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MEMORANDUM 
, . 

I 

TO: Hillary Rodham Clinton April 13, 1993 
FR: Chris Jennings i 
RE: Ways and Means Subcommittee Meeting 
cc: Melanne, Ira, Judy, S~eve, Lorraine 

Because of its jurisd~ction, Members, staff resources and 
expertise, the House Ways and Means Committee and its 
Subcommittee will probably Ibe the most influential body in the 
Congress as it relates to health care. As challenging as it may 
be, we must have and continue to build a close and productive
working relationship with the Committee. 

With this in mind, yo~, Ira and Judy are scheduled to meet 
with the Ways and Means Subcommittee on Health in the Roosevelt 
Room tomorrow. morning.·· Tht:s meeting was originally requested by 
the Subcommittee following :the last Subcommittee Members' meeting 
with Ira and Judy on March i3lst. 

To focus discussion, t:he Subcommittee Members requested that 
the meeting revie.w two· major issues: (1) System Organization: 
Federal and State Roles and (2) Cost Containment: Short-Term and 
Long-Term (but will focus primarily on short-term). In terms of 
meeting format, the Subcommittee has suggEfsted that you or Ira, 
for each issue, give a brie'f 15 minute presentation, followed by 
a 45 minuteQ&A session. A1ttached for your use is a summary of 
the direction and options I.ra and his work groups have been 
discussing for all of these' issues. 

I 

In preparation for thi's meeting, Pete Stark suggested that 
all the Subcommittee Members submit questions that they may pose 
during your meeting. The questions will be focused on the two 
issues outlined above. As of 6:30 tonight the questions had yet 
to arrive, but we will send them over as soon as they arrive. 

. I 
I. 

Lastly, as you will recall, the last time you met with the 
Committee, we had a press l~ak problem. At some point during the 
meeting, without being overly confrontational, you may want to 
discuss the importance of keeping these meetings quiet, so that 
we can have as constructive: and productive a working relationship 
as possible. This, in my mInd, 1s entirely appropriate and 
should be well received by most. 

I 

-., 



April 13, 1993 

Attached are three sets of memoranda related to 
proposals for national: health reform: 

Tab A: 


Tab B: 


Tab C: 


I 

I 

A description of the role of state 
and federal government 

I 

I .
A description of a national health 
budget and administrative 
simplificatiqn as sources of long
term cost containment 

I

Accompanied ~y a longer paper 
related to global health budgeting

I . 

A brief desc~iption of options for 
short-term cO,st controls 

1 

Accompanied by a slightly longer 
description of 

I 
each option and a 

paper providing further details 
about each op~ion 

! ' 
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SUMMARY OF ZSSUES UNDER NATIONAL HEALD REFORM: 

FEDERAL/STATE RELATIONSHIP 
LONG-TERM COST CONTAINMENT 
SHORT-~ERM COST CONTAINMENT 

In the n~w system, we assume a cooperative federal-state 
relationship. The fed~ral government will not regulate the new 
system heavily; rather, it will set parameters.to ensure that the 
national goals of universal access, high quality care and cost 
containment are met. 

States will have substantial flexibility and authority to 
implement the new system. They will have the financial 
responsibility to meet a budget and will be responsible for 
overruns. The federal government will provide the states with 
the tools to enforce the budget. 

This memorandum describes preliminary proposals for national 
health reform related to federal-state relations, l.ong-term cost 
controls obtained through a national health budget and through 
edministrativesimplification and options for short-term cost 
controls. Specific options described represent one set among 
several under consideration and are intended for illustrative 
purposes. 

FEDERAL GOVERNMENT ROLES AND RESPONSIBILI~ZES: 

Under national health reform, the federal government will: 

• ES.tablish guarantees for health-care 
coverage and delivery to be carried out by 
the states 

• Ensure protection of citizens ~f states 
fail to meet federal standards 

• Establish an employer and ~ndividual 
responsibility to contribute to health 
insurance costs 

• Enforce a national health budget, holding 
states accountable for spending to meet the 
budget 

• Determine the annual increase ~n the 
national health budget 

http:parameters.to
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• Establish and oversee formulas for 
adjusting payments to health plans based on 
demographic and clinical characteristics of 
enrolled patients 

• Update and refine the comprehensive benefit 
package 

• Establish and oversee federal subsidies for 
low-income persons and eligible small 
employers 

• Establish and impl~ent national quality
and access standards 

• Manage and analyze national collection of 
information related to health care access, 
quality and coverage 

• Establish a mechanism for assessment of 
health technology and emerging treatments 

• Oversee federal funding for training of 
health professionals 

• Provide technical assistance and start-up 
grants to support the development of consumer 
health alliances and health plans 

• Administer any limits placed on tax
deductibility of employer contributions to 
premiums in excess of locally established 
benchmark premium 

• Override state anti-managed competition 
laws and other statutes inconsistent with the 
principles of the new health care system 

• Delegate these functions variously to a 
na,tional health board and ,an executi~ branch 
agency 

STATE GOVERNMENT: ROLES aND RESPONSIBILI7IES: 

Under national health reform, the states will: 

• Establish at least one consumer health alliance 

• If they choose, opt out of the consumer 
health alliance structure and operate as a 

2 
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\ ~ " single payer that negotiates directly with 

providers or sets all-payer rates· 

• Set boundaries for consumer health 
alliances to ensure: 

- Minimum population of one 
million, or entire state population 
if less than one million 

- No discrimination against low
income or high-risk populations 

- Contiguous boundaries 

• Administer and assure compliance with 
national health budget 

• Establish and enforce performance standards 
for consumer health alliances under federal 
rules, including: 

- Enrollment in health plans of all 
persons residing in assigned
geographic area 

- Inclusion of a range of health 
plans within budget targets 

- Solvency requirements 

- Appointments to, composition of, 
and membership on policy-making
boards . 

- Administrative expenses 

• Protect people enrolled in health plans or 
health alliances in case of financial failure 

• Operate a state health plan if necessary to 
correct gaps in the market 

3 




MEDICAID: 

Under national health reform, Medicaid beneficiaries will 
enroll in health plans offered through consumer health alliances: 

• Medicaid beneficiaries will receive subsidies toward 
the cost of premiums and co-payments on the same basis 
as other low-income people 

• Health plans will provide supplemental services such 
as transportation and clinical case management as 
appropriate to ensure access to care 

• States will continue to contribute to the cost of 
care for low-income people: 

- Initially under a requirement for 
maintenance of effort and later subject to a 
new formuladetennined by a commission.· and 
adopted by Congress through an expedited
procedure . 

- Requirements for maintenance of effort 
could include all state health expenditures, 
not just Medicaid 

4 
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.;. LONG-~ERM COS~ CONTAINMENT: A NA~IONAL HEALTH BUDGET 

National health reform will. establish a budget for health 
care spending consisting of two parts: 

• ~he federal government will enforce an . 
annual budget for spending through consumer 
health alliances 

- Determined by the average premium
(weighted by enrollment in each 
plan) for the comprehensive benefit 
package 

- Enforced at the state level 

- States held acoountable for 
spending in exoess of the budget 

- States and health alliances will 
meet budget limits through: 

Authority to negotiate 
and regulate premiums 

Authority to freeze 
enrollment in plans 

Authority to set and 
regulate payments to 
providers 

Authority to approve 
investments in health 
resouroes and teohnology 

• Self-insured plans also will be required to 
meet state budgets 

The federal government will enforce budget limits through 
the following meohanisms: 

• Allow states to share in savings for 
federal subsidies if costs increase less than 
budgeted 

• Require states that exoeed budget to submit 
plans for correotion 

• Require states to finance additional cost 
of subsidies to small employers, individuals 
and families if budget exceeded 
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• If budget,exceeded in successive years:" 

- Impose a penalty tax on 
providers, with revenues to pay for 
federal subsidies 

- Implement rate setting 

- Operate consumer health alliance 

• Consistent with the national health budget,
the federal government will constrain 
payments to providers to limit spending for 
its programs 

LONG-TERM COST CONTAINMENT: ADMINISTRATIVE SIMPLIFICATION 

National health reform will establish rules intended to 
reduce burdensome data collection end information processing 
while assuring privacy and security of personal health 
information: 

• Simplify information collection 
requirements for billing and enrollment 
purposes 

• Require use of national, standard forms 

• Require use of national, standard data sets 
for financial, clinical, quality and other 
information 

• Develop national procedures for 
coordination of benefits until new health 
system fully implemented 

• Develop and adopt unique provider, patient,
plan and employer-identification numbers 

• Set national communication standards for 
electronic data interchange 

• Set uniform national rules regarding
privacy'and security 

• Simplify utilization review 



" 

, POR omCIAL USE ONLY (OllOUP" 

,GROUP 4: GLOBAL BUDGETS 

Note: 	 1he budget stTIICtU1't presenle4 hert presumes thejollowlng: 

• ..Thot stOles would have subslQ1lliQ1lo1irude, tIII4 IhlII the je4erol gOVtmment 
would be unwilling to cretlle (III UIICIlppe.d feilertiJ liDbility jor low-lncome 
subsidies in a system that is IIOtlo.rgely Within its OMIftco1llr01. 7hese 
assumptions, toke.n together, le4d to a system In which SIDleS tI1't jitumcialli 
accOUlllable for the. cost of~ subsidies In excess qfthe Iillowable 
increase in the budget. ' 

• 	 Th.ar there should be a./ederal guarantee to slow hetJ1th spending (including 
private spending). This assumption leods to the need jor a feilerally-deftned 
oUlside limit on the rate ofincrease in heo1th spending (al lIUIst jor the 
guaranteed comprehensive benefits within the purchasing cooperative), with some 
sanctions ifspending within a stole rises at a mort rapid rtJte. 11 is .presumed 
that elements ofthe federal program (e.g. a limit on the urr favored SIlltUS of 
health coverage) would restrain spending. . 

1. 	 BO'\\, IS THE BUDGET DEFINED? 

PAGE 1) 

a. 	 Private speDdlng budget. There would be a budget for private health care 
spending that would be defined as the average premium (weighted by 
enrollment in each plan) for the guaranteed comprehensive bc:aefits. 

The budget woUld not include spending for supplemental bc:aefits, balance 
billing (if pennitted) , out-of-pocket costs (though consumer costs for the 
comprehensive benefits would· be expected to rise along with the budget), and 
public health. 	 ' 

[Note: 	 The viability of a budget only OD the guaranteed benefits presumes that 
the guaranteed package is relatively comprehensive. To abe extent that is DOt 
the case, a budget applied to supplemental coverage as well might be 
appropriate.] 

i. 	 Eaf'orc.emeDt Inside the pun:hasln& cooperative. The budget would 
be strictly enforced inside the purchasing cooperative. 

States would have broad authority to COIltrol health care spending, and 

PR.E1..IMINARY STAFf WORXlNG PAPER. POR UUSTRATIVE PUJtPOSES ONLY 
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• 	 A budget Imposed only on the pu.rchtlsing cooperative could 
raise dijJiculty equity issues. q per copllil spending Inside the 
purc:h4sing coopertJJive wert substanliolly lower Ihtm DUUide. 
two lien oftpIQ1ity might devt.lop (or be perceived lIS 

developing). 

It would'dJlficult 10 enforce directly II budget on self-insured f!IfIPloym 
outside the pu.rc1uJsiJzg coopertllivt. Bowever. klrge employers 
exceeding Il spending target cou.14 be ,.,tplimllO join the pu.rclu:tsing 
cooperorive. This wou.14 bring these employen IINler the budgetary 
control ofthe pu.rchasing coope7'lltive. .77ais appT'OlldJ would wolt lIS 
follOM!S: 

• 	 Multi·yllU Torget. urge employer spending would be 
monitored on the some muIti-yeor budget cycle tis lISed for SUltes 
tJN1 purchasing cooperorives. A Iiudti·YeDr budget is 
po.niculllrly import01ll for individu.a1 employers. since even ltJrge 
employers experience subst01llill1 random WII'iDlion In costs from 
yeDr to yeDr. 

• 	 Spen4ilag Torgets. If the 1'Ille ofincrttIse in spending for the 
guaranteed comprehensive benefits 1:Iy II ltuge employer exceeded 
the Illiowable increase In the federaJ1y-defined budget over the 
multi-yellr cycle, the employer ltIould be required 10 join the 
purchDsing cooperorive. 7he Society ofActu.Ilries would develop 
Il methodology for sepo.roring ,the cost ofthe guarlllUeed benefits 
frOm an employer·s IOtaJ hetzlth apenses (which might inc1:u4e 
supplemenuil benefits). 

• 	 Premium lor Lmrl Bmpw"rs. A ltuge employer required 10 
join the pu.rchD.sing cooperorive would pay 1M purcJu:zsing 
coope7'lltive the some premium thor would have been charged if 
the employer had joined the coopertllive volunuufly. 

b. 	 Public spendin& budget. There would be a budget for fedml Medicare 
spending. [Note: We are working on options for how a Medicare budget 
could be defined aDd enforced.] . 

Federal spending for low-iDcome subsidies would also be limited, as described 
in Section 6b bdow. 

PR.El.IMlNARY STAFF WOlWNG PAPER FOR IU..USTRA11VE PURPOSES ONLY 
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a. 	 Formula example. Note, in particular, that the period for DatTDWing 
differentials could be compressed (e.I., to 5 years) or a:tended and that the 
rural offset figure could be adjusted. 

In the first year of the Ilobal budleDnll)'Stem, • state's budget wi1J.1arge1y 
reflect its historical expenditure level. At the end of seven years, ach state 
will have the same budget except for adjustments for differences in 
demographics and input prices. . 

Let 
~ =: historical expenditure level for state i, trended forward by Dalional 

target arowth rates to year 1 of budget 
T == national budget level 
Tj = adjusted national budget level for state i =: T-Pi*Di 
Bj = actual budget for state i 
Pi =: input price index for state i 
Dj =: demographic adjustment for state i. 

In year 1, B. =: (.14*TJ+(.86*lQ. Each year the weights chanle by .14 so 
that in the seventh year Bj =Ti • This transition is similar 10 the PPS and 
Medicare fee schedule transitions. 

( 
Pi is a weighted average of expenditure-specific input price indices (e.g., 
hospitals, physicians, and drugs) where the weights for Pi are based on 
national spending patterns. Initially, the BCFA hospital wage index would be 

.. used for hospital expenditures, although eventually a broader wage index could 
replace it. The Geographic Cost of Practice Index (GCPl) would be used for 
physician expenditures. However, the GCPI will be multiplied by 1.20 for 
"very rural areas" (defined, for example, as areas with population densities 
below SO persons per square mile) to recognize the difficulty of attracting 
physicians to these 8reas. Drug expenditures will not be adjusted for 
leographic variations - the ·index will be 1 everywhere. 

b. 	 'The Commission would make its deurmi1llJtion based on the IQCtoT'S dt:scribe4 . 
below~ CongrtJ.S will \/Ote on the IlII1IUlllll11ocation to States on an up-or
do'W1J \/Ote. If Congress rejects the Commissions recommendations, the 
1ll1ocarion would be the baseline. the Commission shtillllllocDle jiInds so tlS 

to narrow Wlrilltions In spending due to prtlCtict polltm Wl1'iIItions 11114 
dtfference.s In htalth IaOIl1'Ct endowmenls. 

. . 
Updtues ofthe budget baseline should 'If(fIect two sets ofIDt:IOT'S.· 

PREI.JMINARY STAFf WORKING PAPER. FOR D..LUSTRAnvE PUItPOSESONLY 
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an increase in unemployment - since federal financing for subsidies 
would account for the Dumber of people receiving subsidies. 

(Note that spending rising &ster than the fede:rally-defined budget 
would 	mr:an that employer and consumer premiums would also rise.) 

n. 	 If health spending in a state rose slower than the federally defined 
budget, then the state would retain the savings in fede.raJly-financed 
low-inCome subsidies that would result from lower than budgeted bealth 
care spending in the Slate. 

iii. 	 State financial accountability for low-income subsidies would compound 
over time. For example, consider a state that exceeded the federally
defined budget by 1" in a given year, but then tracked allowable 
budget increases thereafter. The state would always be spending more 
than was budgeted, and would therefore have to finance the additional 
low-income subsidies that result. 

iv. 	 TechniCally, state financial accountability would be tied to the amount 
the state is over (or under) budget relative to the weighted .venae 
premium in the purchasing cooperative, regardless of how subsidies 

( 	 are structured. For example, if total subsidies in a state were $1 billion 
and the ·state exceeded the budget (i.e. the weighted average premium 
in the purchasing cooperative) by 1", then the additional state financial 

. responsibility would be $10 million. 

(Subsidies may very wc11 be based on the benchmark premium, which 
could increase at faster or slower rate than the weighted average 
premium. However, tying state financial accountability to the 
benchmark premium wOuld provide a strong incentive for a state to 
hold down the cost of the benchmark plan, potentially resulting in a 
deterioration in quality in that plan relative to others.) 

v. 	 The National Health Board (or a Commission) wOuld prepare a formula 
With the cbara.cteristics described above. The formula might 
appropriately be designed in conjunction with development of 
maintenance of effort provisions for state Medicaid speadin&. 

c. 	 Outside limit OD state health care speac1iD&. As descri.bedaboYe, the 
federally-defined budget update would determine the level of fede.raUy-financed . 
low-income subsidies, with states financially accountable for subsidies in 
excess of this amount. 
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ill. 	 Federally-Imposed ratesetting.If spendin, exceeded the outside limit 
over an entire multi-year bud,etin, period, the federalaovernJDalt 
would implement rate-settin, systems in that state, which would assure 
compliance ..ith the federally«fined budget.. 

• 	 In order to implement rate-settin, systems that are best suited to 
local circumstances, the federaIlovemment would have 
flexibility to implement different systems in different states and 
various approaches by provider type. 

• 	 For staff model HMOs and other fuIly-capitated delivery 
systems, the federal ,ovemment would impose the expenditure 
limit throu,h limitations in premium incraues. 

• 	 The federal ,ovemment's systems would remain in effect 1Dltil 
the state provided the federalloveminent with evidence that its 
proposed expenditure restraint policies would achieve 
conformance with the federally-defined budget. 

• 	 In cmyin, out its functions, the federallovemment could 
. require states, health plans, providers; and insurers to submit 
. relevant information to assess compliance with the expenditure 
limits and to assure timely and effective implementation of any 
necessary federal actions. 

- '. 
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Short-term cost control oPtions 

Option 1: Insurance premiua regulation 

• 	 Would set allowable rates of increase £or 
insurance premiums (or premium equivalents '." 

for self-insured firms). 

• 	 Limits one of the most visible costs to 
consumers and introduces the concept of 
operating under a budget. 

Option 2: 	All-payer rate aetting 

• 	 Would extend Medicare payment methodology to 
all payers and set rates to control spending. 

• 	 System already in use; familiar to providers. 

Option 3: 	Provider price controls 

• 	 Would control prices based on historical 
levels, without regard to whether or not the 
charges were excessive in the first place. 

• 	 Could be imposed immediately. 

Opti~n 4: 	Marginal revenue~xes 

• 	 Would impose a temporary revenue surtax on 
providers whose revenue growth exceeds a 
target. 

• 	 Could be imposed immediately. 

Option 5: 	Voluntary controls 

• 	 Would require enlisting industry in voluntary 
controls and passing standby authority £or 
the President to impose mandatory controls i£ 
the voluntary goals are not met. 

• 	 Mandatory control option could be developed 
during a trial period £or the voluntary 
controls. 



'. 
Short-term cost control options 

Option 1: %Dsurance premium regulation 

This option calls for setting allowable rates of 
increase for insurance premiums (or-premium equivalents
for self~insured firms). 

Regulating ,premium increases limits one of the most 
'visible costs to consumers and introduces,the concept
of operating under a budget. It may also thwart price 
gouging during the transition. 

However, implementing premium regulation requires a 
complex administrative apparatus. Limiting premium 
increases may lead to "dumping" of insured individuals 
with costly health conditions, denials of treatment or 
reimbursement, or bankruptcy of insurance companies.
Effectiveness also depends upon enlisting states as 
enforcers. 

Option 2: All~payer rate setting 

This option calls for extending the Medicare payment
methodology to all payers and setting rates to control 
spending. 

Health care providers and insurers that have served as 
carriers or fiscal intermediaries for Medicare all have 
experience and mechanisms in place to implement this 
method of cost control. Some states that have adopted
all-payer rate setting have had success in controlling 
costs in the private sector. 

However, experience under Medicare indicates that 
'volume 'increases may offset some savings. Cost 
shifting to unregulated sectors may occur until rates 
are established (for outpatient services, for example). 

Even if rate-setting aims to make no 
aggregate change in provider payment levels, 
it will redistribute income among providers, 
since the new rates "will differ from current 
charges. Providers" will face a double 
shakeup--first, rate-setting: then, managed
competition. Turning health care upside down 
once might be thought enough. 

Option 3: Provider price controls 

This option would control prices based on historical 



levels, without regard to whether or not the charges 
were excessive in the first place. Prices would be 
decontrolled as managed competition becomes fully
operational. 

Price controls can be 1IIlposed .immediately. 'l'hey do 
not threaten any sharp change in current provider
incomes. 

However, price centrols are likely to trigger an 
increase in volume, which will offset some savings. 
They are hard to enforce, especially on physicians. 
The longer they are in place, the greater the 
inequities and unintended consequences. 

Option 4: Marginal revenue taxes 

This option imposes a temporary revenue surtax on 
providers whose revenue growth exceeds a target. 

The surtax can be imposed immediately and will deter 
volume increases. Although evading the controls would 
be a form of tax evasion, providers may well find ways 
to game the system and legally avoid the tax. They
could also respond to marginal revenue taxes by turning 
away patients. 

This option is untested and could adversely affect the 
development of efficient plans experienCing rapid 
growth. 

Option 5: Voluntary controls 

This option calls for enlisting industry to adopt
voluntary controls, with standby authority for the 
President to impose mandatory controls if the voluntary
goals are not met. A mandatory control option could be 
developed during a trial period for the voluntary 
controls. This option might make providers more 
favorable to the plan. 

This option does not ensure cost savings. 



aN OPTIO. ~O FREBSB &HD COITROL paOVIDBR PaXCBS 

This option is designed to reduce aggregate bealth care 
spending as 'much as possible and as soon as po.sible. 

~IKI.Q: 

o First, prohibit increases in provider prices. 
o After 3 to , .onths replace the ~reeze with a syst.. that 

is flexible and enforceable. Officials ~rom carter's council on 
Wage and Price stability (CWPS) state that an inflexible ~reeze of 
longer than 5-6 months would lead to rapidly declining compliance. 

o Decontrol prices gradually, as aanaged competition
addresses the causes of cost growth. 

GENERAL DESIGN: 

o As with all price control options, ban increases in balance 
billing and limit balance billing, e.g., to 20'. To facilitate 
enforcement, allow consumers to sue providers who violate balanced 
billing guidelines for triple damages. 

o To combat anticipatory price hikes, begin the ~reeze by
requiring that prices be rolled back a constant.percentage.

o For administrative simplicity, do not control wages or input
prices. 

o In stage 2, set price growth, e.g., equal to inflation. 
Anticipate volume offsets, e.g., of 50 , for physicians. Define 
criteria for special exemptions, and establish a review process. 

DESIGN BY lECTOR: 

Physicians; MDs typically earn a fee for service, (FFS), or 
a fixed "capitated" payment per patient. Physicians' revenues were 
$152 billion in 1991, (20' ofNHE) and are projected to grow at 
5 •. 8% annually in real dollars during the 1990s; 361,000 lIDs are 
office-based. 

o For FFS payments, all private third party payers , 
including self-insured employers, would freeze usual and customary 
rates, effectively capping reimbursements t.o lIDs. 'l'hird party 
payers that do not use usual and customary rate screens to Ii.it 
payments to physicians would be aandated to use an acceptable 
screen within 3 months of the date the freeze begins. To be 
'acceptable' the usual and customary screen would be derived from 
a data base that meets Federal quality standards, e.g., a random 
sample of sufficient size, etc. . 

o For capitateCl payments, bealth plans would freeze 
payment schedules to preferred provider organizations, or to 
independent practice associations. Changes in bonuses, or other 
compensation would be banned. 

Hospitals: Payments t.o hospitals are based on charges,
capitation, or private DRGs. For-profit andnot-for-profit 
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hospitals could be treated identically. Revenue ot7000 bospitals 
,~.. was $324 billion in 1991, and is expected to grow at 5.8 , annually

in real dollars during the 1990a. 

o DRGs and capitated pa)'llenta are typically negotiated by
the health plan with the bospital. Prohibit health plans rrOll 
increasing payments above historic levels• 

.,. .' 

. 0 For hospitala paid on the basia ot charges, the lack ot 
atandardized.billing codes may prompt the apuriousredetinition ot 
products. Therefore ban Charge-based billing and base pa)'llenta on 
average revenues per admission. '!'bese are calculable usiDg %as 
revenue data, and BAA admissions data. 

HMQ.!: Premia tor atatt model DOs could either J)e f'rozen and 
controlled or left alone. Compliance by 550· HMOs could J)e 
monitored Federally. 

OTHER: Dentists, JDedical labs and 80me nursing bomes are alao 
compensated by third party payers. ~ese could also J)e subject to 
controls. 

ENFORCEKEN'l': 

o Require quarterly compliance reports ot all third-party 
. payers, including HMOs and aelf-insured employers to a Federal 

Office of Health Care Cost Control. 

o Interested third party payers may monitor provider prices 
more cost-effectively than Federal agencies. Additional record 
keeping by health plans and by providers, nonetheless, appears 
necessary. 

o CWPS in 1978 used 300 statt to 8upervisevoluntary price
controls for 2000 large manufacturing tirms. 

EFFECTIVENESS: '!'he medical services deflator during the Hixon price
controls grew by about 2' l.ss than in preceding periods. lIedical 
care apencSing growth during the treeze was about 2.5' leas than 
earlier periods, and during Pbase 2 about l' less. 
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8tJ'HlQJtY: Impose temporary revenue surtaxes on providers whoae 
revenue growth exceeds a target. 

DBSICDf: '!'he tax could begin at two cent. on tile dollar ~or 
revenues qreater than a base, e.9.,· last year's adjusted tross 
revenue, as reported to the Internal Revenue Service. %t would 
rise linearly to 30 cents on the dollar for revenues qreater than ..... 
115 percent of the baae. Variations would include beginning the 
tax above the base, raising it aore sharply as revenue increases 
above the base, and giving different tax schedules to different 
classes of providers. Since the IRS collects revenue data frOll all 
providers, including not-for-profit bospita1a, this approach could 
be effective January. 1994. 

New providers, e.g., recently qraduated physicians, could be 
given special schedules so that their base revenue is the average 
revenue for new physicians in their specialty. Corporate aargers
could be taxed using the sum of the baae revenues of .the aerged
entities. Other new physicians' practices could simply be given a 
base equal to the average revenue of their type of practice. 

8COPE:This approach, with variations, could be applied to 
hospitals, physicians, nursing homes, .edica1 labs, and dentists. 

ENFORCEMENT: Despite the extensive' eXperience of the ns, the 
extent of compliance is uncertain, because providers would try to 
shelter revenue. Accounts receivable could be given to collection 
agencies with understandings to undertake long-term investments. 
Medical practices could be reorganized, and billings collected by
entities without visible connections to the practices. Medical 
practices that own rental income could sell these a••ets to allow 
for greater tax free qrowth in aedical revenue. 

Relatively low tax rates, carefully drafted legislation and 
strict enforcement could increase compliance. In'addition third 
party payers could be required to report to the ZRS summaries of 
payments made to particular providers. 

UFICT8: Unlike price controls, aarqinal revenue taxes would !lot 
increase the volume and intensity of services. By causing
physicians. to take more lei.ure, they aay 'lead physicians to 
cutback either patient loads or the i~tensity of service. , Price. 
may rise. A graduated revenue tax allows some flexibility to all 
providers. . 



-- ALL PAYER RATE SETTING OPTION 

Extend Medicare payment .athodology to all payer. and aet 
. rates so that spending is controlled. 

I •. Implementation Schedule 

For 1994: 

• 

• 

For 1995: 
I," 

• 

• 

..' 

• 	 DHHS completes initial schedule .odificationa for 
hospital inpatient, physicians 

• 	 DHHS uses Medicare data or limited private data to 
calculate conversion factors/standardized payment 
amounts 

DHHS establishes volume controls using Medicare as 
a proxy 

DHHS 	 completes Medicare software adaptation 

• 	 During 'first 6-9 months after enactment, insurers 
adopt rates or contract with Medicare contractors 

DHHS will complete rates for hospital outpatient
services 

• 	 More extensive private data for physician
conversion factors and volume .tandards/controls
will be available 

• 	 DHHS will refine data to handle uncompensated care 
and other hospital adjustments 

DHHS may include hospital outpatient services in 
ratesetting, covering about 75' of health spending 

• 	 DHHS will begin/consider development of • wider 
variety of volume control .echaniams, including
medical group controls, bundled payments for .ome 
ambulatory services, etc. 

II. 	 Administration and Monitoring 

• 	 Requires start-up costs for both the federal government
and insurers, to a lesser degree for, providers 

• 	 Requires establishment of a national 'all-payer database 
which may be valuable for other purposes 
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'. .. 

'. . 	 • Requires continued data collection ~or updating prices,
enforcing volume standards, and accomodating potential

\ savings slippages ' 

Ill. 	Impl~cations of All Payer Rate Setting 

• 	 Slow phase-in achedule l~ts acope of apanding
controlled: 

Would cover only about 60-65' of total health care 
spending during the first year. Could not· 
implement rates for outpatient hospital during
first year. 	 . 

Volume controls would be limited to withholds and 
for physician spending would have to be based on 
Medicare experience as a proxy during first year. 

,. 	 Negative consequences may inhibit amooth transition to 
managed competition: . 

Provider dislocations 

Lock-in of current resource allocations ~n a way
inconsistent with managed competition, 

• 	 Imposing structure could potentially amooth the 
transition to managed competition by: 

Continuing controls for ~ee for aervice aectors 

Standardizing servicedefin1tions for payers and 
consumers 

Serving as a point of reference for the purchasing
cooperatives in rate negotiation 
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!lMtLIHE lOS %KPLEKINTIHG ALL 'AXIS BATESETTING 'f'RpACH 

ler July 1'" %mpl.m.~tatIRn 

. Aprl1 1993 

Nay 1993 

June-Aug. 1993 

June-July 1993 

Auq.-&apt. 1993 

Octe~er 1993 

October 1993 

Nov. 1993 to 
Karch 15i4 

Nay-June 199. 

Fer 1995 


Kay to 

December 1993 

Oct. 1993 to 

Sept. 1994 


Dec. 1993 t.o 

AU;. 199' 


Fall 19'4 

Jan. 1995 

Complete deta11ed workplaftl for URS, for ..'bOlpltal, phy.lclan, and other .ervloel 

••;1n developln; payment rate. for pediatric,
OB-GYN, and preventatlve .ervlce. 

Developmental to devllop hOlpltal and 
phy.1cian converllon factorl 

Modlfy Medlcare eoftware peckag.1 to 
accommodate change. for non-Xedlcare 

validate aoftware, telt In 1.rge Ihtd1care 
contractorl 

Le;1.1at1on enacted 

8e;1n t.ralnln; prlvate .I.nl1.1rlrl in tale of 
loftware, payment rule. (I.g., e1.1r;leal glo~al
package., DRG bundling) 

Large 1n.urerl 1nltall converllon progr... to 
uae Medicare adaptedeoftware 

8mall Inlurer. contract wlth ••d1care 
contractorl t.o price cl.1.. 

Developmental work to develop bo.pltal
.peclfic and phyalel.n are. conver.1on factors 

In.1.1rerl would adopt converted .oft.ware,
validate before paying clatm. 

.ayment ratel for bOlp1tal outpatient .1~lc•• 
would be developed and prOVided t.o 1naurer•. 

St.andard1.ed cla1lU foru and atnact.ure for 
data collection would ~ available to be 
adopted by prlvatl .I.olurer. 


Implementation ofAlRS for bOlp1tal (inpatient.

and outpatient), phYllelan, lab, medical 

e;Ulpment, and ambulatory e1.1rgery .ettlngl 
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Healtb Inlurance Premium .egulation •• aD %Dterllllleanre 

- Premiums are highly visible. Consumers will gain
immediately and help enforce it; 

..
Creates 	incentives to control costs without requiring- governmental udcro-management; 


-Compatible with capitated payment -.ystems; 


• Promotes move to managed competition (e.g., cost

effective provider networks, global budgets) 

• May be necessary to prevent opportunism by aome 
insurers during transition. 

II. 	What 


Set allowable rate of increase for: 


• Actual premiums for policies currently in force; 

• Average premium per covered life for each insurer in 
states 	that have already implemented small group
refonns; 

• Premium equivalent (applicable premium) for aelf
insured 	finns. 

III. 	How 

• 	 Maximal use of existing state regulatory resources; 

• 	 For self-insured finns, use IRS authority to audit and 
enforce 	premium equivalents filed pursuant to COBRA; 

• 	 Supplement state departments with federal resources 

People or technical assistance in most atates 

Complete office in nine relatively small atates. 

Primary State functions: 


- Certify compliance with target; 


• 	 Respond to consumer complaints; 
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• 	 Recommend hardship adjustments to the cap; 

• 	 Implement a credible random audit process; 

• 	 Guarantee continuity of coverage for currently insured. 
.Primar,y Federal functions: 	 '.' 

• 	 Retain ultimete authority and responsibility for 
premium control program, including setting the targets; 

• 	 Review state certifications of non-compliance, choose 
and apply pe~alties, including: premium tax surcharges,
fines, corporate income tax surcharges, revoke the 
right to self-insure; 

• 	 Make final determinations of hardship exemptions; 

rY. Problems and Solution. 

Without consumer protections, this could XNCREASE uninsured. 

Therefore, for the currently insured, require limited market 
reforms, including: guaranteed renewability, limited pre
existing condition restrictions, no medical underwriting,
retroactive reinstatement, and balanced billing limits. 

Allow higher rates of increase to states who wanted greater
reform or to expand access quicker•. 

Mechanisms for insuring continuity of coverage for the 
currently insured: 

• 	 Market absorption; 

• 	 Guaranteed issue for currently insured; 

• 	 Residual pools -- carriers of last resort, state high
risk 	pools, ,joint underwriting agreements. 

v. %=plementation .equireaantl 

• 	 Pennsylvania regulates coverage for 12 million people
with a staff of 40. MOst states would need at least a 
few more trained staff, and a Federal staff of at least 
100-150 ,"'Quld be required. 'l"hree months between the 
passage of legislation and the start of the program
would be highly desirable. 
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Increese Use of Managed Care IS In Interim Cost Control Measure 

This option focuses on increlsing the use of mlnaged cere in the public and privete 
.e~tors and fostering greater competition among pllns. 

A. 	 Private Sector Options 

• 	 Give employees in companies with multiple plans grelter Incentive to 
choose lower-cost providers . 

For employers offering their employees a choice of health cere plans, 
employers would pay a set dollar amount regardless of the cost of the 
plan. The amount could be set It the lowest-priced option, the highest
priced OPtion, or some amount in between. Employees would be 
allowed to take the difference between the employer contribution and 
the price of the plan they chose as Idditional wages or as tax-free 
savings contributions. At Alcoa, this led to In Increase from 16 to 68 
percent in the number of persons in lower cost plans. At Xerox, this 
practice lowered rates of increase for III plans because they were put 
into price competition with each other. Llrger employers without 
multiple plans could be encouraged to offer multiple options through tax 
incentives. 

• 	 Give employees in small firms the option of choosing to join lerger 
Federal or state pools. 

The Federal Employee's Health Benefits Pian or state employee's health 
plans could be opened to small employers on I risk-Idjusted basis. 
Government plans offer I wide selection of plans, group rites, and 
reduced Idministrative costs. This would be coupled with I defined 
contribution requirement IS for employers offering multiple plans. 

• 	 Reduce the tax code bias towlrds Ixcessive hellth .pending 

This could be Iccomplished either by imposing I.limit on the amount of 
employer-provided health benefits which may be deducted or excluded 
from income. The cap should be set so that individuals choosing I low 
cost plan receive the futl tax deduction Ind exclusion. 

• 	 Remove berriers to managad cera 

Remove state lews that limitmeneged cere plans' ability to contain 
costs, .uch as: 

• willing provider requirements 
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• open pharmacy requirements 
• benefit mandates 
• utilization review restrictions 
• freedom of choice requirements 
• restrictions on negotiating discounts with providers 

• Implement standardized performance/quality measures 

Hospitals would be required to report ina standardized, "verity
adjusted format the extent of variation in physician practice patterns 
(resource utilization. length of stay and charges per patient) and clinical 
indicators of quality (mortality and morbidity reteSt readmissions, and 
rates of immunizations, C-sections, pap smears, etc.'. Health plans and 
employers could then use these quality-cost comparisons to menage 
hospital networks better. . 

In Cincinnati, four large employers convinced all 14 of the City'l 
hospitals to submit such data. After a single year, the hospitals reduced 
their average length of stay per patient by 0.6 days and their average 
charges per patient by 5 percent, for a one-year savings of .75 million. 

B. Public Sector Options 

• Increase the use of managed care in Medicare 

Medicare beneficiaries would be offered an open annual enrollment in 
qualifying area HMOs and the traditional Medicare fee-for-aervice plan. 
HMOs would bid for the right to serve the Medicare population and 
would offer a more generous benefits package than traditional fee-for
lervice Medicare. Beneficiaries and fiscal intermediaries would be given 
some of the savings from a move to lower-cost plans. . . 

Alternatively, if the integration of Medicare into the managed care 
institutions is not to occur for several years, a Medicare WO could be 
established in each state. Beneficiaries who joined the PPO would be 
given some ahare of the livings, as well as additional benefits. 

• Require increased coinsurance for Medigap poIicy~derl 

Medigap coverage of Medicare's cost sharing requirements has been 
.stimated to add 24 percent to Medicare's costs because of induced 
demand. Increased cost sharing would lower the burden of this induced 
demand to the government and make Medicare HMOs more attractive 
to beneficiaries • 

.. 
-.-. 
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• Remove berriers to use of managed care in Medicaid 

Currently, atetes must receive HCFA and legislative waivers in order to 
use managed eire effectively for their Medicaid populations. Those 
restrictions, intended to ensure quality care, would be repealed and 
replaced with quality. marketing and solvency _netards. . 

" 

f. 
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1110.1. AIIC:4U. 'I'IlW1 April 13, 1993 

TO: Chris Jennings 

FROM: David Abernethy ~~ 
SUBJ.: Questions for tomorrow's meeting 

.* ••• *********•••*••**••*•••••••••••*.**••*••••***********••****. 

Attacheel are the questions we eliscussed. The flrst set are from 
the Chairman of the Subcommittee. I am enclosing the copies ot 
the questions frcm individual members so that you will be aware 
of their concerns. Please call me if you have any questions. 

http:CMAloIUo/.AH
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Questions 

1. 	 If a state fails·· to insure that health plans provi4e 
coverage to all lo~-income persons, will the Federal 
government, by default, cover the low-income population? 

2. 	 What short":term cost containment strategies are under 
consideration? 

* 	 Will these options be administered by the Federal 
government or by states? 

Will there be a Federal program which would 90 into 
effect auring the time prior to the development of ~ny 
state-adminiGtered option? 

* 	 Have you considered the effect on scorable savings of 
Federal versus state administration of the cost 
containment program? 

3. 	 What long-term cost c~ntainme~t strategies are under 
consideration? 

* 	 At what point would the short-term strategies give way 
to the long-term strategies? 

• 	 What would be the mechanism for making the change from 
the short-term to the long-term? . 

* 	 How will :budget limits, allocated to the states, and 
ultimately to local health alliances (SIPes), be 
enforced? 

4. Under the proposed plan, the state would designate one or 
more 	entities to serve as a health alliance (HIPC). 

This health alliance will have unprecedented
responsibilities, including: enforcement of budgets,
selecting and approving health plans, enforcing compliance
with insurance standards, risk adjustments, etc. 

• 	 Who will .supervise the HIpes? The states or the Feaeral 
government? 
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5. 	 Other entities already exiat at the state and Federal level 
to perform most of these functions. 

* 	 What is the value of adding an additional buraacratic 
layer to duplicate existing programs? 

6. 	 What Medicare savings are expected to be included in the 
package? 

7. 	 What will be the allowed rate Qf growth in health spending, 
once the national health budget is established? What is the 
target percent of GOP for health by the year 20001 

8. 	 Will states be required to establish HlPes -- even if they 
opt for a single payer system? 

9. 	 There is a history of fraud and abuse in loosely-organized
networks that cover low-income and Medicare beneficiaries. 

• 	 Does the plan envision creation of new types of 
networks at the local level? Perhaps plans organized by 
~eQical societies? 

* 	 Would these plans be lice~sed or qualified under 
existing state and Federal laws? 

* 	 What will be done to protect vulnerable populations
from the kinds of fraud and abuse which have occured in 
the past? 

10. 	 How can we assure portability, if each state is permitted to 
do something different? 
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MEMORANDUM 


TO: Tricia Neuman 

FROM: Sean 

RE: Mr. Cardin's questions for Hillary Rodham Clinton 

~---~--------------~------~------------------------,------~-------------
In order of importanc~ and likelihood of actually being asked: 

1. Will states have the flexibility to maintain existing cost 
containment systems or develop new ones in addition to whatever is in 
the President's package? 

2. will the federal government provide the states with the 
tools they need (ERISA, Medicare waivers, etc.) to implement these cost 
containment measures? 

3. If states are going to be given budgets or budget targets,
how will baseline budgets be determined? 

4. Will the President's package propose strict controls on 
the apportionment of graduate medical ed~cation slots in order to 
address the current imbalance of generalist versus spec.ialist doctors 
per the recommendations of the Physician Payment Review Commission? 

5. Will participation in purchasing cooperative. be mandatory
for businesses ofa certain size? 
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Ru••tion" Cor Keola "form M"tips -- mil 1.4, 1"3 

convre••man San4er Levin 

COST cmAXNMiNTi 
1) 	 At I\&ny Town lIeatinq. people bav. said -- one way or another 


-- the experts aay that '100 b1111cn in health oare apan~lnq

ia now beiD; va.ted, 80 don't tax •••ore until you ,et rid 
or th••••te and inefficienoie.. Bow .il1 ~.foma H 
st.not'U'i14 to aipll:lcu.t.1J U4 ....i.Sb17 zeho., ••,. Mtla b 
C~••ho~t aa410D, terat 

2) 	 At • Ro~table •••ttnq wa had ye.terday in Miohigan to talk 

aboUt the solut1ona to our health car. problems, a aajor1ty 

o~ 1ntenat troup. were repr••entecl, anet the points ware 

..cs.. that aan1nqfUl competition can only ooeur 1n the 

preaenoe ot budqatary pr•••ure., and our current problem. 

are in aOil. ways the result. ot competit1onoperatlDt' without 

any f1nanaial constraint.. BOW w111 the t.l."u.i1:1ou.l .!It.. 

,lao. lia1U 011 4001:or, IaOQital all4 pknaG.utiMl QUAiaq 

to pZ"0411ce OOlt oOIlot.z'ol. ia tbe .hon tan ... ,~t.e 

ooap.tl~i.D ove~all' . 


lIPEBAL - STaTE BQLlS; 

1) 	 AuluIi"9 .u.bat.ant1al .tat. flexib1lity, luMI .111 it. lINt 

•••ve4 t.aiat a .tat.. dOl. Dot at:t..,t ,. -gama" U. _,.ata, 

~ .iaplaiHDtlD, .tZ'at.egi•• ""lob .110w 10WN" Goat lulal~b 

~..fl~••0 JOUD9.~WO~.'~' •• & ••obaAl.. fOil .'~••tl., 

aft lMl.ia..... .0 thai" .tat., 

3) 	 At our ROVKitabl. y..terd.y, there va. • tz:'e&t ...1 of 

diacu..len about pr6vent1onan4 health .d~catlOA - 
••peoially focuaing oft pr.vantabla beha~1or. auch .. drug 

aw••, HoltincJ, ancl violeno.. .OW w:111 t1le ".,poZl8U.ility

'OZ' ia~"'1D9 ...ltb e4Qca1::1oa ,.Dezal1J ~ .eter.a1ae4' 

Will it _e ,~1aarllJ a .14.:&1 Oil • .t&te fwDotloDt 


"'auainv .ubataAtial atate flexi:bl11ty, bow will 
aooouatu1:U,tJ for U. u.a. of pal1ty, aMe••, " ••••au 
eat. 	0011Ict1oB, .D4 .e;yireA aervl•• aalt.~~r ~••••ure42 . 
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SUICOMMm1!f ON JUDICIA"" ...0 

EDUCATION 


,.Qt1E~'l"IONS FOR MEETING 
WITH MRS. CLINTON 

APRIL 14,· 1993 

1. Assuming a global budget, will the global budget apply to 
all providers and all insurance markets, ,including secondary
insurance markets and self-insurers outside the HIPCs? If not, 
how w~ll cost-shifting ar.d escalation to the' non';regulated market 
be controlled? 

2. What is the extent of the states' responsibility for staying
within budget and how is it enforced? 

3. Has a goal been established f~r a specific numerical 
reduction in adn'.inistrative; exp~n!le;and what are the mechanisms 
for reduction in a.dn'.inistrative expense? 

4. Since copayrnents are a utili~ation control mechanism to 
. achieve cost -containment I how will' they be structured. to avoid 
creating adminie!:rative exp~nse &Qdpomplexity? 

1707 LONOWOIIITM BUI~DlIIIG 1801 7T'M AVlNUIi, Sum 1212 
WA.MI~GTON, DC 201111-4107 SIAm.a, WA 88101-13•• 

(J021 Ui-3 ,oe ~INnD ON IIlcYCLIO PAJIIIt ., ca08) 111-7170 
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(• LBGISLATrvB UPDATE 

Stokes recently introduced legislation, H.J. Res. 136, designating April 1993 as 
African American Health Awareness Month. The Resolution recognizes the need for 

national attention to the serious health problems which impact the Mrican' American , 
community in particular. As outlined in the 1985 Report of the Secretary's Task Force on 
Black and Minority Health, minorities are not equitable beneficiaries from advances in the 
medical arena.' The report concluded that minorities, suffer nearly 60,000 deaths annually. 
That figure has now skyrocketed to approximately 75,000 deaths each year. 

'The Stokes' Resolution fmds historical precedent in a previous effort by Booker T. 
Washington. In 1915, Washington instituted the observance of "National Negro Health Week". 
This initiative was a response to the then health care crisis of Mrican Americans and became 
precedent for a nationwide commemorative. Under the direction' of the U.S. Public Health 
Service, from 1932 through 1950, "National Negro Health Week" was observed during the rust 
week of April. House Joint Resolution 136 adopts the month of April in recognition of this 
observance. The measure is pendipg consideration by the House Committee on Post Office 
and Civil Service. 

In addition, the Department of Health and Human Services has selected the National 
Medical Association to lead its initiative in bringing this problem to the forefront. The 
National Medical Association will lead health and civic organizations across the United States 
in health promotion and disease prevention efforts that address this serious issue . 

.............................. 


Both the House and Senate have acted favorably on the National Institutes of Health 
orization Act. This bill was quickly brought back for consideration after being vetoed 

year by President Bush. The NIH bill reauthorizes several of the research institutes at 
,and establishes other authorities under NIH. The bill incorporates several provisions 
Congressman Stokes offered in ,legislation during last year's deliberations on NIH and 

efforts he has formulated through his work on the Appropriations Committee. These 
initiatives focus on minority health and minority biomedical research concerns at NIH. 

Specifically, the NIH bill requires that minorities and women be, included as subjects in NIH-
funded research projects except in special circumstances. This would be in situations where 
it would be inappropriate to the purpose of the research; where it could put the participants 
at-risk; and where it is determined to be inappropriate under the circumstances specified by 
the Director of NIH. 

The legislation also provides for the establishment of a scholarship and loan repayment 

program to address the continued under-representation of individuals from disadvantaged 

backgrounds pursuing careers in biomedical research and in mid-level and senior scientific 

and administrative positions at NIH. Such a program allows NIH to enhance it ability to 

recruit and retain scientists and administrators while increasing their representation of 

individuals from disadvantaged backgrounds within their professional force. 


A key provision of the NIH measure is the statutory authorization of the Office of Research 
on Minority Programs' which has been in existence since 1990. The NIH bill would allow this 
program to carry. out a coordinated and strategic plan to implement NIH's minority health 
initiative. Through this office, NIH can work to meet its·· goals of improving health ,in 
minority communities and 'attracting minorities into careers of medicine and research. 

ressman Stokes was thecata1yst behind the creation of this office in 1990. 
NIH Reauthorization Act is awaiting House and Senate conference action. 
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PRIVILEGED AND €ONFIDEN'f'IAL MEMORANDUM 

TO: Hillary Rodham Clinton March 9, 1994 
FR: Chris Jennings, Steve Edelstein 
RE: Meeting with Senator Dorgan 
cc: Distribution 

Tomorrow you are scheduled to meet with Senator Byron Dorgan (D-ND). He has not 
cosponsored any of the major health bills but has signed Sen. Wofford's letter on universal 
coverage. 

BACKGROUND: 

As a freshman, Dorgan might not be influential in the Senate, but he still has wide respect in 
the House where he was a member of the Ways and Means Committee. Dorgan now serves 
on the Commerce and Governmental Affairs Committees. He voted for Budget 
Reconciliation and National Service. His 23-year-old daughter died in November after 
undergoing surgery for a congenital heart ailment. 

Dorgan's staff has said that while he feels universal coverage is imperative, he has a strong 
business and insurance constituency. Dorgan himself has said that it may not be possible to 
have universal coverage at a comprehensive level. He has been working with the North 
Dakota Health Care Task Force which is outlining a single payer system, funded from a 10% 
payroll tax, and a federal compatible plan. 

In general, Senator Dorgan can be expected to back the package as long as careful attention 
is given to the problems of rural areas and the financing is sound. His other area of concern 
is cost containment. He will also be sensitive to coverage for Native Americans. 

According to his staff, the Senator has concerns regarding the following specific issues: 

• Employer Mandates - putting the burden entirely on small businesses is not workable. 
They cited North Dakota's Health Mandate as an example of an individual mandate. In it, 
employers must pay for employee's insurance but not that of their families. 

• Health Alliances - feels they are too bureaucratic. Five thousand employees may not be 
the right size factor in determining which companies can opt out. i .. 

• Cost - proposed costs are too high. Wants to consider a more modest benefit package. 

• Rural Access - because Medicare reimburses at 70 to 80% of the private rate, North 
Dakota hospitals cannot withstand a cut. 



I , RECENT DEVELOPMENTS: 

Senator Daschle's staff tells us that Dorgan did not attend the Rural Health Summit officially 
because of a previous commitment - to speak to the Potato Chip Association seminar 
unofficially because of a family conflict. 

TALKING POINTS: 

Rural Hospitals: Rural hospitals stand to benefit greatly from the President's plan. First, 
with universal coverage, they are guaranteed payment for everyone that walks through their 
doors. Second, by integrating Medicaid, they will be paid the same private pay rate for 
Medicaid beneficiaries as they are for patients with private insurance. For these reasons, 
Medicare disproportionate share payments to pay for uncompensated care should not be 
necessary. 

General: You may want to express your understanding that he could not attend the Rural 
Summit but your pleasure at being in the midwest and having an opportunity to hear first
hand some of the health related problems of those constituents. 

Universal Covera&:e: You may want to thank him for signing the Wofford letter and the 
importance of universal coverage for addressing other concerns such as controlling costs and 
improving access in rural areas. You may wish to explore his views on the best way to 
achieve universal coverage in a way that will be attractive to moderates of both parties. 
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TO: Hillary Rodham Clinton March 8, 1994 
FR: Chris Jennings, Steve Edelstein 
RE: Meeting with Senator Moseley-Braun 
cc: Distribution 

Tomorrow you are scheduled to meet with freshman Senator Moseley-Braun 
(D-IL). 

BACKGROUND: 

A Health Security Act and Wellstone cosponsor. Senator Moseley-Braun fully 
supports the concept of universal coverage. However, given Administration 
statements on the negotiability of other elements to reach this goal will want 
reassurance on issues on concern to her. She supports a one-tier system with 
high quality care for everyone. Toward that end. she supports the integration 
of Medicaid. She will want assurances that there are adequate protections for 
minority populations from discriminatory practices in marketing or 
participation by health plans. 

In October. Senator Moseley-Braun sent two letters to the First Lady 
expressing specific concerns. The first. she sought protection for children's 
hospitals as "essential community proViders." The second. expressed concern 
over the phase-out of Medicaid disproportionate share and the impact on 
hospitals which serve a high percentage of Medicaid patients. 

The Senator is hosting a meeting on Wednesday prior to your meeting with her 
with Senators Daschle, Moynihan. Kennedy. and Rockefeller ?Ild the 
leadership of the National Medical Association to discuss minority health 
provider concerns. The Administration will be represented by Risa Lavizzo
Mourey and the Senator's office is appreciative. NMA's concerns will be 
uppermost in her mind, particularly how to ensure that minority providers 
have the opportunity to participate fully under the plan. 

A related issue. is protection for essential community proViders. In the 
Senator's view, these providers. particularly community health centers and 
public hospitals. have shown cultural sensitivity and a willingness to take all 
comers. Her concern is that after refqrm. once everyone is a well paying 
customer and competition sets in. that these providers can continue to treat 
the populations they have historically served. She would also like to see that 
ties to the community. such as through the community boards of Community 
Health Centers, are not lost once we move to the bigger system of alliances. 



.... "I 

Sh~ has raised the issue of violence and its impact on our health care system. 
She has also been adamant that abortion services be available to all women. 
Mter the State of the Union. she praised the President for l1nking the need for 
both health care and welfare reform and for seeking health care security for 
every American. 

She voted for NAFTA. Budget Reconciliation and National Service. 

TALKING POINTS: 

Universal Coverage: You may wish to express your appreciation for her 
support for universal coverage and our commitment to a system in which 
everyone partiCipates equally. 

Children's Hospitals: This concern was addressed through the drafting 
process and under the bill all children's hospitals which receive maternal and 
child health funding under Title V are automatically conSidered essential 
community providers. 

Disproportionate Share: The bill phases out DSH payments for each 
state as It joins the new system. With universal coverage there will no longer 
be any need for DSH payments since the problem of the uninsured will be 
addressed. However. for those hospitals which continue to serve a 
disproportionate number of poor or undocumented persons a residual $800 
inillion vulnerable 'populations fund will be establ1shed. 
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