THE WHITE HOUSE
WASHINGTON

January 7, 1997

Mr. Louis Blair

P6/b(6)

Dcar Mr. Blair:

Thank you for taking the time to share with me and
my staff your proposal to reform the nation's health care
system. It is very important that those of us working on
health care hear from individuals like yourself who have
valuable information to contribute.

In particular, the President shares your commitment to
expand health care coverage and to improve access and
affordability of health care services. However, the President
believes these goals may best be achieved by taking a step
by step approach. In August, President signed into law the
Kassebaum-Kennedy bill, which will enable as many as 25
million americans to keep their health insurance coverage
when they change jobs. This legislation provides for a ,
strong foundation from which we can address the many other
health care challenges facing this nation.

Another bill the President enacted prohibits health
plans from establishing separate lifetime and annual limits
for mental health coverage. While this measure takes the
next step toward improving coverage for many more
Americans, the President believes we should continue to
build on these reforms by helping millions of working
Americans in between jobs afford to keep their health care.
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The Clinton Administration also shares your interest
in having health plans compete on the basis of quality. As a
result, the Administration is working to modernize the
Medicare program. The President's Medicare plan would
include a number of market-oriented reforms, such as
"competitive bidding,” that would make Medicare a more
prudent and more effective purchaser of health care services.
- Additionally, the President's plan would increase the choice
of plans for beneficiaries by adding a new Medicare
Preferred Provider Organization option, a new Provider
Sponsored Organization alternative, and a new HMO with a
point—of-service option.

Again, I very much appreciate having the benefit of
your views. Please be assured that I will keep your thoughts
in mind as the Clinton Administration contmucs to pursue
health care reform.

Smccrcly,

| \,&MMM

Carol H. Rasco
Assistant to the President
for Domestic Policy
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Dear Ms. Max, ’ , W\(\u p \‘0 ¥J€ Plﬂfﬂ

In our telephone conversation earlier this week you asked for W&
information supportlng the flnan01al efficacy of my health reform (F
proposal. VQP

Enclosed is another copy of the one page overview of my proposal, 1&?
the bottom lines of which report that my proposal will save Q
$292 billion over the first six years of its operation .and $175
billion per year thereafter. In support of these statements

I am enclosing a copy of the December 16,1993 CBO letter to
Congressman Jim McDermott scoring H. R. 1200, the American Health
Security Act of 1993. The entire letter deserves rereading

but pages 8 and 9 plus Table 2 (including my insert) which
follows page 9 is my preliminary response to your request

for financial information supporting my proposal.

Additionally, I am enclosing a sheet which is extrapolated from
Table 2. It emphasizes that if there is no reform:

a) private health care costs will increase from $614 billion
to $1,022 billion by 2003 - but with H. R. 1200 private health
care costs would increase only $310 billion - $712 billion less.

b} It points out that even with the universal coverage
provided by H. R. 1200, public health care costs would increase
only $537 billion - a saving of $175 billion in total national
health care costs in the year 2003,

My proposal - like H. R. 1200 - is based on providing universal

coverage and replacing other health care programs. But it

contains several important and different strategies, for example:
a) Insurance companies, HMOs, and providers will compete

on the basis of excellence of the care provided -~ as judged

be those receiving the care in their own healthcare market area.
b) The "Oregon Benefit 'Plan" assures better cost-benefits.

I will promptly respond to your additional requests for details
about my proposal. I respect your ability and responsibility
to inquire about features of my proposal which could not be
included 'in a one page overview and I look forward to receiving
your reguests.

incerel

~

Louis B. Blair : : HandsNet HN7442
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THE HEALTH CARE CRISIS - A PLAN FOR REFORM 4/22/96
THE PROBLEMS. During 1996, of the 260 million people in the
U. S. almost half will be uninsured, seriously underinsured
or covered by Medicare or. Medicaid. GAO reports state "20% -
of the dollars spent on patient care is wasted, that up to 10%
is spent on avoidable administrative costs" There are no
incentives assuring quality or cost controll
THE PLAN: expand present managed care system to cover Medicare,
Medicaid, Veterans, Workman's Compensation and the 40 million
uninsured by strategies assuring quality care, cost control
and patient, provider and insurer satisfaction.

THE RECOMMENDATIONS: a universal coverage plan providing for:

A) Federal Health Policy Board responsible for:

1) Issuing Health Care Insurance Cards (HCICs)

2) Setting health care benefits (Oregon Plan Benefits)

3) Designing form for annual reports of clinical and

financial outcomes.

4) Recommending to Congress: A

a) the amount of the flat percentage increase of
personal and corporation income taxes needed to
finance the health care benefits

b) indexing of these funds to the states in accordance
with the states' population and economic levels

5) Recommending to Congress that states establish state
health policy boards to receive and administer the
capitated health care funds. :

B) State Health Policy Boards responsible for:

1) Identifying their Health Care Market Areas {HCMAs)

2) Establishing eligibility standards for HMOs to bid for
franchises to provide health benefits in their HCMAs
requiring HMOs' applications for franchise to include:
(a) identification of contracting providers (physicians

groups, hospitals, pharmacies, various health care

- ‘agencies and other suppliers).

(b) provision for prompt completion and submission of
the federally required outcome report. (The State
Health Policy Board to monitor but not interfere
with the HMO's provision of care.) The report is
to be made public.

{c) HMO's bid for a franchise covers only its operating
cost and profit. Thus, its bid and its operation
of the franchise is focused on competition with
other franchises by the provision of quality care.

3) Receiving applications and awarding franchises.

4) Receiving federal funds and distributing them to
franchised HMOs after additional indexing needed
because of different costs among their HCMAs.

C) Graduate Medical Education should be separately financed.

Extrapolations of CBO reports indicate thls plan will save $292
billion its first six years, $175 billion annually thereafter. '
Specific plan details will be supplied on receipt of requests.
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CONGRESSIONAL BUDGET ORFICE
LS, Congress
Washington, 1XC 305 I

Robert DL Reischaner
Decctor

December. 16, 1993

Honorable Jim McDermott
U.S. House of Representatives
Washington, D.C. 20515

Dear Congressman:

At your request, the Congressional Budget Office has prepared a

_preliminary estimate of effects of the spending provisions of H.R. 1200, the

American Health Security Act of 1993. If we can be of further assistance,
please call me. The CBO staff contact is Paul Van de Water {226-2800).

Smcercly,

/____“__._.._____,_,_._.a
2\1 i
Robert D. Relschauet

cc: Honorable Dan Rostenkowskl
Chairman
Committee on Ways and Means

Honorable Bill Archer
Ranking Minority Member
Comrnittee on Ways and Means

Honorable John Dmgell
Chairman
- Committee on Energy and Commerce

Honorable Carlos J. Moorhead
- Ranking Minority Member
Committee on Energy and Commerce

Honorable Ronald V. Dellums
Chairman
Committee on Armed Services



Honorable Jim McDermott
 Page 2

Honorable Floyd Spence
- Ranking Minority Member
Committee on Armed Services

Honorable William Clay
Chairman

Committee on Post Office and Civil Service. -

Honorable John T. Myers
Ranking Minority Member
Committee on Post Office and Civil Service

Honorable G.V. Mbntgomery
Chairman : _
Committee on Veterans' Affairs

Honorable Bob Stump
Ranking Minority Member
- Committee on Veterans’ Affairs

- Honorable Pete Stark
Chairman
Subcommittee on Health
Committee on Ways and Means

Honorable Bill Thomas
Ranking Minority Member
Subcommitte on Health
Committee on Ways and Means



December 16, 1993
"H.R. 1200, AMERICAN HEALTH SECURITY ACT OF 1993

H.R. 1200 would create a single-payer program of national health insurance
modeled after the Canadian system. The bill, coauthored by Congressmen Jim
McDermott and John Conyers, was introduced in March 1993 and has 91 current
cosponsors. This memorandum provides a preliminary estimate of the effects of
H.R. 1200 on government outlays and national health expenditures. It does not

" include an estimate of revenues, because many of the revenue-raising provisions
of H.R. 1200 were included in the Omnibus Budget Reconciliation Act of 1993.
The estimate assumes that the bill would be enacted in 1994 and that the program
would begin in 1997. A recent CBO paper, Estimates of Health Care Proposals
from the 102nd Congress (July 1993), summarizes CBO’s methodology for
estimating the effects of health reform proposals and emphasizes the uncertainty
of such estimates. -

SUMMARY OF THE BILL

H.R. 1200 would make all 1 sidents eligible for comprehensive health
_benefits with no out-of-pocket payments for acute care or preventive services.

People would pick their own health care providers, and providers accepting

payments from state programs would be prohibited from blllmg patients for
covered services.

The national health insurance program (called the American Health Security

Plan) would be financed largely by the federal government and would be
administered by the states under the direction of -a federal Health Security
_ Standards Board. The board would develop most of the policies and regulations
required to carry out the program. It would also establish a national health

budget, which would grow no more rapidly than the economy plus the rate of
_growth of the population.! States that established a health security program would

1As noted below, H.R. 1200 defines the limit on the growth of health expenditures in two
different ways. The alternative definition would limit the growth of health spending to the rate
of increase of GDP.



receive federal grants that would average 86 percent of their per capita share of
the budget but could vary from 81 percent to 91 percent depending on their income
and other factors.

Benefits

The benefits provided by the program would include payment for hospital care,
physician and other professional services, nursing home care, home health
services, hospice care, prescription drugs, preventive health services, home and
community-based long-term care services for people unable to perform two or
more activities of daily living, durable medical items such as eyeglasses and
hearing aids, dental care for children, and other services. The bill requires care-
management procedures for drug abuse treatment, home and- community-based -
services, and mental health benefits over specified limits.

The new_program would replace most existing public and private health
insurance programs. Medicare, Medicaid, Federal Employees Health Benefits, and
benefits for military personnel under the Civilian Health and Medical Program of

programs for veterans and Native Americans would continue, however, as would
the direct provision of health care by the Department of Defense to active
members of the armed forces.

the Uniformed Services (CHAMPUS) would be terminated. Federal healthg =

\dministration and Cost Control

The national health insurance program would be administered by the states under
the guidance of an American Health Security Standards Board, comprising the
Secretary of Health and Human Services and six other members appointed by the
President. The states could contract with private entities to process claims for

_payments, but each state could generally have no more than one processor.

~JThe national board would set eligibility, enrollment, and benefit rules,
determine provider participation standards and qualifications, review and approve
state plans, and establish annual state and national budgets for health spending.
The budgets would include separate amounts for health professional -education,
quality assessment activities, and administration.




Hospitals and nursing homes would receive payments based on state-
approved annual operating budgets, not -on the volume or type of services
provided. States could choose to base payment for home health services, hospice
care, and facility-based outpatient services on a budget, a fee schedule, or another
prospective . payment method. Physicians and other professionals would be
reimbursed using a fee schedule similar to Medicare’s resource-based relative
value scale. Payments to health maintenance organizations would be based either
on budgets or set amounts per enrollee. States would be responsible for adjusting
payments or budgets when HMOs contract with hospitals operating under global
budgets. Payments for other items and services, including prescription drugs,
would also be made on the basis of fee schedules established by the health board.

ESTIMATED FEDERAL COSTS?

H.R. 1200 would, at the start, more than double federal government spending for
health. Federal costs will comprise grants to the states for the universal health
insurance plan, additional direct spending for primary care training and public
health efforts, and additional authonzatlons of appropnatlons for the Public Health
Servnce :

Part of the federal costs of H.R. 1200 would be offset by repealing
Medicare, Medicaid, and other existing federal health programs. To avoid
increasing the deficit, the remaining costs would have to be covered by additional
taxes and payments by states or beneficiaries. Table 1 summarizes the effects of
the bill on federal outlays.

Payments to the States

The bill provides that federal payments to the states would total 86 percent of
spending for health services covered by the national health insurance program.
- The estimate assumes that this percentage would apply in the first year of the

program. In later years, federal grants are assumed to increase by the combined

’The estimates ‘m this section do not include the states’ share of spending under the
American Health Security Plan. CBO is currently reviewing the appropnate budgetary treatment
of such spendmg




TABLE 1.  ESTIMATED FEDERAL OUTLAY EFFECTS OF H.R. 1200
(By fiscal year, in billions of dollars)

1996 1997 1998 1999 2000 2001 2002 2003

630 939 995 1,02 1,110 1,171 1,235

Payments to the States 0

Health Care Training and Delivery 0 2 3 3 3 4 4 4
Repeal Medicare® ' ' 0 -147 217 " -239 265 -292  -323 .358
Repeal Medicaid 0 95 141 -157 -174 -192 212 -233
Repeal Federal Retiree ‘

Health Benefits 0 4 6 7 -8 9 -10 - 11 .
Authorizations of Appropriations® c =15 2 24 26 28 230 _-32
.

Total 3N 55 571 583 592 600 605

SOURCE: Congressional Budget Office.

NOTE: This table does not include the states’ share of spending under the American Health Security Plan. CBO is currently
reviewing the appropriate budgetary treatment of such spending. ’

a.  Includes Medicare premiums and administrative costs.
b.  Includes repeal of federal émployce health benefits and benefits under the Civilian Health and Medical Program of the
" ‘Uniformed Services. These changes in discretionary programs would not be counted for pay-as-you-go scoring under

the Budget Enforcement Act.

¢.  Less than $500 million. -
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TABLE 1B. ESTIMATED BUDGETARY EFFECTS OF H.R. 1200 (AS INTENDED: LOW

CAP)

..... (By ﬂscal year, in billions of dollars)

=202 225 8212

1996

1997 1998 1999 2000 2001 2002 2003
Outlays
Contributions to the States 0 625 925 973 1020 1068 1,118 1171
Additional Direct Spending 0 2 3 3 3 3 4 4
Repeal Medicare® 0 -147 217 239 265 292 323 358
Repeal Medlcaid 0 -95 141 157 A% 192 212 233
Repeal Retiree Health Benefits 0 4. -6 7 -8 -9 -10 - 11
Authorizations of Appropnatxonsb ¢ 5 22 4 26 28 300 .32
Total, Outlays * 365 542 549 881 S50 547 sS4l
Revenues

Income and Payroll Taxes
on Additional Income®
Long-Term Care Premium

Other:

a—

Total, Revenues

 Total Effect of H.R. 1200

SOURCES: Congressionsl Budget Office; Joint Comittee on Texation.

& Includes Medicare premiums and administrative costs.
b.  Includes repeal of federal employee health benefits and benefits under the Civilian Health and Medica! Program of
the Uniformed Services. These changes would not be counted for pay-as-yOu-go scoring under the Budger Bnforcement

Act.
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rates of growth of GDP and population, as the bill specifies. To the extent that
the national health budget is not fully effective in limiting the growth of health
spending (as discussed below), the federal share of thc total would fall below 86
percent,

Health Training and Deliv

H.R. 1200 provides that a total of up to 0.32 percent of the federal revenues
dedicated to the national health insurance program shall be devoted to specified
public health activities. These activities include health professional education (up
to 0.06 percent), public health grants (up to 0.14 percent), grants to community
~ health centers (up to 0.10 percent), and health outcomes research (up to 0.02
percent). The estimate assumes that spending for these activities would equal 0.32
percent of the federal payments to states. : :

Repeal of Existing Federal Programs

‘The new program would replace Medicare, Medicaid, Federal Employees Health
Benefits, and CHAMPUS benefits for military service members. Of these
programs, Medicare benefits, Medicaid, and health benefits for federal retirees are
considered mandatory, and the rest are discretionary. The savings from
eliminating these programs would equal CBO’s baseline projections of spending,
extrapolated through 2003. The bill also authorizes appropriations for a new
Office of Primary Care and Prevention Research in the National Institutes of
" Health; CBO estimates that this office would cost about $200 million a year. The
net reductions in discretionary programs would not be counted for pay-as-you-go
‘scoring under the Balanced Budget Act.

EFFECT ON NATIONAL HEALTH EXPENDITURES

CBO estimates that enactment of H.R. 1200 would raise national health expendi-

tures at first but would reduce spending about 6 percent in 2003. The

administrative savings from switching to a single-payer system would offset some
of the cost of the additional services demanded by consumers. Over the longer
run, the cap on the growth of the national health budget--assumed to be 75 percent




effective, as explained below--would hold the rate of growth of spending on
covered services below the baseline. .

In addition to reducing national health expenditures in the long run, H.R.

1200 would shift a large amount of health spending from the private to the public

sector. -The new program would assume virtually all spending now covered by

__private health insurance. The only health spending remaining in the private sector
would be coinsurance for covered services and out-of-pocket spending for services
not covered by the federal program, such as over-the-counter drugs, some dental
care and eyeglasses, and cosmetic surgery.

CBO estimated the total cost of the national health insurance program in the
following three steps:

o Estimate the amount of covered health services in 1996, the year before the
new program would take effect.

0o Add the estimated amount of additional health services that would be
demanded under the new program in the absence of a limit on total health
'spending, and subtract the estimated administrative savings.

o Estimate total spendingAfor 1997 through 2003 based on the expenditure
limit set in the bill and its likely effectiveness.

Covered Services

The program would cover virtually all spending for hospital care, physician and
- other professional services, nursing home care, and home health services. For
these items, the estimate excludes only other private funding (largely philanthropic
contributions), 20 percent of current out-of-pocket spending (representing an
estimate of services that the new program would not cover), and spending by the
Veterans Administration and Indian Health Service. All spending on prescription
drugs is assumed to be covered. '

States would have to cover dental care for children under age 18, except for
orthodontic care. CBO estimates that this represents approximately 25 percent of
baseline dental spending from all sources of payment in 1996. The bill authorizes



the board to place hmlts on the cost and frequency of benefits for eyeglasses and
durable medical equipment. The estimate assumes that all baseline third-party
payments and half of baseline out-of-pocket expenditures for durable medical
equipment would be covered.

Additional Demand for Servi ' | | ——

‘Under H.R. 1200, spending on health care would no longer be limited by a
person’s income, wealth, or insurance coverage. Providing health insurance to
people who currently lack insurance and eliminating most copayments for those
who have insurance would increase the demand for health services. Expanding the -
- coverage of health care to include home and community-based services for the
disabled would also greatly increase their use. The bill prohibits cost-sharing only
for acute care services. CBO assumes that states would impose copayments or
coinsurance for drugs, nursing homes, durables, and home and community-based
services. The copayments moderate the additional demand for these services.

The estimated additional demand for health services under the bill is based
on the methodology detailed in the CBO memorandum, Behavioral Assumptions
Sfor Estimating the Effects of Health Care Proposals (November 1993). Under
those assumptions, hospital utilization would grow by 12 percent if not constrained
by the national health budget; the estimate assumes that this increase would occur
gradually over the first three years of the plan. The unconstrained demand for
physician and other professional services, dental care, and prescription drugs is
assumed to increase by 30 percent, also building up over three years. CBO
assumes that spending for vision care and durable medical equipment would
increase by 22 percent over three years. The demand for home health care is-
assumed to grow by 50 percent and nursing home use by 38 percent; these latter
increases are assumed to be experienced over five years because of their size and
the need to expand the capacity of the industries.  All of the figures in this
paragraph represent weighted averages of the estimated increases in demand on the
part of the currently uninsured, Medicare beneficiaries, Medicaid recipients, and
people with private health insurance coverage. The estimates of unconstrained
demand assume that spending would increase in proportion to the growth in the use
of health care services.




In the absence of cost-control, CBO assumes that spending for drug abuse
treatment would triple over baseline expenditures, adding $16 billion a year to the
cost of these benefits by the third year of the plan. The benefit for home and
community-based services and the unlimited mental health benefit would add
almost $50 billion a year to uncapped health spending after three years.

Administrative Savings. Replacing a variety of private insurers, government

programs, and individual out-of-pocket payments with a single payer in each state

would reduce the costs of administering the health care system. The national

health expenditure accounts, developed by the Health Care -Financing
Administration, record administrative expenses in several places. The category

- _labeled "administration" includes only the direct costs of administering government

~programs as_well as profits, overhead costs, and additions to the reserves of

__private health insurers. The costs of billing for services, filing claims forms,

complying with utilization review, and other administrative requirements are

included in hospital and physician expenditures and other specific categories of

personal health spending.

The estimate assumes that the national health insurance program would
operate with direct administrative costs equal to 5.5 percent of spending for
covered services in 1997, 4.5 percent in 1998, 4 percent in 1999, and 3.5 percent
thereafter. In comparison, administrative costs of all insurers (public and private)
are currently about 7 percent of spending for covered services, Medicare’s
administrative cost rate is about 2 percent, and the administrative cost of Canada’s

single-payer system is less than 2 percent of spending. Although the adminis-

trative costs of the national health insurance program might eventually fall closer

to the Canadian level, the estimate assumes tha( this level would not be reached

within the first seven years

The estimate also assumes that hospitals, physicians, home health agencies,

and other health care professionals could save 6 percent of revenues by dealing

with only one payer and eliminating copayments and other billing. These savings

_would be phased in over two years. No administrative savings are assumed for
nursing homes, prescription drugs, dental and vision care, and other categories of
personal health expenditures. -




Collection of Coinsurance. The estimate assumes that, as allowed in the bill,
states would impose charges for nursing home care, home and community-based
services, prescription drugs, and durable medical items. CBO assumes that the
states would follow Medicaid’s approach for coinsurance in nursing homes and

~would recover a portion of patients’ Social Security and pension income. The
ratio of coinsurance payments to total nursing home spending under H.R. 1200 is
assumed to equal the projected baseline ratio of out-of-pocket spending to total
nursing home spending, or about $40 billion in the early years of the plan. The -
estimate also assumes that states would charge recipients of home and community-
based services a copayment amounting to $2.50 a visit and would collect
coinsurance equivalent to 20 percent of spendmg for prescription drugs and durable
medical equipment.

“The assumption that states would collect coinsurance for these services has
, three effects on the cost estimate. _First, coinsurance reduces the demand for

services and total spending Second, the coinsurance payments reduce state

spending and increase private spend_g Finally, states incur higher costs to
.administer the coinsurance. :

Efficacy of Expenditure Limit |

H.R. 1200 would limit the rate of growth of spending for the national health

_ insurance ‘program to the. rate of increase of GDP for the previous year plus

population growth. The present estimate assumes that this limit, after allowing for
‘the increase in demand for health care services and the reduction in administrative
costs, would be 75 percent effective. The estimated savings from the limit equals
the difference between the unconstrained demand created by the bill and the bill’s
expenditure limit, multiplied by its effectiveness rating of 75 percent.

H.R. 1200 contains many of the elements that, CBO has concluded, would
_ make its expenditure limit reasonably likely to succeed. The bill establishes a
single payment mechanism and a uniform system of reporting by all providers of
_health care. It sets up global prospective budgets for hospitals and nursing homes.
And, by prohibiting participating providers from billing for covered services, it

makes it unlikely that people would purchase health care outside the regulated

system.




' PROJECTIONS OF NATIONAL HEALTH EXPEN DITURES.Y

TABLE 2.
BY SOURCE OF FUNDS (By calendar year, in billions of dollars)
Source of Funds 1996 1997 1998 1999 2000 2001 2002 2003
Baseline
Private 614 661 712 766 824 886 952 1,022
Public :
Federal 379 418 460 505 555 610 670 735
State and local 169 184 _200 _216 _234 253 273 _295
Total 1,163 1263 1372 148 1613 1,748 1,894 2,052
Changes from Baseline
Base Estimate: H.R. 1200 (Higher Expenditure Cap, .75 Percent Effective)
Private 0 441 477 574 559 606 655 -709
Public ‘ : _
Federal a 530 545 558 566 572 576 578
State and local 0 29 -1 -9 7 1 9 17
Total a 59 @ 57 32 0 33 71 -114
Alternative Estimate: H.R. 1200 (Lower Expenditure Cap, 75 Percent Effective) )
. ' TN
Private 0 442 478 -518 -561 -607 -658 [-712
Public ‘ : ;
Federal a 522 529 533 531 527 520 | 510 |
State and local 7 e - LA DUNEEES SRt - MRUES b B /
Total - 43 11 -30 73 -1214 175

SOURCE: Congressional Budget Office.

'S Less than $500 million.
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Under H.R. 1200 the states, not the federal government, are at risk if the
expenditure caps are not completely effective. If a state exceeds its budget in a
given year, it must fund from its own revenues any health spending above the
limit. If a state provides all covered health services for less than the budgeted
amount, it may retain the full federal payment. Because states generally cannot
run deficits to finance current services, and because resistance to tax increases is
strong, states would have a strong incentive to stay within their share of the
national health budget. No penalties would apply, however, if a state failed to live
within the budget, and some states may therefore opt to spend more on health care
services than the budget provides. As a result, the expenditure limit is unlikely
to be fully effective in controlling the growth of national health expenditures.

H.R. 1200 defines the limit on national health expenditures in two different
ways. Seciion 601(a)(1) states that the national health budget “shall not exceed the
budget for the preceding year increased by the percentage increase in gross
- domestic product.” Section 602(a)(2), however, would allow per capita spending
to rise by the rate of increase in GDP; under this specification, the health budget
would increase by the rate of growth of population plus GDP.

Because of this ambiguity, Table 2 shows two different estimates of the
effect of H.R. 1200 on national health expenditures. The base estimate assumes
the less stringent expenditure cap (rate of growth of GDP plus population) and 75
percent effectiveness at achieving the cap. The alternative estimate assumes the
tighter cap (rate of growth of GDP alone) and 75 percent effectiveness.

In the base estimate, the additional demand for health services raises national
health expenditures in the early years, but the expenditure limit eventually causes
spending to fall below the baseline level. National health expenditures fall more
rapidly in the alternative, which features a more stringent cap. In both cases, -
federal grants to the states would grow at the budgeted rate, and any spending
above the budgeted amounts would be funded by the states. In 2003, health
spending by state and local governments would be 5 percent above baseline levels
in the base case and 10 percent higher in the alternative.



~ Alternative Scenarios

The assumption about how effectively the states restrain the growth of health
spending has a significant effect on the estimate of national health expenditures.
Because the United States has no experience with a program like the one
- envisioned in H.R. 1200, the assumption about the effectiveness of the spending
limit in the bill is highly uncertain. Table 3 illustrates the sensitivity of the
estimate to this assumption. The table provides five alternative estimates, in which
the effectiveness of the spending limit ranges from zero to 100 percent.

If the spending limit were fully effective, national health expenditures in
2003 would be some $250 billion below the baseline. If the spending limit were
50 percent effective or less, however, national health expenditures would exceed
the baseline in each year. Under these latter scenarios, state government spending
on health would be substantxally above the baseline, and the federal government
would probably be pressed to increase its share of payments under the national
health insurance program. ,

COMPARISON WITH PREVIOUS ESTIMATE

CBO has previously analyzed another single-payer health insurance plan, the
Universal Health Care Act of 1991, sponsored by former Congressman Martin
Russo. (See Estimates of Health Care Proposals from the 102nd Congress [July
1993)). Compared to the Russo bill, H.R. 1200 contains additional benefits for
many health services and would be administered primarily by the states instead of
the federal government. H.R. 1200 prohibits cost-sharing only for acute care and
preventive services, whereas the Russo bill prohibited- all cost sharing. The
additional demand for prescription drugs and nursing home services is estimated
to be somewhat less than for the Russo bill because of this cost-sharing by
patients, but administrative expenses would be somewhat greater.

OTHER CONSIDERATIONS -

This memorandum deals only with the costs of this bill. Any major reform of the
health care system, however, would have many other significant effects.
Providing universal health insurance coverage would increase the demand for

3
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TABLE 3.

PROJECTIONS OF NATIONAL HEALTH EXPENDITURES UNDER

ALTERNATIVE ASSUMPTIONS ABOUT THE EFFECTIVENESS OF THE
SPENDING LIMIT IN H.R. 1200 (By calendar year, in billions of dollars)

1996 1997 1998 1999 2000 2001 2002 2003

“National Health Expenditures

H.R. 1200
100 Percent Effectiveness

H.R. 1200
75 Percent Effectiveness

H.R. 1200
50 Percent Effectiveness

H.R. 1200 ,
25 Percent Effectiveness

HR 1200
0 Percent Effectiveness

Baseline

1,163 1,263 1372 1488

Changes from Baseline

a 36
a 59
a | 83
a 107

a 130

0

57

115
175

237

32

108

186

269

1,613

-90

198

305

1,748 1,894 2,052

-139
33
81
203

333

-195

63

208

364

-114

42

212

397

SOURCE: Congressional Budget Office.

a Less than $500 million.




health care services. At the same time, the imposition of a limit on health
expenditures would reduce the resources available. These changes could affect the
incomes of providers, access to certain types of care, accessibility of some
providers, the pace of technological change, and other important aspects of the
health care system.

11
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TABLE 1B. ESTIMATED BUDGETARY EFFECTS OF H.R. 1200 (AS INTENDED: LOW

CAP)

..... By fiscal year, in billions of dollars)

1996 1997 1998 1999 2000 2001 2002 2003
Outlays
Contributions to the States 0 625 925 973 1,020 1,068 1,118 1,171
Additional Direct Spending 0 2 3 3 3 3 4 4
Repeal Medicare® 0 -147 217 239 265 -292 323 358
Repeal Medicaid - 0 95 -141  -157 174 -192 212 233
Repeal Retiree Health Benefits 0 4 6 i 8 -9 10 -1
Authorizations of Appropriations® * .15 22 24 26 _28 _-30 _-32
Total, Outlays * 365 542 549 551 550 547 541
Revenues

Income and Payroll Taxes

on Additional Income® .
Long-Term Care Premium
Other:

Total, Revenu'es

“Total Effect of HLR: 1200

SOURCES: Congressional Budget Office; Joint Committee on Taxation.

8. Includes Medicare premiums and administrative costs.

b.  Includes repeal of federal employee health benefits and benefits under the Civilian Health and Medical Program of

the Uniformed Setvices. These changes would not be counted for pay-as-you-go scoring under the Budget Enforcement

Act.
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Friday, ﬁkptember 20, 1996

et

Mg, Jill Pizzuto, Administrative Assistant

Office of Domestic Policy | g éE/\TZi);S' | .
West Wing, Second Floor ' - : ch.\

' The White House - S )&\\ AL ke SR
washington, D. C. 20502 | SRR

| Dear Ms. Plzzuto, ‘~‘. - 2? ' N \TZle:~ @JLQO\J?T
- A D o uﬁ:m!thM
Thank you for your telephone call thisgéfternoon; %%%: L\Cki <2@?t€VﬁiU

Enclcsed herewith is a copy of the material which we: had
_discussed. ‘ , - ( fZYPE/Vk&*AQi \A«‘
| “Heo £ L Ck

Please be certaln of my eagerness to respond to requests for

details of the proposals in my one page plan for reform of health

care ' deliver ' b ‘
| 7 o % R Ko urs,

- He' s

Sincerely, ' o o ' C)ki . ;'(

. - ;\30\& eamﬁ(-*
Louis B., Blair: , f. ' | - 1}ﬁj:Q(/ @TDO (
P6/b(6) : | | Q$j~ bUMVE; S*J'
M‘ gl . ‘o tullc to

e d"" - uw’i | - Somoone

o 67(0 | |
‘ l,l}() b\{m& UL\ \@? ho\ M

/(*0 0‘)‘\ *Lpaf\/dﬁﬂ@w[\ &\U‘md\{ | ‘, — \ |

fé?
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* THE WHITE HOUSE
 WASHINGTON

July 23, 1996

Mr. Louis B. Blair

P6/b(6)

Dear Mr. Blair:

Thank you for your letter. I appreciate your sharing your
expertise regarding health care reform with the Administration.

In order to give your proposal the appropriate attention, I
have forwarded your letter and the materials you enclosed to
Carol Rasco, Assistant te the President for Domestic Policy, for
review. You can be sure that she will give your proposal careful
congsideration. . o1 :

~ Again, thank you for writing.
Si§lc e‘ xre ) ———

.. y ‘ ( ’
‘ -,- Panetta '

Hlief of staff

cc: The Honorable Ca:dl Rasco

' LEP/tab.
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May 23, 1996

Mr. Leon E. Panetta
Chief of staff

The White House
Washington, D. C.

Dear Mr, Pénetta,

I appreciate very much your response (copy enclosed) to my plea
(copy enclosed) for consideration of health care reform.

A year has passed and Congress has not 1egislated any substantive
health care reform, I do not know what the Executive branch

has done - or 1s doing, but I do know that health care delivery
is very complex and that reform will take at least five vears
from conception to delivery. It may take a year to develop

a plan to the point at which it can be reliably scored, two

vears to be debated in Congress and two more years for the
federal, state and local infrastructure to be prepared.

Please look again at the attached one page overview of my
proposal for reform (and the bottom line offer to supply the
details). Despite every thing else you do, the importance and
urgency of health care refornm demands that planning start now,

Please arrange for some one in your_office or in the OBM to
evaluate me and my plan. I'll come to Washington at my own
expense, I'm not looking for a job, I just want to use some

of my sixty years of experience in the health field to get sound
planning of health care off the proverblal dime.

. 8incerely,

. Louis B. Rlair

P6/b(6)
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" March 5,1995

Mr. Leon Panetta,

Chief of White House Staff
The White House

1600 Pennsylvania Avenue
Washington, D. C.

Dear Mr. Panetta,

This morning I was delighted by your David Brinkley Show comment
that the federal budget cannot be balanced witluul healeh carxe
reform, : : .

HR 1200 is the only proposal which wili provide universal
coverage (the President's first priority) and which will make
it poselble to eliminate the deficit.

The amendments to HR 1200 which I propése should make the plan
more"politically correct" to everyone but the sponsors of the
"Harry and Louise" scenarios.

My health care reform proposal w111 solve our nation s two
most crxtical problenms.

Please note the enclosed 12/28/94 and 2/3/95 letters from CBO
Director Reischauer to Senator Grassley and my C. V.

Please risk a few minutes to read the synopsis of my plan -
and to call me so I can respond to yout guestions .

Sincerely,

Louis B, Blair

P6/b(6)
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. Cowazssxomt, Buoosr OFrICE
: - U.S. Congress' .
‘Washington, DC 20515

Robert D. Rexs:hauer
Director

December 28, 1994

Hornorable Charles E. Grassley
United States Senate
Washingtqn, D.C. 20510

$

Dear Senator - ' 5

'I‘hank you for your recent letter to the Congressional Budget Oﬁca concerning the health system
reform proposal prepared by your constituent, Mr. Lou Bltnr '

As you know, the Congressmnal Budget Office has a sxgmﬁcam rolc to play as part of the
legislative process in analyzing and providing cost estimates of program and policy options under
consideration by the Congress. Regarding the health system reform alone, CBO provided the
Congress with dozens of estimates of policy changes, compnsmg thousands of computations over
~ the last year. Such intense efforts, combined with the ongomg flow of CBO's regular work,
absorb our available resources. As a result; we-are not able to do analyses of initiatives not under
active consideration by Congressional committees, or of mﬁatxva which committees arenot
planning to take up in the near ﬁmxre - \

~ The Congressmna! Budget Omce has dona a substantm;l amount of'research and analysis in the
area of health system reform and we would be most pleased to share any and all of this work with
your constituent. He can contact our publications office directly at (202) 226-2809. Ifyour staff
has any additional questions, please have them contactiour Office of Intergovernmental Relations
at (202) 226-2600. Please call me directly at (20 1fyou wxsh to discuss this further.

.Robert D Iigischauer
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CCONGRESSIONAL BUDGET OFFICE
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~ February 3; 1995

The Honorable Charles E. Grassley ‘ } ?
United States Senate o i
Washington, D.C. 20510 '

Dear Senator'

This letter is in response to your request for CBO to score a proposal
submitted by your constituent, Mr. Lou Blair. We regret that we are unable to
develop a cost estimate of his proposal since/CBO's analysts can only deve!op cost

estimates if they have received detailed lcgaslanve language. We appreciate Mr.
Blair's interest, however, and offer some comments on his proposal.

We agree with Mr. Blair's assessment that the estimated costs of H.R. 1200
would have been lower if cost-sharing requirements for acute care services had been
higher. Although a less generous benefit package would also have resulted in lower
costs, eliminating all benefits except those in the Oregon "essential” and "very
important” categories would probably not havebeen feasible without other significant
changes to HR. 1200. That proposal would, for example, have repealed the |
Medicare and Medicaid programs. But Medicaid is currently the primary payer for -
long term care services, which would not bejcovered under Mr. Blair's proposal. An

‘alternative source of funding for long term care would, therefore, be needed

'l‘v."l

Mr. Blair's proposal for the establxs &mcnt of comprehensive hea.lth services

- organizations is interesting, but we are not sure how these would function or interact

with the states. - Certainly, the proposed responsibilities for states could be quite
complex and require extensive information systems that do not currently exist. =

sistar{cd to you in this matter.

Please let me know if we can be otjﬁinh

Robert D. Reischaﬁe: .
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THE HEALTH CARE CRISIS - A PLAN FOR REFORM  4/22/96
THE PROBLEHS. During 1996, of the 260 million people in the
U. S. almost half will be uninsured, seriously underinsured
or covered by Medicare or Medicaid.  GAO reports state "20%
of the dollars spent on patient care isiwasted, that up to 10%°
is spent on avoidable administrative costs" There are no :

incentives assuring quality or cost controll :
THE PLAN: expand present managed care system to cover Medicare,
Medicaid, Veterans, Workman's Compensation and the 40 million .
uninsured by strategies assuring quality care, cost control
and patient, provider and insurer satisfaction.

THE RECOMMENDATIONS. a universal coverage plan providing for.

A) Federal Health Policy Board responsible for:

1) Issuing Health Care Insurance:Cards (HCICs) :

2) Setting health care benefits (Oregon Plan Benefits)

3) Designing form for annual reports of clinical and

financial outcomes. o

4) Recommending to Congress: " !

a) the amount of the flat percentage increase of
personal and corporation’dincome taxes needed to
finance the health care benefits

b) indexing of these funds to the states in accordance
with the states' population and economic levels

$) Recommending to Congress that states establish state
health policy boards to receive and administer the
capitated health care funds. =

B) State Health Policy Boards responsible for:

1) Identifying their Health Care Market Areas (HCMAs) -

2) Establishing eligibility standards for HMOs to bid for
franchises to provide health benefits in thelr HCMAs
requiring HMOs' applications for franchise to include:

'{a) identification of contracting providers (physicians
groups, hospitals, pharmacies, various health care
agencies and other suppliers). :

(b) provision for prompt completion and submission of
the federally required outcome report. (The State
Health Policy Board to monitor but not interfere
with the HMO's proVision of care.) The report is
to be made public.

(o} HMO'e bid for a franchise covers only its operating
cost and profit, Thus, its bid and its operation
of the franchise ig focused on competition with
other franchises by the provision of quality care.

3) Receiving applications and awarding franchises.’

4) Receiving federal funds and distributing them to
franchised HMOs after additional indexing needed
because of different cogsts améng their HCMAs.

C) Graduate Medical Education should be separately financed.

Extrapolations of CBO reports indicate this plan will ‘Bave : $292
billion its first six years, $175 billion annually thereafter.
Specific plan details will be supplied on receipt of requests.

\r’-
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EXECUTIVE OFFICE O F T HE PRESIDENT
20-Sep-1996 12:24pm
TO: . Elizabeth E. Drye

FROM: ‘ Jill Pizzuto ’
Domestic Policy Council

- SUBJECT: tracking down letter

Eliz:
I haven’t addressed this to CHR yet, asking you first.

Mr. Louis Blair, the nicest 86year old man, called Wed re: a letter that he
originally sent to Panetta and Panetta replied that CHR or someone from DPC
would be happy to help him out and cc’d us the reply. According to Log sheet,
we did receive on 8/14. I had Bernice fax me the log sheet, but there is no
direction on what happened to letter.

I could ask staff and/or Carol if she may recall. Letter had to do w/
Healthcare Reform suggestions -- I didn’t see anything in Jennings folder.

I could also call back Mr. Blair who said, that he’d be happy to send the letter
directly to us. He is looking to set up a meeting w/ someone.

suggestions?



