included 
Dollars in billions 

. ]996-2002 
28.6 
8.4 

37.0 

4.5 
34.4 

105.9 
144.8 

. 107.8 . 

10% 

. 1996 -2005 . 
50.1 . 
15.7 
65.8 

10.8 
56.1 

194.6 
261.5 

. 195.7 

N/A 



, OPTION IV 

FOR ILLUSTRATIVE PURPOSES ONLY 

Initiatives 

LONG TERM CARE INITIATIVES 

PUBLIC HEALTH INVESTMENT 

Sources of Funds 

MEDICAID MANAGED CARE 


MEQICAID DSH' (LOW OPTION) 


MODERATE REPUBLICAN MEDICARE ~'MANAGED CARE SAVINGS (HIGH OPTION) 


1996:"'2000 
Long Term Care Initiatives 9.2 
Public Health Investment 1.4 

TOTAL COSTS:>I< $10.6 

Medicaid Managed Care 1.2 

Medicaid DSH (Low Option) , 16.0 


, Moderated Republican 'Medicare & Managed Care 84.5 

Savings (High Option) 

TOTAL FINANCING: >I< $101.7 

NET SAVINGS/DEFICIT' IMPACT: $91.1 
PERCENTAGE OF CBO· DEFICIT: , 15% 

"'FOR DISCUSSION PURPOSES ONLY 
Cost and Savings Estimates Not Prepared by HHS and Treasury 
Revenue Estimates Not Prepared ,by Treasury , 
Interactive Effects of Proposals Not Included , 
Dollars in billions 

' 1996-2002 
14.8 
2.0 

16.8' 

4.5 
24.0 

150.9 

179.4 

162~6 

15% 

1996 -2005 
24.6 
3.0 

27.6 

10.8 
38.0 

293.6 

342.4 

314.8 
N/A 



White House Conference on Aging Speech . 

Message: As Medicare and Medicaid are being threatened by deep and arbitrary cuts 
proposed by Republicans, I am fighting to protect coverage, choice, quality and 
affordability for seniors. . 

Outline: 

Background on Medicare and Medicaid. Medicare and Medicaid have provided 
a safety net for our nation's elderly for 30 years. Today, Medicare covers 37 
million elderly and disabled Americans .. And, while most people think that 
Medicaid helps only low-income women and children, about two-thirds of Medicaid 
funds are spent on services for older Americans and people ·with disabilities. 

·These 	programs are an example of government that works. This year, as we 
celebrate the 30th anniversary of their passage, we must remember that: 

Medicare and Medicaid have . lifted millions of older Americans out of 
. poverty. Before Medicare, almost 30 percent of our nation's elderly lived in 
poverty -- as compared with 12 percent today. 

• 	 ~efore Medicare, about 45 percent of the elderly had no health insurance and .. 
even more were underinsured. For 30 years, Medicare has guaranteed health 
security to older Americans -- even as the number of uninsured in this 
country continues to rise. And Medicaid has helped middle class families 

.. 	 who have exhausted their savings to manage the overwhelming costs of 
nursing home care. 

The Need to Address Health Care Spending. But there are real problems in 
Medicare and Medicaid that need to be addressed. We cannot get a hold of the 
deficit without addressing growing health care entitlement spending. Over the next 
five years alone, almost 40 percent of the growth in' Federal spending will come 
from rising costs in Federal health care prograrris. They are growing faster than 
GDP, than overall inflation, than almost all other items of government spending. If 
we want to bring the deficit under control. and reduce the debt we bequeath to future 

. generations, we must address the growth in these progran1S. In. addition, the long
term solvency of the Medicare Trust Fund remains a problem. We must contain 
costs in these programs, but there is a right way and a wrong way to do so. 

The Wrong Way to Address Health.Care Spending. The wrong way is: 

• 	 To simply slash Medicare and Medicaid; 

To use these programs as a bank to pay for tax cuts for the wealthy; 



.. 

To go 	backward and reduce coverage; and 

• To make changes in Medicare that call for coercion over choice . 

The Republicans claim that they would increase choice by giving Medicare 
beneficiaries vouchers to buy insurance in the private market. In reality, , 
these vouchers would pay for only the low cost health plans in an area. Your 
choice would be simple: take" the cheapest plan or pay more. That's not 
choice, that's financial coercion. 

• 	 The Right Way to Address Health Care Spending. The right way is through 
health care reform. 

• 	 First, we nee,d to' build for our future and our childrens' futures by addressing 
the long:-term solvency of the Medicare Trust Fund. 

• 	 The Medicare Trust Fund is in better shape now than it appeared two 
years ago, because of the actions we' took in oui 1993 budget and 
because of the. strong 1994 economy. 

• 	 But, -as with Social Security, we need to make a bipartisan 
com:rilitment to keep Medicare sound and secure throughout the 21st 
century.- The Trustees have recommended that a bipartisan 
commission be appointed to review this problem thoroughly, and I am 
prepared to work with Congress to get the commission in place. . 

• 	 And as we consider changes to Medicare and Medicaid this year, we 
must ensure that any proposed change maintains coverage, choice, 
quality and affordability for beneficiaries. 

I will have a simple test for every proposal. I will ask: 

(1) 	 Coverage. Does it work toward our goal of expanding coverage or 
does it go backward and increase the number of uninsured Americans 
or take away services -- like the limited nursing and home care 
services now provided under Medicaid -- that Americans have now? 

(2) 	 Choice. Does it expand choice ~- so that Medicare beneficiaries have 
the range of choices (like managed care and preferred provider. plans) 
availaple in the private market -- or does -it financially coerce 
beneficiaries into managed care Plans? 

(3) _ . Quality. Will this proposal reform the Medicare and Medicaid 
programs to make them more etJicient without harming the delivery 
system, threatenIng quality and increasing cost shifting to small 
businesses? Or are these simply arbitrary and excessive cuts used to 
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pay for other priorities -- like tax cuts' for the wealthy? 

(4) 	 Affordability. Will this proposal increase costs for beneficiaries so 
much as to make Medicare unaffordable? 

• 	 We also can and should work toward guaranteeing health security to all 
Americans and containing costs for all families and businesses and for the 
. goverriment. 	 As I have said before, this year I believe we can take the first· 
steps. Congress has already passed legislation that will make insurance· more 
affordable for self-employed workers and their families. We can also: 

• 	 Reform the insurance market -- so that people don't lose their health 
insurance when they lose their job or change jobs or a family member 
falls ill, and so that small businesses can afford to buy insurance for 
their workers; 

• 	 Make coverage more affordable for working families; 

• 	 Help workers who lose their jobs keep their health insurance; 

• 	 Continue the start already made to level the playing field for the self
employed; and 

• 	 And help families provide long-term care for a sick parent or disabled 
child; That is why we support expanding state' administered home 
care services. And that is why we support tax clarifications for 
private long-term care insurance as well as consumer standards so that 
long-term care insurance policies are worth more than the paper they: 
are written on. 

• . 	 My Administration is also taking ·steps now to reform our health care system 
and to improve Federal health care programs .. We have cracked down on 
fraud and abuse and will increase these efforts through a new program I am 
announcing this week as part of our "Reinventing Government" proposal. . 
This is just one example of the ."right way" to reform our health programs. 
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EFFECTS OF REPUBLICAN MEDICARE CUTS 

MAGNITUDE OF THE PROPOSED CUTS 

.. 	 Republicans are considering proposals that would cut Medicare funding by $250 
billion between now and 2002 -- a 20% cut in 2002 alone. 

These cuts would mean that older and disabled Americans could pay more for 
health care, the health care delivery system would be threatened, rural Americans 
would lose access 'to needed services,and businesses would bear the burden of 
increased costs. 

BURDENS ON THE ELDERLY AND DISABLED, THE HEALTH CARE SYSTEM 
AND ON BUSINESSES 

Even if one assumes optimistic managed care savings and the • 
remaining cuts are allocated evenly between beneficiaries and health 
care providers: 

Elderly and disabled beneficiaries who were enrolled in Medicare 
between 1996 and 2002 would have to pay about $2,630 more for 
Medicare. 	 In 2002 alone, they would be required to pay about $680 
more. 	 . 

In 2002 alone, a $28 billion cut in Medicare payments to hospitals, 
physicians and other health care providers would be needed; 

Cuts of this magnitude would cause serious financial distress to the • 
nation's medical system. Hospitals and other providers would still 
bear the growing burden of uncompensated care. . 

There are now 40 million uninsured Americans, and this number will 
continue to grow, particularly in light of the Medicaid cuts being 
advocated by the Republicans. 

These unprecedented Medicare cuts, combined with the growing • 
uncompensated care burden, will force providers to shift costs to 
business. And because their disadvantage in the insurance market, 
small business will bear the brunt of this cost shift. 

• 	 Republicans are talking about combined Medicare and Medicaid cuts 
.between $400 billion and $500 billion dollars -- and, by necessity, a 
substantial portion of the cuts will come from payments to health 
care providers. Providers, in turn, will try to offset these cuts by . 
raising their rates for private patients. Even if only one-quarter, of 
these cuts are passed on to private payers, businesses and families 
will be 'forCed to pay between $100 billion and $125 billion more for 
health care between now and 2002. 

In the last Congress, bills sponsored by both Republicans and • 
Democrats contained large Medicare cuts. However, unlike current 
Republican proposals, the bills last year reinvested their savings into. 
the health care system. Reinvesting the savings would have reduced 
the uncompensated care burden on providers and businesses. 
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BURDEN ON RURAL AMERICA 


Reducing Medicare payments would disproportionately harm rural • 
hospitals. 

.. 	 Nearly 10 million Medicare beneficiaries (25% of the total) live in 
rural America where there is often only a siIigle hospital in their 
county. These rural hospitals tend to be small and serve large 
numbers of Medicare patients~ 

• 	 Significant reductions in Medicare revenues has great potential to 
cause a good number of these hospitals, which already are in 
financial distress, to close or to tum to local taxpayers to increase 
what are often already substantial local subsidies. 

Rural residents are more likely than urban residents to be uninsured, 
so offsetting the effects of Medicare cuts by shifting costs to private 
payers is more difficult for small rural hospitals. 

• 	 Rural hospitals are-often the largest employer in their communities; 
closing these hospitals will result in job loss and physicians leaving 
these communiHes. 

MANAGED CARE WON'T ACHIEVE SUBSTANTIAL SAVINGS UNLESS 
BENEFICIARIES ARE COERCED OUT OF FEE-FOR~SERVICE PLANS 

• 	 Medicare managed care cam:iot produce the magnitude of savings being 
suggested by the RepUblicans. Claims that substantial savings can be achieved 
through Medicare managed care actually rely on capping federal contributions or 
on charging beneficiaries more to stay in fee-for-service Medicare. 

.. . 	 Although Senator Gregg predicts that managed care could save $35' - $45 billion 
between 1996 and 2000, there is no evidence that managed care can produce 
Medicare savings of this magnitude. Even if one ·assumes the type of overly 
optimistic savings Senator Gregg suggests (extended for seven years), the. 
savings would represent less than one-fourth of that targeted by Republicans. 

THE-REALITY OF MEDICARE GROWTH 

Despite the current rhetoric, Medicare expenditure growth is comparable to the • 
growth in private health insurance. 

• 	 Under Administration estimates, Medicare spending per person is 
projected to grow over the next five years at about the same rate as 
private health insurance spending. Under CBO estimates, Medicare 
spending per person is projected to grow only about 1 % faster than 
private health insurance. 

So, unless Medicare can control costs substantially better than the 
private sector, beneficiaries and providers would be forced to 
shoulder the burden of the huge cuts being proposed by Republicans. 
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EFFECTS 	OF CAPPING MEDICAID 

MAGNITUDE OF THE PROPOSED CUTS 

MediCaid is a safety net for over 35 million mothers and children, the elderly, • 
and people with disabilities. About 60% of Medicaid spending is for elderly 

. and disabled people. 

Republicans are considering cutting (through the use of a block grant with a 6% • 
cap on growth) federal Medicaid funding by more than $160 billion between 
now and 2002 -- a 25% cut in 2002 alone. 

Though the Republicans claim that all they are doing is providing added • 
flexibility to states,what they are really suggesting is cutting $160 billion in 
critical health care services. 

Managed care savings cannot offset even a ~mallportion of these cuts. It is• 
. unlikely that managed care can produce more than $5 billion in "scorable". 
savings between now and 2002. 

The remaining $155 billion in cuts proposed by the Republicans would have to • 
come from deep cuts in payments to health care providers,. benefits and 
eligibility. 	 . ' 

EFFECT ON PROVIDERS, BENEFITS, AND COVERAGE 

Providers: Cutting provider payments by $155 billion would mean an 10% • 
reduction in revenues' providers receive from Medicaid between now and 2002. 
In 2002 alone, the cut in provider payments would amount to 16%. 

Benefits: Cutting $155 billion out ·of Medicaid by reducing benefits would • 
require the outright elimination of a long list of critical services by 2002. Even 
if Republicans eliminate coverage for prescription drugs, home health care and 
other home and community-based services, and' preventive and diagnostic 
screening services for children, they still would not offset the cuts. 

Coverage: . Cutting $155 billion by limiting eligibility would require, for • 
example, eliminating coverage for almost all children covered by Medicaid (over 
20 million in 2002) or for over 3 million elderly or disabled people. 

.. 	 Combination of Benefits and Coverage: Cutting $155 billion through a 
combination of benefit and coverage reductions would require: 

.. 	 Elimination of cOverage for prescription drugs, dental care, 
preventive and diagnostic screening services for children, and hospice 
in 2002, and 

.. 	 Elimination of Medicaid coverage for more than 5.B million kids and 
for more than BOO,OOOelderly or disabled people. 

'</1} 
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• 	 Combination of Benefits aud Coverage: Cutting $155 ,billion through a 

cOmbination of cuts in provider payments, benefits and cove~age reductions 
would require: . . 

.. . 	 Reduc~ng payments to hospitals, physicians and other health care 
providers by over $50 billion between now and 2002. The cut in 
2002 alone would be about $14 billion, and 

. .. 	 Elimination of outpatient ,prescription drugs for the tens of millions· 
of Medicaid beneficiaries in 2002, and . 

.. 	 Eliminating coverage for roughly 3.5 million children and over half a 
million elderly and disabled together would offset the. remainder of 
the cuts in 2002. 
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MEDICARE/MEDICAID CUTS: 
ADVOCACY AND PROVIDER GROUP'S RESPONSES 

The National Association of Manufacturers says: 

"Across the board reductions in [Medicare and Medicaid] should be avoided, since they are 
likely to exacerbate cost-:-shifting to the private sector." (February 11, 1995) . 

Eastman Kodak says: 

"My message to you as you wrestle with the growing costs of the Medicare program ,is that 
greater use of managed care and aggressive purchasing of care on the part of the government 
are more appropriate solutions than massive across-tbe"':board cuts in payments to providers, 
which result in cost shifting or an, invisible tax on companies providing coverage to ' 
employees in the private sector." (March 21, 1995) , 

American Hospital Association says: ' 

, "One of every four hospitalsin the United States is in 'serious trouble,'and with deep 
reductions in Medicare growth will be forced to cut services or close its doors." (April 13, 
1995) 

"The wrong way [to reform Medicare] is to do business as usual, letting short-sighted 
political pressures squeeze Medicare spending and w~aken 'a program', that needs to remain 
strong for our nation's seniors."(February 6, 1995) , . . 

. . 

"Sixty-four percent of the electorate believes that if you ran for',office 'saying that you would 
not cut social security, 'and if Congress votes this year to cut Medicare then that Member of 
Congress has broken their campaign promise." (April 1995 Polling Data Report) 

American Association· of Retired PersOns sayS: 

;'Medicare was hardly discussed in the last election; and there was certainly no. mandate from 
the 'electorate to change the system." (March 28, 1995) . , 

Medicare cuts "would mean .that over the next 5 years older Americans would pay, at least 
$2000 more out of pocket than they would pay under current law. And over the next seven 
years they would pay $3489 more out of pocket. II (March 6, 1995) , 

"... [T]he total number ofM~dicaidbeneficiaries in need who would lose long-term care 

services ... could reach 1.75 million in the year 2000." (March 6, 1995) 
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Older Women's League says: 

"We receive hundreds of letters from women who are already forced to chose between paying 
for food and rent and buying much needed medicine that is not covered by their Medicare. 
Substantial cuts in Medicare will literally take food out of the mouths of these older women:' 
(January 10, 1995) 

Catholic Health Association says: 

"Budget cuts of such magnitude [in Medicare and Medicaid] would attack the very fiber of 
these programs and, in fact, decimate them. Consequently, the Catholic Health Association 
believes that Congress should put aside consideration of tax cuts for now and refocus the 
debate on how best to solve the deficit problem." (March 2, 1995) 
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Possible Uses of Funds 
Fiscal Years, Billions of Dollar!. 

1995 1996 1997 1998 1999 200D ZD01 2002 2003 zon4 2805 
, mal lora, , Ola. 

1995·2000 I f995-Z00% 1995·2005 
OUTLAYS 
Kids' Program (1.21 

Flee to 133%, Phase-Oullo 240% 0.0 0.0 4.2 5.7 5.9 6.\ 6.S. 6.6 6.9 7.3 7.7 21.9 34.8 56.7 

Temporarily Unemployed Program (2,31 0.0 0.0 3.0 4.2 4.6 5.1 5.6 6.1 6.6 7.2 1.7 16.9 2fU . 50.1 

Public Hulltal FQHC 

Long Term Care Program 

0.0 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.9 1.5 2.0 

Expand Homo & Communily Based Services 0.0 0.0 1.5 1.5 1.6 1.6 '.7 1.8 1.8 1.9 2.0 6.2 9.7 15.4 

f-REVENUES (4) 

Program Revllnu& Offsets (61 

Sell·Emploved Deduction 

0.0 0.0 0.2 0.2 0.2 0.2 0.2 . 0.2 0.2 G.2 0:3 0.8 1.2 2.0 

'00% Deduclion Phased In (5) 

Long Term Cilre _ 

-0.5 ·0.5 -0.9 ·1.4 ·2.0 -2.2 ·2.4 ·2.7 ·3.0 .3.2 -3.5. .7.5 -12.6 -22.3 

Long-Term Care Ins.urance TaJ( Incentives 0_0 ·0.2 -0.4 ·0.5 ·0.6 -0.8 -0.9 ·1.0 -1.1 -1.2 ·1.4 ·2.5 -4.3 -8.0 
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Partieipants in the TemporarilyUirl~mployed Progl'am, 1997' 
(persons in Millions) . 

Health Insurance Status Prior t9 Unemployed Spell 

Formerly Medicaid Employer-Sponsored Non- Other Total 
Uninsured '. Group 

" 

Participants 1.0 1.0, 3.3 0:9 0.1 6.3 
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Brief Program DescriptioDs 
!'tIlI /I 

GENeRAL SERVICES AOMINISTRATIONNSN ~540-0'....:!1t-736S 5099-101Temporarily Uninsured. 

All families that have a head or spouse who is unemployed at least one month during the year and 
receiving unemployment compensation are eligible. Families with monthly cash incomes at or 

. below 100% ofpoverty v.ill receive vouchers for the full cost ofhealth insurance premiums for up 
to 6 months provided the spouse ofthe unemployed person is not receiving employer-sponsored 
insurance where the employer contributes 80% or more ofthe premium. 

Families 9lith incomes between 100 and 240% ofpoverty (again measured on a monthly cash 
income basis) will be eligible for subsidies on a linear sliding scale for up to 6 months. The 
stipulation concerning the spouse's ESl also applies here. 

Benefits provided are assumed similar in actuarial value to the BCBC standard option. 
Issues 

1. Health insurance subsidies.for persons who are unemployed are likely to increase the duration 
ofunemployment, and in nUn, the costs ofsubsidies and unemployment compensation. 

2. What to' includein the monthly definition ofincome--should VI be included? 

.Kids Program 

"--'" . Full subsidies are provided to children in months when their family cash income is below 133% of 
poverty. Partial subsidies are provided on a linear scale up to 240% ofpoverty. There is no limit 
on the number ofmonths that children can receive subsidies. 

Mandatory medicaid-eligible children, including those eligible under OBRA-90 phase-ins are not 
eligible for subsidies. Children in families receiving ESI where the employer contributes 50% or 
more toward dependent coverage are not eligible. Children receive benefits equivalent to BCBS 
standard option. By assumption, the estimates assume that all kids receiving optional Medicaid 
coverage will come into the new program. 

Issues 
1. Extent to which employees/employers that provide dependent coverage drop it in favor of the 
new program (design trade-otT--the higher the subsidy schedule, the more dropping). 

2. Should eligibility be based on monthly,. quarterly or annual. Easier to administer shorter income 
definition--also substantially more expensive. . 
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A Program to Increase Health Insurance Coverage for Young Adults, Persons Age 18-24 , 

Issue 
Young adults are the age group most likely to be Uninsured. The percentage of those 18
24 without health insurance is 27 percent comparbd with 15 percent for the population as 
a whole. Almost 40 percent of 23 year old males lare uninsured. The question is how best 
to enhance coverage for this population. 

Background 

The age of 18 is traditionally the age when children are considered to be adults. The age 
of25 is the age when most young adults have jobs and are well on their way to longer
term living arrangements. Between those two ages, young adults undergo a number of 
transitions in family or living arrangements, occtipation and educational status that 
traditionally change their health insurance status. :The first transition is froni high school 
to training, first job, or college. A second transition is from training or college to first 
job. A further transition is to a new family status,; either living separately from parents or 
forming a new family. ' 

Colleges and Universities. For the college bounq., health insurance coverage is often 
required during the undergraduate years,-optional during any years of graduate school, 
and then provided with a first job. Parents' policies often cover young adults who are 

I 

full-time students until they reach 22 or 23. Problems arise for students whose health 
insurance plans-- most frequently managed care plans -- do not cover non-emergency 
care out of state, for those who are older than the cutoff age, and for those whose families 
cannot or do not have coverage. A recent newsletter of the AriIerican College Health 
. Association estimates that "at least one-third" of students enrolled in American colleges 
or universities do not have health insurance coverage, a proportion which reflects 
graduate students, undergraduates older than the cutoff age, and those whose parents do 
not have coverage. For those who do not go on to higher education, health insurance 
coverage from a parent' s policy typically ends betWeen age 18 and 21, depending upon 
state law. Some HMOs and managed care plans are experimenting with policies that 
allow out of area coverage or portability for college students; Blue Cross':'Blue Shield, for. 
example, is expected to offer a program that allows coverage away from the home area 
for its 18.5 million members in July. : 

Health Insurance. Health insurance gaps between the ages of 18 to 25 are the norm. 
Many young adults find that their first full-time jobs don't have any health.insurance 
coverage; others perceive the coverage as too expep.sive. There is also evidence that most 
young adults consider themselves healthy and unlikely to need much medical care, a . 
further incentive not to purchase health insurance if the price of the policy is perceived as 
expensive and the person does not believe anything catastrophic couldhappen. For those 
not offered health insurance through their jobs or a; parent's policy, individual policies . 
may be available, but again may be expensiv,e relative to income, perceived risk, or both. 



State Laws. Coverage of dependents generally i~ defined in state law for insured 
persons, though it is unregulated for self-funded arrangements. The rules vary. 
Unmarried, non-disabled children are considered'dependents through age 18 to 21, 
depending upon the state. Full-time students are covered generally through age 22 or 23. 
Many states provide for a continuation option (i.e., a "conversion" policy) for dependents 
no longer eligible under a parent's policy, but th~ terms of the conversion vary across 
states. Most states require a policy to be offered without regard to health status, but 
underwriting is permitted in at least one state. A' quick survey of states did nbt find any 
cases where health status could be used as a rating factor. In some cases, carriers are 
permitted to segregate conversion policies into a;separate rating pool, meaning that the 
policies would be quite expensive as a result of adverse risk selection. In other cases, it 
appears that rates are constrained based on the premium paid by the employee. There is 
also variation among insurers: some aggressively market individual policies; others 
provide only the minimum notice that such policies exist. Individual coverage is 
available from a number ofcarriers, with a high deductible policy (for example, $1,000 
deductible) costing $40 to $80 per month for 20 to 30 year olds. The relatively low cost 
must be weighed against the widespread perception among young adults of low 
discretionary income and a relatively low prioritY for health insurance. 
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General facts about young adults and health insurance: 

• 	 The percent uninsured grows throughoutlthe 18-24 year old bracket, peaking at 
age 23, where one-third of the young adults are uninsured. About 19 percent of 
18 year olds lack health insurance, a percentage that increases to over 30 percent 
of the 23 and 24 year olds. The percentage then drops through the late 20s. At 
age 27, for example, it is 26 percent. 

• 	 Young men are more likely to be uninsured. The percentage ofmales 18-24 
without health insurance is 30 percent; for females, 23 percent. 

• 	 Of the young adults who work full-time, 27 percent have no health coverage. 
Among part-time workers 18 to 24 years, old, 23 percent are uninsured. Of those 
unemployed, 31 percent have no health coverage. 

• 	 The leading causes of death for 18-24 year olds are unintentional injuries, 
homicide, and suicide, followed by cancer, heart disease, and mv infection. 

• 	 Data from the 1994 National Health Interview Survey and the 1995 Current 
Population Survey show that 43 percent of 18-24 year olds consider their own 
health to be "excellent," and 32 percent consider their health to be "very good." 
Only 4 percent consider their health to be "fair" or "poor." 

Future Trends. Projections show that the num~er of 18-24 year olds will rise from 25.5 
million in 1995 to 30.6 million in 2025. As a proportion of the population, however, 18
24 year oids will rise from 9.7 percent in 1995, to 10.1 percent in 2010, but then fall 
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slightly to 9.0 percent in 2025. 

Recommended Options 

Begin a campaign, in cooperation with employers, insurance companies and the 
National Association of Insurance Commissioners, to propo~e and adopt a model 
family health insurance program with a unifo~m extended age through which all 
young adults would be able to be carried on th'eir parents' health insurance policies. 
To accomplish this end, we recommend calling a;meeting of employers and major 
insurers to discuss the feasibility of making family coverage through a standard age in the 
mid-20s a national standard. We would also wo* with the National Association of 
Insurance Commissioners to propose and adopt a'model family health insurance program. 
These proposals would be discussed during the next several weeks in several 
commencement addresses and in other forums. ; 
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Design an. education campaign on the purchas·e ofhealth insurance for young adults 
in tr~nsition. There is evidence that some young adults feel that health insurance is not 
needed. An education campaign through public service announcements, reminders on , . . 
pay stubs, and a message on the new Social Security earnings statement would remind a 
group that has never purchased health insurance that its purchase can help with unforseen 
accidents and illnesses. ' 
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18-24 Year Olds 

Persons (Millions) by Health Insurance (18-24 Year Olds Only) 

This chart shows the'types ofhealth insurance for 18-24 year olds ..Compared witli the entire 
population. 

• 	 18-24 year olds have many more persons in the Employer Sponsored Insurance-
Dependent category compared with Employer Sponsored Insurance in their own. names. 
For the population as a whole these numbers ~e almost equal; for this population, there 
are many more covered as dependents than covered in their own names. 

- - ~-- -- - ~ -	 . - .. - . . . 

• 	 As e~pect~d, relatively few have Medicare or V AlMilitary coverage. 

• 	 Relatively more are uninsured . 

.' 



'j 

PERSONS (MILLIONS) BY HEALTH INSURANCE 

'MARCH 1995 CURRENT POPULATION SURVEY 


18-24 YEAR OLDS ONLY 
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Percent Uninsured by Age: Aged 1,8-27 

• 	 The percent uninsured grows throughout th~ age bracket, peaking at age 23 where 32 
percent are uninsured. 

• 	 The percent uninsured begins to decline at age 25 . 
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% UNINSURED 'BY AGE: AGED 18-27 

MARCH 1995 CURRENT POPULATION SURVEY 
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Percent Uninsured by Poverty Cla~s (18-24 Year Olds Only) 

• . 39% ofthose below poverty:are uninsured. 

• 	 This percentage drops as income rises until 12% are unins~red at. 5 time~ or niore ofthe 
poverty line .. 

.' 



% ·UNINSURED BY POVERTY CLASS 

MARCH 1995 CURRENT POPULATION SURVEY 


18-24 YEAR OLDS ONLY 
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Percent Uninsured by Country of ;Birth (18-24 Year Olds Only) 

• 	 For the uninsured, the gap between those born in the U.S. vs. those born in othe~ nations 
is even wider than it is for the entire population: 48% vs. 24% compared with 31 % vs 
13% for the population as a whole.' 

.' 



Ok UNINSURED BY· CO.UNTRY OF BIRTH 

-


MARCH 1995 CURRENT POPULATION SURVEY 


18-24 YEAR OLDS ONLY 
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% UNINSURED BYRACE/ORIGIN: AGED 18-24 

MARCH 1995 CU:RRENT POPULATION SURVEY 


- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -1'~Ijj!fti!.:ajltt:,t1 

3~~----27_%-------

WHITE OTHER' PUERTORICOOTHER LATIN AMERICA· TOTAL 
BLACK MEXICO CUBA OTHER HISPANIC 

RACE/NATIONALORIGIN . 

SOURCE: TABULATIONS BY ASPE'OF THE MARCH 1995 CURRENT POPULATION SURVEY. 
HISPANICS OF ANY RACE ARE COUNTED AS HISPANICS. 

60% ,- ----------~:....--------~~----:--:;:--"'"~--___,,.
54%. 

SO°A, 

40% 

30% 

-20% 

10% 

0% 



% UNINSURED BY RACE/O'RIGIN: AGED 18-24 

MARCH 1995 CU:RRENT POPULATION SURVEY 
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Percent Uninsured by Work and ~tudent Status (18-24 Year Olds Only) 

, 	 < 

• This chart shows the percent without health insurance for various types' ofwork status. . 	 . 

F or each, we show those whose predominant activity was work c9mpared with those who 
were in school. . 

.. 
• 	 In each case, the students were less likely to be uninsured. 

• 	 Among those not in school, those who work full-time for the full year were least likely to 
be uninsured . 
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% UNINSURED BY WORK AND STUDENT STATUS. 

MARCH 1995 CURRENT POPULATION SURVEY· 
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Percent Uninsured by Health Stat~s (18-24 Year Olds and All Persons) 

• This chart has both the total population and 18-24 year olds on it. 18-24 year olds are the . . 
bar to the left in each set. 

• Again, healthsiatus is basically uncorrelated with having or not having health"insurance . 
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% UNINSURED'BY HEALTH STATUS 

MARCH 1995 CURRENT POPULATION SURVEY 
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