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REFORMING AMERICA’S HEALTH CARE SYSTEM:
A CALL TO ACTION

It is the duty of the next Congress to reform America’s health care system. In 2009,
Congress must take up and act on meaningful health reform legislation that achieves
coverage for every American while also addressing the underlying problems in our health
system. The urgency of this task has become undeniable.

In preparing to act, I led the U.S. Senate Finance Committee in holding nine hearings on
health care reform this year and hosted a day-long health summit in June 2008 to explore
in greater depth the problems plaguing our health system. I have spent a good deal of time
talking to colleagues on both sides of the aisle and to stakeholders in the health care
industry to get their perspectives on the issues that matter. And perhaps most importantly,
in listening sessions across the state of Montana, [ have heard from many Americans about
the challenges so many patients and families face in getting access to affordable health
coverage and paying medical bills.

This paper — this Call to Action — represents the next step. It is not intended to be a
legislative proposal. Nor is it an exhaustive exploration of every health care issue that
should or needs to be addressed, or that will be considered. Rather, it details my vision for
health care reform. The plan outlined here addresses health care coverage, quality, and
cost. Many components would require an initial investment but, over time, would vastly
improve the quality of the health care that Americans receive and reduce the cost of that
health care, ultimately putting our system on a more sustainable path. The policies in this
paper are designed so that after ten years the U.S. would spend no more on health care than
is currently projected, but we would spend those resources more efficiently and would
provide better-quality coverage to all Americans.

The health system is so complex that any solution will demand time and attention to make
sure that we get it right. This plan is most certainly a work in progress. But this Call to
Action is intended to encourage constructive input by policymakers, stakeholders, and
health policy thought leaders to move us forward. I look forward to discussing this plan
with President-Elect Obama, with my colleagues in Congress, and with stakeholders in the
health care system, working collaboratively with all to enact effective health reform.



Americans who care deeply about the future of our health system and our economy must
take up the fight together for comprehensive health care reform. My door is open and I
seek partners with “can do” spirits and open minds. I believe — very strongly — that
every American has a right to high-quality health care through affordable, portable,
meaningful health coverage. And I believe that Americans cannot wait any longer.

M @QW‘
Max Baucus

Chairman
U.S. Senate Committee on Finance
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EXECUTIVE SUMMARY

The link between health care costs and the economy is undeniable. Reforming the health
care system is essential to restoring America’s overall economy and the financial security
of our working families.

The case for reform is strong. The U.S. is the only developed country that does not
guarantee health coverage for all its citizens, with 46 million uninsured and another 25
million underinsured. As a result, families are struggling to keep up with out-of-pocket
costs for medical care. American businesses are straining to absorb rising health care costs
while staying competitive at home and around the world. Despite high levels of spending
on health care, research documents poor quality of care received by patients in the U.S.
Studies show, for example, that adults receive recommended care for many illnesses only
55 percent of the time. Children fare even worse.

Americans are acutely aware of problems in the country’s health care system, and they are
ready for change. They are not alone. The nation’s health care stakeholders — consumers,
businesses, labor, providers, plans, manufacturers, and state and local governments — are
signaling that they are ready and willing to engage in serious and comprehensive reform of
a health system in crisis. They recognize that the status quo of high costs, unacceptable
numbers of the uninsured and underinsured Americans, and far less than optimal quality
and value is unsustainable and intolerable. And, notably, the nation’s economists concur
that system reform is not only necessary to rationalize our health care system, but to
sustain our economy, our ability to compete internationally and, over the long haul, to deal
with our long-term fiscal challenges.

A high-performing health care system would guarantee all Americans affordable, quality
coverage no matter their age, health status, or medical history. Today, the costs of care for
the uninsured are largely borne by those with insurance; providers charge higher prices to
patients with private coverage to make up for uncompensated care, and these costs are
passed on to consumers in the form of increased premiums. Requiring all Americans to
have health insurance will help end the shifting of costs from the uninsured to the insured.

Covering all Americans would also ensure that the insurance market functions effectively.
Insurance works because policyholders pay into their plans when healthy, and have their
medical bills paid when they are sick. If a significant portion of Americans does not
purchase coverage until sick, then premiums for all enrollees will increase to cover insurer
outlays, and the problem of unaffordable coverage will persist. Finally, covering all
Americans is essential to effective prevention and wellness efforts and managing chronic
illnesses. Efforts to guard against and better manage illness are an effective tool to
improve health and contain costs but, without every American in the system, those efforts
will fall short of their full potential.

In a high-performing health care system, employers, individuals, health providers and

plans, as well as government would all bear responsibility and contribute to fulfilling the
goal of covering all Americans. Wellness and prevention would be prioritized. And
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increased quality would result in lower costs so that employers could afford to continue to
offer health coverage and still compete in a global marketplace. Our public health
programs would be on a more fiscally sustainable path. Ensuring that every American has
coverage would make health care truly portable, so that Americans are no longer locked
into a job based on a need to retain their health coverage. This Call to Action outlines a
vision for creating that high-performing health care system.

Like a sturdy stool, the Call to Action has three equally important legs: (1) a policy that
ensures meaningful coverage and care to all Americans; (2) an insistence that any such
expansion be coupled with an emphasis on higher quality, greater value, and — over time
— less costly care; and (3) an absolute commitment to weed out waste, eliminate
overpayments, and design a sustainable financing system that works for taxpayers as well
as for the nation’s recipients and providers of health care.

Ensuring Health Coverage for All Americans. The Baucus plan would ensure that
every individual can access affordable coverage by creating a nationwide insurance pool
called the Health Insurance Exchange. Those who already have health coverage could
keep what they have. But for those who need affordable, guaranteed coverage, the
Exchange would be a marketplace where Americans could easily compare and purchase
the plans of their choice. Private insurers offering coverage through the Exchange would
be precluded from discrimination based on pre-existing conditions. Premium subsidies
would be available to qualifying families and small businesses. By making health care
more affordable and universally available to all Americans, the Baucus plan would take a
major step toward eliminating racial and ethnic health disparities.

While the Exchange is being created, the Baucus plan would make health care coverage
immediately available to Americans aged 55 to 64 through a Medicare buy-in, and it would
begin to phase-out the current two-year waiting period for Medicare coverage for
individuals with disabilities. The plan would provide every American living below the
poverty level with access to Medicaid. This policy is consistent with the original intent of
Medicaid, and it is the quickest and most cost-effective way to cover every American
living in poverty. The Baucus plan would also ensure that all states use the State
Children’s Health Insurance Program (CHIP) to cover children at or below 250 percent of
the Federal poverty level, putting help within reach for more needy children. Finally,
recognizing that America cannot keep its promise to provide care to Native Americans and
Alaska Natives with the current level of Indian Health Service (IHS) funding, the Baucus
plan calls for additional funding for IHS.

Once affordable, high-quality, and meaningful health insurance options are available to all
Americans through their employers or through the Exchange, individuals would have a
responsibility to have health coverage. This step is necessary for insurance market reforms
to function properly and to end the cost shifting that occurs within the system. It is
expected that the vast majority of American employers would continue to provide coverage
as a competitive benefit to attract employees. Except for small firms, employers that
choose otherwise must contribute to a fund that would help cover those who remain
uninsured.

v



The Baucus plan would immediately refocus our health care system toward prevention and
wellness, rather than on illness and treatment. Those who are uninsured — and therefore
less likely to receive preventive care and treatment for major conditions — would be given
a “RightChoices” card that guarantees access to recommended preventive care, including
services like a health risk assessment, physical exam, immunizations, and age and gender-
appropriate cancer screenings recommended by the U.S. Preventive Services Task Force.
Individuals without private coverage and not eligible or enrolled in a public health
coverage program, but whose RightChoices screening detected and diagnosed one or more
of the most common, costly chronic conditions, would qualify to receive treatment on a
temporary basis until viable coverage options are available under the Health Insurance
Exchange. Current Medicare, Medicaid, and CHIP beneficiaries would receive
recommended preventive services with little or no co-payment. Preventive services would
be covered by all insurance options offered through the Health Insurance Exchange.

Improving Health Care Quality and Value. Recognizing that any attempt to cover the
uninsured and reduce health care spending must address the perverse incentives fostered by
current payment systems, the Baucus plan includes delivery system reforms that would
improve quality and, over time, lower costs. The plan strengthens the role of primary care
and chronic care management. Primary care is the keystone of a high-performing health
care system. Increasing the supply and availability of primary care practitioners by
improving the value placed on their work is a necessary step toward meaningful reform.

The plan would refocus payment incentives toward quality and value. Today’s payment
systems reward providers for delivering more care rather than better care. A redefined
health system would realign payment incentives toward improving the quality of care
delivered to patients. Fixing the unstable and unsustainable Medicare physician payment
formula is a necessary step in this process. The plan would promote accountability and
coordination among providers by encouraging providers in different settings — physician
offices, inpatient hospitals, post-acute care settings, and others — to collaborate and
provide patient-centered care in a way that would improve quality and save money.

To facilitate the proposed delivery system reforms, the Baucus plan would improve the
health care infrastructure by investing in new comparative effectiveness research and
health information technology (IT). Health IT is needed for quality reporting and
improvement and to give providers ready access to better evidence and other clinical
decision-support tools. Reinvesting in the training of a twenty-first century health care
workforce is necessary for many delivery system reform goals to be realized.

Achieving Greater Efficiency and Sustainable Financing. The U.S. spends $2.3 trillion
per year on health care, and economists warn that rising health care costs represent a
serious threat to our long-term fiscal security. According to the Congressional Budget
Office, up to one-third of that spending — more than $700 billion — does not improve
Americans’ health outcomes. Excess spending must be eliminated and dollars put to better
use, not only to correct the imbalances of the current health care system, but to offset the
high costs of much-needed comprehensive reform.



Beyond measures to refocus the system on primary care, reward quality care, and invest in
critical research and technology, the Baucus plan would endorse direct steps in five
additional areas to curb excess health care spending. The plan would invest more to detect
and eliminate fraud, waste, and abuse in public programs. The plan would address
overpayments to private insurers in the Medicare Advantage program. The plan would
increase transparency of cost and quality information and would require disclosure of
payments and incentives to providers by drug or device makers that may lead to biased
decision-making. The plan also considers careful reforms of medical malpractice laws that
could lower administrative costs and health spending throughout the system, while
ensuring that injured patients are compensated fairly for their losses.

Long-term care services and supports are both a significant share of national health
expenditures and a driver of cost. Considering policies to shift the focus from institutional
care to services provided in the home and community could improve the quality of care
delivered and reduce costs. Finally, the plan would explore targeted reforms of the tax
code to make incentives more efficient, distribute benefits more fairly, and promote
smarter spending of health care dollars by consumers themselves.

Conclusion. I believe it is the duty of the next Congress to reform America’s health care
system. In 2009, Congress must take up and act on meaningful health reform legislation
that achieves coverage for all Americans while also addressing the underlying problems in
our health system. The urgency of this task has become undeniable.

In the short term, health care reform would cost taxpayers more than the government can
achieve in savings from all reforms and financing changes. Congressional leaders and the
public must be realistic about the timeframe in which the fiscal success of reform is
measured. If we fail to act, however, we will double our current national expenditure on
health care from $2 trillion to $4 trillion, continue to witness the plight of tens of millions
of our citizens without health insurance cost shifting to those who do, continue to tolerate
poor quality that leads to nearly 100,000 deaths a year, and watch our businesses become
less competitive and our nation go further into debt. In short, we all must realize that the
costs of inaction, both in human and financial terms, will eventually be far greater than any
initial outlays. We must choose to invest now in a health care system that will richly repay
the nation with greater health and economic stability in the long term.

vi



CHAPTERI THE CASE FOR REFORM

At a day-long health reform summit hosted by the Senate Finance Committee this year,
Federal Reserve Chairman Ben Bernanke said, “Improving the performance of our health-
care system is without a doubt one of the most important challenges that our nation

faces.”! With a world financial crisis demanding a significant investment of government
resources, some have asked whether the time is right for a large — and likely expensive —
effort at comprehensive health care reform in the United States. But the link between
health care costs and the economy is incontrovertible. Health care reform is not a
distraction from addressing our economic challenges; health care reform is an essential part
of restoring America’s overall economy and the finances of our working families.

Health care concerns are closely tied to economic anxiety. Sixty-two percent of voters in the
2008 elections agree that it is more important than ever to take on health care reform in light
of the economic downturn.” This moment in history is not unlike that faced by President
Franklin D. Roosevelt and the New Deal generation as they sought a path out of the Great
Depression. Now, as then, solving America’s economic challenges will require a
multifaceted response. Reforming the nation’s health care system will be an essential part of
shoring up the nation’s long-term economic strength.

The key challenges facing our health care system are lack of access to care, the cost of
care, and the need for better-quality care. Each of these challenges has a direct effect on
family budgets, on U.S. businesses, on government spending, and on the country’s ability
to compete globally. A better understanding of each of these key issues demonstrates the
need for immediate action by the next Congress.

ACCESS—MILLIONS OF AMERICANS LACK COVERAGE

The U.S. is the only developed country without health coverage for all of its citizens.> An
estimated 45.7 million Americans, or 15.3 percent of the population, lacked health insurance
in 2007 — up from 38.4 million in 2000.* Those without health coverage generally
experience poorer health and worse health outcomes than those who are insured. Twenty-
three percent forgo necessary care every year due to cost. And a number of studies show that
the uninsured are less likely to receive preventive care or even care for traumatic injuries,
heart attacks, and chronic diseases.”®”"* The Urban Institute reports that 22,000 uninsured
adults die prematurely each year as a direct result of lacking access to care.’

A majority of the uninsured has low or moderate incomes (see Figure 1.1). About two-
thirds have family incomes less than twice the Federal poverty level (FPL).'"'" Only one
in ten have incomes higher than four times the Federal poverty level.

Eight in ten of the uninsured come from working families.'* But these workers are either
not offered coverage by their employer and cannot access it through a family member, or
they do not qualify for employer-offered coverage. For example, they might not be eligible
because they work part-time.
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Figure 1.1. Uninsured by Federal Poverty Level
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Source: KCMU/Urban Institute analysis of March 2008 CPS.

In addition to the uninsured,
another 25 million Americans are
“underinsured,” without enough
coverage to keep their medical
bills manageable. According to a
recent study by The
Commonwealth Fund,

79 million Americans are unable
to pay their medical bills'* — and
of those, more than 47 million
were insured when the expenses
were incurred.”” Despite their
insurance coverage, medical debt
keeps these Americans from
feeding their families, paying their
rent, or heating their homes.
Medical debt contributes to half of
all filed bankruptcies, and affects
approximately two million people
a year.

REAL PEOPLE, REAL REASONS FOR REFORM:

In 2006, Lisa Kelly was diagnosed with acute leukemia.”’
She had insurance—an AARP Medical Advantage plan,
underwritten by UnitedHealth Group Inc. with a monthly
premium of 8185. Unfortunately, the policy had a $37,000
annual limit. And due to the flimsy coverage provided by
her policy, the hospital, M.D. Anderson Cancer Center,
requested an up-front cash payment of $105,000 before it
would start providing chemotherapy treatment.

Ms. Kelly enrolled in a high-risk insurance plan
administered by Blue Cross Blue Shield of Texas in
February 2007, with a monthly premium of $633. Since her
cancer was a pre-existing condition, she had to wait one
vear for the new plan to cover her treatment. Although
Blue Cross started paying her new hospital bills earlier this
year, Ms. Kelly is still personally responsible for more than
8145,000 in bills incurred before February 2008, and she
is paying $2,000 each month for those bills. In June, she
learned that after being in remission for more than a year,
her leukemia has returned.




CosT— GROWTH IN HEALTH CARE SPENDING 1S UNSUSTAINABLE FOR FAMILIES,
BUSINESSES, AND THE FEDERAL GOVERNMENT

American families are struggling to keep up with out-of-pocket costs for health care.
American businesses are straining to absorb rising health care costs while staying
competitive at home and around the world. Federal and state budgets — as well as
taxpayers — are bearing an ever-increasing burden as entitlement programs such as
Medicare and Medicaid consume a larger share of public expenditures.

Failure to address problems in the health care system could undermine current efforts to
restore the economy. Ultimately, Congress cannot help American families’ finances or
address America’s economic woes in a lasting, meaningful way without health care reform.

Even before the current economic crisis, working families and individuals found their
health care in jeopardy as the cost of employer-sponsored coverage rose beyond the means
of businesses — particularly small businesses — and workers alike. As Figure 1.2 shows,
health insurance premiums have increased faster than wages and inflation for most years
between 1988 and 2007. Premiums have increased 117 percent for families and
individuals and 119 percent for employers between 1999 and 2008.

Figure 1.2. lllustrations of Health Insurance Premium Increases

Increases in Health Insurance Premiums Average Health Insurance Premiums and
Compared to Other Indicators, 1988-2007 | Worker Contributions for Family Coverage,
1999-2008

18%

$12,680

119%
increase

9%

117%
increase

$3,354

$1,543

—o—Health Insurance Premiums 1999 2008
—s—Overall Inflation m Employer Contribution
Workers' Earnings O Worker Contribution

Source: Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 1999-2008; KPMG Survey of Employer-
Sponsored Health Benefits, 1993, 1996; The Health Insurance Association of America (HIAA), 1988, 1989, 1990;
Bureau of Labor Statistics, Consumer Price Index, U.S. City Average of Annual Inflation, 1988-2007; Bureau of Labor
Statistics, Seasonally Adjusted Data from the Current Employment Statistics Survey, 1988-2007.

Why are premiums rising so fast? A recent synthesis of studies found that greater use of
medical technology is a driving force — contributing between 38 and 65 percent to health
care cost increases.'’ Other factors, including obesity, demographics, and productivity,
also contribute to growth in the cost of health care.




Additionally, hospitals and clinics provide an estimated $56 billion in uncompensated care
every year to people without health insurance,'® and those who have health coverage pay
the bill through higher health care costs and increased premiums. A study of this “hidden
tax” estimated that ten percent of California health care premiums are attributable to cost

shifting due to the uninsured. "’

Even if workers can afford their portion of a premium, employers may not be able to afford
the rest. Because employers are the principal source of health insurance in the U.S.,
providing health benefits for more than 158 million people,” erosion in employer-

sponsored coverage is a serious problem.

REAL PEOPLE, REAL REASONS FOR REFORM:
Phoenix Products, Inc., an Ohio firm, has operated for
31 years, growing from a youthful start-up company
into an established business with 47 employees. As
recently as 2003, Phoenix Products could afford to
provide a comprehensive health plan at a reasonable
cost. But as its employees grew older and health costs
increased, the company had to dramatically alter the
health plan benefit structure to keep providing any
coverage at all. The company moved away from
comprehensive benefits to a limited catastrophic
coverage plan. Even then, premiums increased ten
percent each year from 2003 to 2007.

Renewing coverage in 2008 cost the company 35
percent more than in 2007, the maximum increase
allowed under Ohio law. Quotes from other plans were
2% times higher than the current rate. The company is
on the verge of losing its ability to offer insurance.

Small business owners have
increasingly been forced to decide
among several painful options to offset
increasing health care costs — raising
health insurance premiums, limiting
raises or reducing bonus pay,
eliminating family health benefits, or
providing less-than-comprehensive
health coverage.

The story of Phoenix Products (left),
relayed to the Senate Finance Committee
at a June 2008 hearing,21 is far too
common in the U.S. In 2000, 68 percent
of small to mid-size businesses (3-199
workers) offered health benefits, but
today that figure is 62 percent.”

As rising health care costs threaten the stability and competitiveness of American
businesses, they threaten to destabilize the fiscal health of the country itself. Peter Orszag,
Director of the Congressional Budget Office, has appropriately noted that rising health care
costs represent the “single most important factor influencing the Federal Government’s

long-term fiscal balance.”?

The U.S. spends more than 16 percent of our gross domestic

product (GDP) on health care — a much greater share than other industrialized nations
with high-quality systems and coverage for everyone. By 2017, health care expenditures
are expected to consume nearly 20 percent of the GDP (see Figure 1.3), or $4.3 trillion
annually.”* Spending for Medicare and Medicaid, due to many of the same factors found
in the private sector, is projected to increase by 114 percent in ten years.”> Over the same

period, the GDP will grow by just 64 percent.



Figure 1.3. Health Care Spending Poses Long Term
Challenges for U.S. Economy and Federal Budget

43.0%
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2007 2050 2007 2050
Health Care Spending Medicare & Medicaid
as % of GDP as % of Total Federal Budget

Sources: Keehan, “Health Spending Projections Through 2017”; CBO,
The Long Term Budget Outlook (Dec. 2007)

States face fiscal challenges ALSO. On average, states already spend 22 percent of their
budgets on Medicaid.?® One effect of rising unemployment rates will be increased
eligibility for and enrollment in Medicaid. Many state governments are struggling to meet
balanced budget requirements.”’ In response, at least 29 states have already taken action to
reduce their budget deficits for fiscal year 2009.%® States face limited choices in trying to
meet budget shortfalls; they can raise taxes or cut spending on Medicaid and other vital
services.

Finally, in the 21* century, when the economies of the world are ever more interconnected,
the strength of our health care system is increasingly important. Our international
competitiveness depends on the health of our workforce. Although polls show that many
Americans believe the U.S. health care system is better than other industrialized nations,”
the numbers do not demonstrate this to be true.

As mentioned, the U.S. spends a greater percent of GDP and almost twice as much per
person on health care compared to other major industrialized countries (see Figure 1.4).*°

In a study of global health care systems, journalist and author T.R. Reid found startling
cost differences with the U.S. In Japan’s largely private system, the cost for magnetic
resonance imaging (MRI) is less than $100, compared to $1,200 in the U.S. In
Switzerland, home to profitable insurance companies and influential pharmaceutical
companies, administrative costs represent 5.5 percent of total costs, compared to about 22
percent for coverage purchased in the private insurance market in the U.S.>' While there
must be a uniquely American answer to the question of containing health care costs, other
countries demonstrate the possibility of success.



Figure 1.4. Total Health Expenditures Per Capita,
U.S. and Selected Countries, 2006
Australia ] 1$2,999
Austria— ] $3,606
Belgium | ] $3,488
Canada | ] $3,678
Denmark | | $3,349
Finland | 1$2,668
France | ] $3,449
Germany | ] $3,371
Ireland | ] $3,082
Italy | 1 $2,614
Japan | | $2,474
Luxembourg | ] $4,303
Netherlands | ] $3,391
Norway i 1$4,250
Sweden | ] $3,202
Switzerland | ] $4.311
UK. | ] $2,760
United States | ] $6,714
OECD Average — $2,824
Amounts in U.S.D. Source: Organisation for Economic Co-operation and Development, OECD Health
Data 2008, updated August 26, 2008. http://www.oecd.org/health/healthdata.

QUALITY— POOR RETURN ON OUR HUGE INVESTMENT

Despite high levels of spending on health care, the U.S. ranks last out of 19 industrialized
countries in unnecessary deaths.”> America ranks 29" out of 37 countries for infant
mortality — tied with Slovakia and Poland, and below Cuba and Hungary.*> The United
States has almost double the infant mortality rate of France or Germany.”* A recent study
by the Institute of Medicine concluded that the current health care system is not making
progress toward improving quality or containing costs for patients or providers.*

Research documenting poor quality of care received by patients in the U.S. is shocking. A
2003 RAND Corporation study found that adults received recommended care for many
illnesses only 55 percent of the time. Needed care for diabetes was delivered only 45
percent of the time and for pneumonia only 39 percent of the time. Patients with breast
cancer fared better, but still did not receive recommended care one-quarter of the time.


http://www.oecd.org/health/healthdata

The same researchers at RAND found that children received recommended care only 47
percent of the time.’® Recommended preventive services were provided just 41 percent of
the time, and children with chronic illnesses received about 53 percent of needed services.

Even more disturbing is the finding that all patients are at risk for poor quality care —
gender, age, race, income, and insurance status do not provide any advantage. Although
many patients do receive excellent care, many more receive uncoordinated, fragmented
care, are unable to access care when needed, or obtain care through hospital emergency
departments after their condition has worsened due to lack of timely intervention. Beyond
the known medical risks that low-quality care poses for individual Americans, the lack of
quality across our health care system contributes to the problem of rising costs.

In short, Americans are not getting their money’s worth when patients receive services of
little or no value®”** — such as hospitalizations that could have been prevented with
appropriate outpatient treatment, duplicate tests, or ineffective tests and treatments. Yet
the current system does little to steer providers toward the right choices. Even though
more care does not necessarily mean better care, Medicare and most other insurers
continue to pay for more visits, tests, imaging services, and procedures, regardless of
whether the treatment is effective or necessary, and pay even more when treatment results
in subsequent injury or illness.*® Providers are not consistently encouraged to coordinate
patients’ care or to supply preventive and primary care services, even though such actions
can improve quality of care and reduce costs. Rewarding providers that furnish better
quality care, coordinate care, and use resources more judiciously could reduce costs and,
most importantly, better meet the health care needs of millions more American patients.*’

WHAT AMERICANS WANT FROM THEIR HEALTH CARE SYSTEM

Americans are acutely aware of problems in the country’s health care system, and ready
for change. Polling repeatedly demonstrates that Americans want and deserve better
access to care, better quality care, and better value from their health care system. More
than 70 percent of Americans rate our health care system as “fair” or “poor.”*' When
asked whether our health system needs a complete overhaul, major repairs, or minor
tinkering, 90 percent of Americans respond that the system should be “completely rebuilt”
or that “fundamental changes” are needed.*

At the same time, those who currently have health coverage do not want to lose those
benefits. Many people are satisfied with their personal providers or their current coverage
and do not want to jeopardize those connections to the system.

The majority of Americans also believes that coverage should be provided for the
uninsured, calling the issue of the uninsured a very serious problem.” Americans also
want relief from rapidly rising premiums and medical debt. Sixty-five percent of those
polled admit that it is “somewhat” or “very difficult” for them to afford health care and
health insurance.** Three out of four say that, over the past five years, the amount of
money that they have paid out of pocket for their own health care has increased.*



Despite widespread agreement on the need for reform, the task remains difficult because
Americans do not necessarily agree on how to achieve it (see Figure 1.5). Although a
majority of respondents would support a mandate on employers to provide coverage, a
“Medicare-for-all” single-payer option, or a mandate that all individuals purchase
coverage, opposition to each of these options is also somewhat substantial. Moreover,
some of this support erodes when respondents are asked whether they would be willing to
have more government responsibility or higher taxes — though half of all surveyed in
2007 said they would support reform even under these circumstances.*°

Figure 1.5. Lack of Consensus on Reform Options
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Source: Los Angeles Times/Bloomberg poll, Oct 19-22, 2007

Policymakers need to sift through the options and combine the best of American’s desires
for a new health care system to ensure health coverage for every American, increase the
quality of care for all, and reduce costs to make our system sustainable for the future.

BAucus PRINCIPLES: THE VISION FOR OUR HEALTH CARE SYSTEM

While there may be differences of opinion on the solutions, most Americans agree on the
principles that health reform should embrace. These principles form the foundation of this
Call to Action.

There is widespread agreement that every American should have health coverage. This
does not mean that a government program should provide the coverage. Such a system
may not be viable in a country that values individuality, choice, and a preference for
market-based solutions. A mix of public and private solutions must be found to keep our
system from leaving millions of Americans behind.

There is also agreement that our health care system must do a better job of containing
costs. Any serious health reform proposal must include policies that will slow the rate of
growth in health spending over time. The sustainability of the nation’s public programs,
America’s businesses — and the economy — depend on it. Along with efforts to rein in



health spending, the quality of care must improve, and payment systems should better align
incentives to foster a focus on providing better care rather than more care. Our system
must also encourage wellness and the prevention of disease through early detection,
modification of risk factors, and encouragement of healthy lifestyle choices. When illness
cannot be prevented, the focus should be on care coordination.

Another critical principle in health reform is the recognition that health care is a shared
responsibility. Employers, individuals, and government all have a role to play — and a
contribution to make — to the system. Employers should contribute toward health
insurance choices and financing. Individuals have the responsibility to get coverage, to
take better care of their own health, and to play a larger role in health care treatment
decisions. Providers should improve their performance to ensure consistent, high-quality
health care. Society, through state and Federal governments, should help those who lack
the means to buy insurance on their own and ensure that the insurance market is fair and
transparent.

With these principles in mind, it is possible to envision a high-performing health care
system in the future. Such a system would guarantee Americans the choice of a health
plan that they can afford. Employers, individuals, and government would all bear
responsibility and contribute toward fulfilling that goal. Wellness and prevention would be
encouraged. The costs of health care would be more manageable so that employers could
afford to offer coverage to their employees and still compete in a global marketplace. Our
public health programs would be on a more fiscally sustainable path than they are today.
Providing coverage to all Americans would make health care truly portable and allow
Americans to change jobs when they wanted, rather than remaining locked in by their need
for health coverage. This Call to Action represents a vision for creating that high-
performing health care system.

The system envisioned here guarantees access to affordable coverage for every American.
To ensure that affordable options are available to all, assistance must be provided to small
businesses, families, and individuals who currently struggle to find and afford health
coverage. This approach will allow every American to be enrolled in some form of health
care plan, either private or public. Those who like their current coverage arrangements
could keep what they have. Others, including the uninsured, would have options, and all
Americans would gain the ability to leave a job or start a new business without worrying
about prospects for future coverage. Providing coverage to all Americans would lower
costs by including the healthiest individuals in the risk pool to offset the costs of the
sickest individuals — and maintaining wellness rather than treating illness.

The system envisioned here would ensure that every individual could access affordable
coverage by creating a nationwide insurance pool, precluding discrimination by insurers
based on health status, and providing subsidies to low-income families. It also aims to
lower costs by improving the quality of the care that all Americans receive, promoting
better value for our dollar, and reforming the delivery system.



The passage and implementation of comprehensive health care reform will not happen
overnight. The health system is so complex that any solution will demand time and
attention to make sure that we get it right. But Americans without health insurance — as
well as those in need of better coverage or in danger of losing their coverage — need the
process to start now.
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CHAPTER 11 BAUCUS PLAN: INCREASING ACCESS TO
AFFORDABLE HEALTH COVERAGE

Achieving health coverage for every American has proven an elusive goal for decades,
dating back to the first attempt at national health reform in the early 1900s by the
Progressive Party.' That effort failed, as did the Wagner-Murray-Dingell bill and attempts
by President Truman in the 1940s, the plan proposed by President Nixon in the 1970s, and
the Health Security Act proposed by President Clinton in 1993. Each was unsuccessful for
its own unique reasons.

Over the years, the U.S. health system has become very complex, with deeply entrenched
interests. Significant changes will take time to approve and implement. But the series of
changes and reforms envisioned in this Call to Action can eventually remake the current
system to ensure every American has access to high-quality health care through affordable,
portable, and meaningful health insurance.

The Baucus plan incorporates six important elements as it moves towards covering all
Americans:

e Individual Responsibility. Covering all Americans means the enrollment of every
individual in some form of health care plan, private or public. But the principle of
individual responsibility can be applied only when affordable options are available
to all.

e Strengthening the Employer-Based System. We must ensure the continued
viability of the employer-based system — the principal source of health coverage
for most Americans — to allow workers to keep the insurance that they currently
have and value. Eliminating employer-based coverage, as some have proposed,
would upend health care for more than half the American people — 158 million in
all.? This plan envisions a role for employers to contribute to employees’ access to
health care.

e Guaranteed Access to Affordable Coverage for Individuals and Small
Business. Additional assistance must be available to families, individuals, and
small businesses who currently struggle to find and afford health insurance. A
mechanism must be established to allow health care consumers to find and obtain
health coverage that best meet their needs.

This mechanism — the Health Insurance Exchange — will connect individuals and
employers to insurance offered at local, state, regional, or national levels. Insurers
offering coverage through the Exchange would need to meet certain requirements
established by a new Independent Health Coverage Council.

Reforms enacted through the Exchange could improve access to health coverage

for all. In order to make insurance affordable, the existing insurance market must
be reformed. The lack of appropriate standards and regulation in certain markets
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fails far too many Americans who need health care. Requirements of the Exchange
would be extended to improve fair price and quality competition in the insurance
market as a whole so that coverage would be more affordable and available to more
Americans.

Creation of the Exchange would take time, but more immediate steps could provide
relief to Americans most in need of health coverage and begin to improve the
health of the country overall.

e Strengthening Public Programs. Existing public programs represent an effective
and efficient way to increase access to coverage and decrease the number of
uninsured. Offering individuals approaching age 65 the chance to buy into
Medicare early and eliminating the requirement that disabled individuals wait two
years to enroll in Medicare would ensure coverage to populations that the private
market is under-serving. Improving Medicaid and the State Children’s Health
Insurance Program (CHIP) could provide coverage quickly to additional low-
income Americans while serving current beneficiaries better. Increased attention
and funding for the Indian Health Service (IHS) could improve care for Native
American and Alaska Native populations. We can strengthen public health care
programs promptly, though the impact on state and Federal budgets must also be
considered.

e Focusing on Prevention and Wellness. Increased access to preventive care and
wellness is another step that could be accomplished in the short term. Increasing
the availability and effectiveness of primary care coverage could create a national
focus on maintaining wellness, rather than treating illness — which would improve
quality and reduce costs across the health care system.

e Addressing Health Disparities. In our current health care system, racial and
ethnic minorities disproportionately lack ready access to high-quality medical care.
This gives rise to differences in both health status and health care among various
groups in our diverse population. Our system also prohibits certain legal
immigrants from getting health care for five years. Though medical advances
benefit much of the population, health disparities continue to worsen for others.
These disparities must be addressed and ultimately eliminated. Americans want and
deserve a system that provides equal access to health coverage and health care for
all — regardless of age, race, ethnicity, or income — and that is what this Call to
Action would give them.

These six elements combine to give every American a role and a responsibility in

reforming our health care system to ensure coverage for every individual. The remainder
of this chapter provides additional detail on these elements.
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A. INDIVIDUAL RESPONSIBILITY

Once affordable, high-quality, and meaningful health insurance options are available to all
Americans, it will be each individual’s responsibility to have coverage. This step is
necessary to make the entire health care system function properly.

Today, the costs of care for 46 million Americans without health insurance are largely
borne by those with insurance; providers charge higher prices to patients with private
coverage to make up for uncompensated care, and these costs are passed along to
consumers in the form of increased premiums.” The cost of that uncompensated care is
also unnecessarily inflated because patients without insurance often wait to receive care
until they have to go to the emergency room. Requiring all Americans to have health
coverage will help end the shifting of costs of the uninsured to the insured.

Requiring all Americans to have health coverage would also ensure that the insurance
market functions effectively. Insurance works because policyholders pay into their plans
when healthy, and have their medical bills paid when they are sick. If a significant portion
of Americans does not purchase coverage until sick, then premiums for all enrollees will
increase to cover insurer outlays, and the problem of unaffordable coverage will persist.
Finally, covering all Americans is essential to effective prevention and wellness efforts and
managing chronic illnesses. Efforts to guard against and better manage illness are an
effective tool to contain costs, but without every American in the system, those efforts will
fall short of their full potential.

Implementation of a responsibility for all individuals to have coverage would be fair as
long as every consumer has a reasonable avenue to find and purchase affordable health
care coverage. The Exchange envisioned in this plan, described more fully below, would
be the primary path for those shut out of or underserved by today’s health care system.
The Exchange would provide standardized information and a single, standard, simple form
for enrollment in a plan of the consumer’s choice. Available to all, the Exchange would
also allow individuals to enroll in health care plans in various convenient locations,
including physicians’ offices, local hospitals or schools, Departments of Motor Vehicles,
and local Social Security Offices.

The responsibility for all Americans to obtain coverage would be enforced possibly
through the U.S. tax system or some other point of contact between individuals and the
government. Every individual would receive a certificate of coverage from their insurer to
demonstrate that they are meeting their responsibility.

Enforcement of a responsibility to have health care through the tax system has advantages.
The biggest advantage is that most Americans already have contact with the IRS through
the annual filing of a tax return. Monitoring health insurance coverage through the tax
code would take advantage of this existing relationship. One issue to be addressed,
however, is how to deal with individuals who do not file a tax return due to their low tax
liability. If a premium subsidy for health care was administered through the tax code, the
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non-filer issue would be significantly decreased because a number of current non-filers
would voluntarily file in order to get the assistance.

The Commonwealth of Massachusetts has had success with this approach. In the first year
of Massachusetts’ individual insurance requirement, 98.6 percent of taxpayers required to
file insurance information with their tax returns complied.” In fact, the health care reform
effort in Massachusetts generally has been extremely popular even with the requirement
for individual coverage. At the end of 2007, the majority of working-age adults in
Massachusetts — 71 percent —supported the state’s health reform efforts.’

B. STRENGTHENING THE EMPLOYER-BASED SYSTEM

American employers, large and small, are instrumental in providing meaningful insurance
coverage to million of workers and their families. Employer involvement in the purchase
of health insurance provides many distinct advantages. The average employer contributes
84 percent of premiums for individual coverage and 73 percent of premiums for family
coverage.® Health insurance also costs less when purchased through an employer rather
than in the individual market, because employers provide a natural mechanism for pooling
risk by covering healthy and less healthy workers.” And because employers pool coverage
for an entire group, economies of scale can reduce administrative costs. Employers may
also have greater negotiating power with insurance companies and more sophistication in
evaluating benefits.

Besides lower premiums, participants in employer-based coverage enjoy other advantages.
Current law prevents them from being disqualified for pre-existing conditions or charged
higher premiums based on their medical histories. Standards already in Federal law
govern certain aspects of their insurance, as well as provide opportunities to remain
covered after losing group coverage. Additionally, the ability to pay premiums through
payroll deduction provides an easy and convenient way to purchase coverage.

The Baucus plan proposes to extend and build on the tradition and success of employer-
sponsored insurance. In a recent Gallup poll, 67 percent of Americans said that they were
either completely or somewhat satisfied with the health insurance benefits that their
employer offered.”

To strengthen the connection of insurance to the workplace, all except the smallest
employers would offer a Section 125 plan under the Baucus plan. Section 125 plans allow
employees to pay their health insurance premiums through their employer’s payroll
deduction and with pre-tax dollars. Premiums paid with pre-tax dollars are not subject to
Federal and state taxes. By offering Section 125 plans, employers would make it easier
and cheaper for their workers to purchase insurance.

Large employers — especially firms paying high wages — have the greatest capability to
provide coverage to their employees. The vast majority of American employers in this
category would probably continue to provide coverage as a competitive benefit to recruit
employees. Ifthese employers choose not to provide coverage, under the Baucus plan they
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would have to contribute to a fund that would help to cover those who remained uninsured.
The contribution would likely be based on a percentage of payroll that took into account
the size and annual revenues of each firm. Mid-sized and small employers would also
have the option of providing adequate coverage or paying into the general coverage fund,
but the required contribution would be less for them than that for larger firms.

Businesses with the fewest workers and the lowest wages would be offered a new tax
credit to purchase health insurance for their employees (described below), and would be
exempt from contributions to the general coverage fund if they were still unable to offer
insurance to employees.

Workers prefer the support of employers and the convenience that employer-sponsored

health coverage provides. Health care reform must enable employers large and small to
continue providing coverage to workers, and to share the responsibility of maintaining a
healthy, productive, globally competitive workforce.

C. GUARANTEED ACCESS TO AFFORDABLE COVERAGE FOR INDIVIDUALS AND
SMALL BUSINESSES

Individuals and small businesses seeking health insurance on their own frequently
encounter serious challenges in obtaining coverage. For small businesses, the primary
obstacle is the cost of offering coverage to employees. For individuals, cost is also the
most significant factor, but individuals with pre-existing conditions may be denied
coverage at any price.

The Baucus plan envisions that the Health Insurance Exchange would offer a new
opportunity for individuals and small businesses to easily compare private coverage
options and a public plan and to purchase the policy that would work best for them.
Eligible individuals and small businesses would receive subsidies to make sure that
coverage would be affordable. Insurance companies would be prohibited from denying
coverage due to pre-existing conditions and from discriminating against individuals solely
due to their health status.

Health Insurance Exchange. The Baucus plan would establish the Health Insurance
Exchange through which individuals and small businesses in the market for insurance
could obtain affordable health care coverage. The Exchange would be an independent
entity, the primary purpose of which would be to organize affordable health insurance
options, create understandable, comparable information about those options, and develop a
standard application for enrollment in a chosen plan.

Participating employers must enroll all employees through the Exchange — not only the
sickest and most costly to insure.

Insurance plans participating in the Exchange could operate nationally, regionally, state-

wide, or locally. So that plans could be easily compared, qualifying insurers would have to
offer products that could be classified as high-, medium- or low-benefit options. Benefit
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packages could differ within reason, but all structures would have to be actuarially
equivalent within benefit categories in order to prevent insurers from using benefit design
to discourage enrollment by people with health conditions. Differences in premiums
between packages would be due to the difference in benefits and not the differences in
expected risk. Participating insurers would have to charge the same price for the same
products inside and outside the Exchange.

Plans participating in the Exchange would be subject to oversight by states with regard to
consumer protections (e.g., grievance procedures, external review, oversight of agent
practices and training, market conduct). In addition, participating private plans would be
subject to state regulation related to solvency, reserve requirements, and premium taxes.

The Exchange would have authority to implement mechanisms to ensure that plans
enrolling sicker-than-expected people would not suffer a financial disadvantage compared
to those enrolling healthier people. Offsetting some of the potential risk to insurance plans
is intended to limit plans’ incentives to enroll only the healthiest individuals.

All plans participating in the Exchange would be subject to the same rating rules included
in the insurance market reforms described later in this chapter.

The Exchange would also include a new public plan option, similar to Medicare. This
option would abide by the same rules as private insurance plans participating in the
Exchange (e.g., offer the same levels of benefits and set the premiums the same way).
Rates paid to health care providers by this option would be determined by balancing the
goals of increasing competition and ensuring access for patients to high-quality health care.
A number of options could be considered to determine who runs the plan, who is eligible
for it, and how to ensure that the public-private insurance competition lowers costs and
improves quality. The Independent Health Coverage Council, described below, would
inform these decisions.

Federal funds would be needed to start up the Exchange, but it would be self-sustaining
within a few years. One option for making it so is a small assessment on premiums to fund
activities of the Exchange, as done today by the authorizing board of the Commonwealth
Connector in Massachusetts. Insurers would include the assessment as part of their
premiums and could remit it on a monthly or quarterly basis. Keeping insurance premiums
in the Exchange affordable must be the guiding principle in setting any assessment.

Independent Health Coverage Council. Reforming the health care system to cover all
Americans through a mix of private and public means involves complex decisions that
must be responsive to rapid changes in the health system. Such a system would require
oversight, but Congress cannot make all necessary decisions to guide it. For that reason,
the Baucus plan authorizes a board of directors — called the Independent Health Coverage
Council — to inform decisions that would help to guarantee that affordable health
insurance options were available. The President would appoint members of the Council
with the advice and consent of the Senate for set, staggered terms. The President would
choose Council members who were geographically diverse and have expertise in
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insurance, health benefit design, actuarial science, economics, medicine, business, and
consumer protections.

The new Independent Health Coverage Council would define key terms in a reformed
health system. For example, it would define what “coverage” and “affordability” mean. In
doing so, it would, among other activities, consult with the Institute of Medicine and
review existing state laws. The Council would ensure that coverage would be affordable,
clinically appropriate, provide access to necessary health services, and protect enrollees
against high health care expenses. Specifically, the Council would ensure appropriate,
income-related annual limits on out-of-pocket costs so that families were not at risk of
bankruptcy by their medical expenses. The Council would also play a major role in
ensuring that the public plan option meets its goals of delivering high-quality and cost-
effective care.

The Independent Health Coverage Council would also set standards for chronic care
management and quality reporting. Insurers in the Exchange would collect and report on
the performance of providers in their networks. The Council would make care
management and quality reporting requirements consistent with those used by Medicare to
the extent practicable. Consistent measures of quality would make performance rating
more robust and better able to help Americans make decisions about their own care.

Input by the Independent Health Coverage Council would keep the activities of the
Exchange on track and insulated from the political process. The Council and the Exchange
would both be subject to regular reviews and oversight by the Comptroller General,
however, so that Congress—and the public—can closely monitor their activities.

Insurance Market Reforms. Currently, insurance companies can discriminate against
older and sicker patients by charging significantly higher premiums or denying coverage
altogether. Individuals with pre-existing conditions such as cancer, heart disease, and
asthma are at particular risk of being denied coverage by insurance companies or being
offered a policy that is unaffordable. In fact, a recent Commonwealth Fund study found
that insurance companies turned down one out of every five people who applied for
individual coverage due to pre-existing conditions.

While states have the authority to restrict this type of discrimination, very few have used
that authority. Under the Baucus plan, insurance companies could not deny coverage to
any individual nor discriminate against individuals with pre-existing conditions. Rules for
rating insurance policies — which have to do with how an insurer can determine a
policyholder’s premium based on various criteria such as age, tobacco use, previous
illness, or factors that encourage healthy lifestyles — will be specified in statute after
consultation with the National Association of Insurance Commissioners, consumer
advocates, plans and others. The ability of insurance companies to rate on age would also
be limited. In order to avoid severe adverse selection — a scenario under which the sickest
patients gravitate toward one part of the insurance market — the rating rules for the
Exchange would apply in the Exchange as well as in private non-group and small group
markets.
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Small Business Tax Credit. As health care coverage becomes more expensive, many
small businesses simply cannot bear the additional cost of providing health coverage for
their employees. And for this reason, the number of small businesses offering their
employees health care coverage is declining. To help small businesses, the Baucus plan
would provide a targeted tax credit that small firms could use towards the cost of
purchasing health care coverage.

There are a number of ways that such a tax credit could be structured. One option is to
make the tax credit available to any small business, for both individual and family
coverage. Initially, the credit would be available to qualifying small businesses that
operate in states with patient-friendly insurance rating rules. After the initial
implementation, the tax credit would be available to small businesses that purchase
coverage for all of their employees in the Health Insurance Exchange and make a
meanliongful contribution towards the cost of the premium for their employees’ health
care.

In order to target the tax credit most efficiently, the credit would be based on a firm’s size
and earnings per employee. The smallest firms with the lowest average earnings will be
eligible to receive a credit equal to half of the average total premium cost for employer-
sponsored insurance in the firm’s state. This credit will be phased down as firm size and
average earnings increase. The employee and earnings phase-outs work together, until the
credit is fully phased-out.

Premium Subsidies. In order to make health coverage affordable for all Americans,
refundable tax credits would be available to individuals and families with incomes at or
below four times the Federal poverty level. These tax subsidies would be available to
individuals and families who purchased coverage through the Health Insurance Exchange.

The Independent Health Coverage Council would define what an “affordable” premium is,
taking into account the reasonable percent of income to be spent on health care coverage.
The premium subsidy would make up the difference between the amount suggested by the
Council and the premium amount charged by the plan. The amount of the subsidy could
be based on a benchmark that would be equal to a locally adjusted, average premium in the
Exchange. This construct would encourage individuals to be prudent purchasers of health
care policies.

D. STRENGTHENING PUBLIC PROGRAMS

Medicaid and the State Children’s Health Insurance Program (CHIP) represent
cornerstones of America’s health care system. These programs provide access to health
care for approximately 67 million low-income Americans. Both programs have an
important role to play in health care reform, so the Baucus plan envisions specific
improvements to Medicaid and CHIP that ensure these programs function effectively and
efficiently in a reformed health care system. The Baucus plan also would improve
Medicare by providing an option to buy into the program for individuals who are near but
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not yet 65, and who lack other insurance. The plan also would allow disabled individuals
access to Medicare without a waiting period. Finally, the plan would increase funding for
the Indian Health Service.

Medicare Buy In. The Baucus plan would make health care coverage immediately
available to Americans aged 55 to 64 through a Medicare buy-in. People in this age group
face greater risk of illness than their younger counterparts. And while they may require
increased access to medical care, they continue to have fewer and fewer affordable
insurance options as retiree health care coverage erodes and pre-existing conditions make
private insurance prohibitively expensive or impossible to obtain altogether.'!

In 2007, over four million people aged 55 to 64 were uninsured, or about 12 percent of the
total population in that age group.'” This figure represents an increase of one million since
2000. While this age group tends to be one of the least likely to be uninsured, those who
do not have employer-sponsored benefits or retiree coverage through a former employer,
have fewer options for coverage than other age groups.

The individual insurance market can provide a source of coverage for this population, but
health insurance offerings in that market are often unaffordable — or even unavailable to
those with pre-existing health conditions. The average annual premium for those aged 60
to 64 was more than $5,000 for single coverage and $9,200 for family coverage in the
individual market in 2006-2007."* By contrast, coverage for a person aged 18 to 24 was
$1,360 for single coverage in the individual market and $2,850 for family coverage.

Declining health status and lack of affordable health insurance affect not only the health
and wellbeing of Americans aged 55 to 64, but also their pocketbooks. Nearly 12 percent
of those aged 55 to 64 report annual medical expenditures of more than $10,000.”
Uninsured individuals in this age group find it increasingly difficult to cover their medical
bills as declining health can affect their ability to work and earn income. Uninsured
Americans aged 55 to 64 are twice as likely as their insured counterparts to report having
to delay seeking medical care, including needed surgeries.'*

To fill this gap in coverage, the Baucus plan would allow individuals aged 55 to 64 to buy
Medicare coverage. The option would be available to any individual in this age group who
otherwise did not have access to health coverage through a public plan or a group health

plan. The benefits would be the same as those available to current Medicare beneficiaries.

This new Medicare buy-in option is temporary. It would be available until the Health
Insurance Exchange was established. Once that new infrastructure is in place, Americans
55 to 64 years old who had not obtained coverage through the Medicare buy-in would be
able to buy insurance in the new marketplace. Those already enrolled in the Medicare buy-
in would have the option to remain in Medicare.

Medicare would charge enrollees electing the buy-in option an annual premium. The
premium amount would be calculated so that the total costs for the buy-in population
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would be budget neutral. Thus, this option would not create new costs for the Medicare
program or for taxpayers.

Providing immediate assistance to the Americans aged 55 to 64 would benefit not only
individuals in this age group, but the Medicare program overall. An option for those 55 to
64 to buy into Medicare could enable individuals to remain healthy and continue working,
prevent disabling conditions, and provide protection from catastrophic medical costs."® It
would also help to ensure that individuals would not experience a break in coverage during
this age period, which could lead to improved health status upon Medicare eligibility at age
65. The Medicare program might also benefit through reduced costs for this population
relative to what might have been spent if these individuals were uninsured in the decade
prior to becoming Medicare eligible.'®

Phase Out of Disability Waiting Period. In 1972, the Congress expanded Medicare
eligibility to include people with disabilities.'” At that time, Congress created a “Medicare
waiting period,” which requires people with disabilities to receive Social Security
Disability Insurance (SSDI) for 24 months prior to becoming eligible for Medicare
coverage. As a result of the 24-month Medicare waiting period, an estimated 400,000
Americans with disabilities are uninsured and many more are underinsured.'® Forcing
Americans with disabilities to wait two years for Medicare coverage results in these people
having inadequate health care, falling into poverty or, ultimately, in death.

The Baucus plan would begin to phase-out the current two-year waiting period for
Medicare coverage for people with disabilities. It is anticipated that people with
disabilities would also eventually be able to purchase coverage in a reformed health
insurance market.

Medicaid. Established in 1965, Medicaid is a program intended to serve low-income
Americans and those with serious health conditions or disabilities. The Federal
government and the states share responsibility for funding and administration of Medicaid.
Medicaid currently covers approximately 61 million Americans'® and is the source of
health insurance for 14 percent of non-elderly Americans (age 64 and below).”* A
modernized Medicaid program is an essential component of health reform.

Federal law establishes certain categories of beneficiaries to which states must offer
Medicaid benefits as a condition for Federal financial participation. The mandatory
beneficiary populations are:

= Children under age six who are in families below 133 percent of the poverty level;

» Children over age six in families below 100 percent of the poverty level;

= Pregnant women with incomes below 133 percent of the poverty level;

= Elderly and poor individuals who receive cash assistance from the Supplemental
Security Income (SSI) program;

» Families who meet financial requirements of the former Aid to Families with
Dependent Children (AFDC) cash assistance program.”'
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States have discretion to cover populations beyond those that Federal law mandates. In
fact, all states provide Medicaid benefits to optional populations.”? Medicaid enrollment in
2007 is displayed in Table 2.1 below.

Table 2.1. Medicaid Enrollment in 2007

Number enrolled Percent of
Population (in millions) total Medicaid

enrollment
Children 29.2 48.0
Adults 16.2 26.6
Blind/Disabled 9.5 15.6
Elderly 6.0 9.9
Total 60.9 100

Source: Center for Medicare and Medicaid Services (CMS).*

Federal law does not require states to cover adults under Medicaid, unless they are
disabled, elderly, or pregnant — regardless of income. Many states cover adults as an
optional population, though coverage is very limited. Twenty-seven states have eligibility
levels for non-working adults with incomes below the poverty level and 26 states have
eligibility levels less than the poverty level for working adults. All states except Alaska
and Connecticut have eligibility levels for disabled optional populations of less than the
poverty level.”* Thus in most states, Medicaid coverage is limited to very low-income
Americans.

Medicaid is a vital source of coverage for low-income Americans, but existing state
Medicaid programs have not reached everyone living below the poverty level. The Baucus
plan aims to solve that problem by extending Medicaid eligibility to every American living
in poverty. Reducing the number of uninsured by increasing Medicaid enrollment has
been embraced by a diverse coalition, including the Commonwealth Fund® and the
insurance industry.”® Making this change would provide at least 7.1 million low-income
people with access to health coverage.”’

Providing Medicaid to everyone below the poverty level is both consistent with the
original intent of Medicaid, and the easiest and quickest way to provide insurance to those
living in poverty. Building on the existing Medicaid program is also efficient. Moreover,
those at the bottom of the income scale are least likely to be able to purchase coverage on
their own, least likely to have employer-sponsored coverage, and if such coverage is
offered, least likely to be able to afford it.

Establishing a national eligibility minimum of 100 percent of the Federal poverty level
would help to streamline Medicaid. States currently have dozens of eligibility categories,
many with different poverty levels.”® Determining eligibility under the Baucus plan would
be much easier than in the categorical eligibility system currently in place. This would
result in more equitable treatment for all Americans living in poverty.
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Additional efforts to streamline Medicaid eligibility and enrollment are also part of the
plan. Uniform and simplified verification and renewal rules should be established to help
minimize the “churning” that typically occurs within Medicaid. States should get help
from the Federal government to engage in outreach to potentially eligible individuals and
to modernize their eligibility and enrollment data systems because the current systems are
so antiquated that they are unable to meet today’s data demands. Simplifying eligibility
would expedite and lower the costs associated with states’ eligibility determination
processes.

Existing mandatory eligibility populations would be unaffected by this plan. The same is
true for optional populations that states have elected to cover — because states would be
required to maintain current eligibility levels (even those above 100 percent of the poverty
level). Current Federal matching rates and other policies consistent with this policy would
remain intact for any population with income eligibility that exceeds 100 percent of the
poverty level. No one currently eligible would lose access to Medicaid.

The financial responsibility shared by the Federal and state governments is carried out
through a matching system, called the Federal Medical Assistance Percentage, or FMAP,

in which the Federal government and the state government each pay a certain percentage of
total Medicaid expenses. Each state’s FMAP rate is based on the state’s per capita income
level, thereby giving states with lower-than-average income levels a higher FMAP rate and
thus a higher Federal percentage match. According to Federal law, FMAP rates range from
50 percent to 83 percent and there is no cap on the total Federal financial participation.
Currently, 13 states receive the minimum 50 percent match, but the highest FMAP rate is
73 percent.”’

The goal of covering all Americans is an opportunity for the Federal government to partner
with states to reduce the number of low-income uninsured Americans. The Baucus plan
would invest new Federal resources to help states, and is committed to finding ways for the
Federal government and the states to share responsibility for the costs associated with
increased Medicaid enrollment.

The Baucus plan includes an additional improvement to the Medicaid program. Medicaid
must be strong and stable so that eligible individuals can rely on it, especially in times of
economic distress. In order to strengthen and stabilize Medicaid, states require help
managing the costs associated with unanticipated increases in Medicaid enrollment. When
the national economy experiences a downturn, state revenues decrease and Medicaid rolls
increase, as people lose jobs and health insurance. Every one-percent increase in the
national unemployment rate, for example, results in an additional one million people
enrolling in Medicaid.”® One million new Medicaid beneficiaries increase state Medicaid
spending by $1.4 billion.*!

As all states (except Vermont) are constitutionally bound to balance their budgets,” the
strain caused by decreased revenues and greater Medicaid participation forces states to
reduce spending — often cutting back safety net programs like Medicaid at a time when
they are needed most.*”
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To ensure that Medicaid is a reliable component of a reformed American health care
system, this plan would increase FMAP rates when a predetermined combination of
circumstances measuring the timing, duration, and depth of an economic downturn occurs.
Creating this mechanism to maintain Medicaid’s stability during nationwide economic
slumps or significant downturns for individual states builds on recent success in addressing
tough economic situations. In 2003, as part of the Jobs and Growth Tax Relief
Reconciliation Act, Congress temporarily increased FMAP rates by 2.95 percent, so long
as states agreed not to cut benefit options during the FMAP increase.** A study by
Families USA found that for “every million dollars a state invests in Medicaid [it] will
generate, on average, $3.35 million in new state business activity . . . $1.23 million in new
wages, . . . and an average of 33.76 new jobs per state.”>’

The details of an economic indicator-based trigger and the level of assistance must be
responsible without being too rigid or too lax. In a 2006 report, the Government
Accountability Office (GAO) recommended consideration of two factors — the number of
states experiencing an increase in unemployment and the magnitude of that increase — in
setting a trigger.’® Determining the specific trigger requires careful construction in order
to ensure that state economic distress is measured reliably and accurately. Similarly, the
amount and duration of the FMAP increase must be calibrated to provide states with
enough support for the right amount of time.

State Children’s Health Insurance Program (CHIP). When the Children’s Health
Insurance Program (CHIP) was created as part of the Balanced Budget Act of 1997, it was
the largest expansion of health insurance coverage for American children in more than 30
years.”” CHIP was intended to provide health insurance to children whose families cannot
afford to purchase health insurance in the private market, but earn too much to qualify for
Medicaid.

Like Medicaid, CHIP is financed jointly by the state and Federal governments. The
Federal government pays a higher percentage of the total program costs for CHIP than for
Medicaid, averaging about 70 percent nationally.”® Because CHIP is financed through a
block grant to states, the total Federal financial participation in CHIP is capped regardless
of rising costs or increased numbers of eligible children.

In its first ten years, CHIP helped to reduce the number of uninsured children by about
one-third overall, from 23 percent to 14 percent.”” CHIP has reduced by one-quarter the
number of uninsured children with effective family incomes between 100-200 percent of
the poverty level.* In 2006, more than 6.5 million children were covered through CHIP.*!
Despite this progress, more than one in ten children remains uninsured. **
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Figure 2.1. Impact of CHIP on Uninsured Children
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Priorities, 2007

CHIP gives states flexibility in establishing eligibility criteria, benefit structure, and cost-
sharing. States have used this flexibility to craft programs responsive to their unique

43
needs.

The original intent behind CHIP was to provide access to health insurance for all low-
income families who make too much to qualify for Medicaid, but not all CHIP programs
have met that goal. The Baucus plan would require states to use CHIP to cover all children
at or below 250 percent of the poverty level and who are not Medicaid eligible, putting
help within reach for more needy Americans. States that currently cover children above
250 percent of the poverty level would continue to do so. Existing matching and other
policies not inconsistent with a responsibility to have health coverage would remain in
place for states with income eligibility that exceeds 250 percent of the poverty level.

With an expansion of CHIP, the Federal government and states would join together to
reduce the number of uninsured children in America. Currently, capped Federal allotments
to states combined with expanded eligibility lead some states to exhaust available Federal
funding before the end of the fiscal year. In 2007, 14 states faced Federal funding
shortfalls, and as many as 37 states were expected to face similar financial challenges for
fiscal year 2008.** Under these financial constraints, some states are forced to cut back
their CHIP programs by freezing enrollment, enforcing longer waiting periods, or lowering
the income eligibility thresholds.*

The Baucus plan would help states with the costs associated with increased CHIP
enrollment. The Federal government has several options to consider in helping the

states.46

In addition, as our health care delivery system is modernized to improve quality and access
to care, similar efforts should be encouraged in Medicaid and CHIP to assure that our
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nation’s most vulnerable populations receive the same high-quality care that is available to
those with Medicare or private insurance.

Health Care for Native Americans and Alaska Natives. The Indian Health Service (IHS)
currently provides health care services to an estimated 1.5 million Native Americans and
Alaska Natives who belong to more than 562 federally recognized tribes in 35 states.*’
IHS provides free health care to eligible Native Americans and Alaska Natives, with the
exception of certain urban programs or in circumstances where a tribe chooses to charge its
members for health care.*®

In a series of treaties and agreements forged with the tribes as sovereign nations, the U.S.
government promised to provide health care to Native Americans. Currently, the IHS is
responsible for making sure that promise is kept. IHS, however, is not the sole source of
health care for Native Americans. Tribal members are eligible for, among other programs,
Medicare, Medicaid, and CHIP. Native Americans also may have private insurance.

Native American and Alaska Native populations have unique health care concerns. Native
Americans are three times more likely to die from diabetes. And Native Americans suffer
from tuberculosis at a rate that is six times higher than the non-Indian population.* Many
members of these populations also live in physically remote areas, making the delivery of
care difficult and hindering the ability to recruit and retain health care professionals.
Additionally, cultural concerns must be respected in providing health care for Native
Americans and Alaska Natives.

The IHS health care delivery system is organized around 12 regional offices and 163 local
service units, and provides various medical services, including inpatient and outpatient
services, ambulatory, emergency, dental, and preventive health care.” In 2007, IHS
provided approximately 58,000 inpatient admissions and over ten million outpatient
visits.”' THS also contracts for medical services from local providers through what is
known as contract health services.

Funding for IHS consistently falls short of the amount needed to provide care for the
populations it serves. In fiscal year 2008, total funding for IHS was $4.3 billion, about 48
percent of estimated need. Current spending levels pale in comparison to those of other
Federal health care programs such as the Bureau of Prisons, Department of Veterans
Affairs and the Federal Employees Health Benefit Program (FEHBP).>

The IHS itself has stated that its funding does not allow it to provide all the needed care for
eligible Indians. As a result, some services are “rationed,” with the most critical care given
first. THS regulations require that, when resources or funds are insufficient, the agency
must set priorities for both direct and contract health care based on “relative medical
need.”> The reality of this underfunding is that money for contract health services does
not last the entire year, forcing IHS to limit services to circumstances involving a “loss of
life or limb” circumstance. This predicament is so common in Indian Country that many
tribal members fear that if they need care after June, they will be forced to go without.
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IHS desperately needs additional funding. It is impossible to keep America’s promise to
provide care to Native Americans and Alaska Natives with the current level of IHS
funding. The Baucus plan would increase funding for IHS, as well as encourage
enrollment in other programs like Medicare, Medicaid, and CHIP for those who are
eligible to defray the costs borne by ITHS directly.

E. FocuUsING ON PREVENTION AND WELLNESS

Chronic diseases — such as heart disease, stroke, cancer, and diabetes — are the most
prevalent and preventable of all health problems and also the most costly. Nearly half (45
percent) of Americans suffer from one or more chronic conditions,’* and chronic disease
accounts for 70 percent of all deaths (more than 1.7 million people).” In addition,
increased rates of obesity and chronic disease are the primary cause of disability and
diminished quality of life.

The economic impact of chronic disease in the U.S. is staggering. A Milken Institute study
found that treatment of the seven most common chronic diseases, coupled with
productivity losses, costs the U.S. economy more than $1 trillion annually.”® About 78
percent of the nation’s total health care spending is due to chronic illness.>” Further, the
number of Americans who have become obese has doubled since 1987, accounting for
nearly 30 percent of the rise in health care spending between 1987 and 2005.* Despite the
human and economic cost of chronic disease, the U.S. health system does little to address
the underlying health problems that lead to these conditions.

For the sake of Americans’ health, and to truly change the economics of our health care
system, the U.S. must dramatically shift its health care focus toward preventing chronic
disease. An estimated 80 percent of heart disease, stroke, and type-2 diabetes, and 40
percent of cancers, could be prevented if Americans stopped smoking, adopted healthy
diets, and became more physically active.”® Despite evidence that preventive services such
as smoking cessation work,*® our health system continues to emphasize expensive
treatments. This approach is further complicated by a fractured delivery system in which
individuals with chronic conditions often see more than one provider and take multiple
medications.

Prevention must become a cornerstone of the health care system rather than an
afterthought. This shift requires a fundamental change in the way individuals perceive and
access the system as well as the way care is delivered. The system must support clinical
preventive services and community-based wellness approaches at the Federal, state, and
local levels. With a national culture of wellness, chronic disease and obesity will be better
managed and, more importantly, reduced.

Guaranteed Access to Clinical Preventive Services and Referral to Community
Resources. Those who are uninsured — and therefore less likely to receive preventive
care and even treatment for major conditions — must be given a means to begin
safeguarding and improving their health. This plan proposes “RightChoices,” a temporary
program to provide the uninsured with immediate access to a set of proven preventive
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services such as a health risk assessment, physical exam, immunizations, and age and
gender appropriate cancer screenings recommended by the U.S. Preventive Services Task
Force. Based on a patient’s risk, a care plan would be developed to maintain good health,
and reduce the medical risks and costs of poor health. The RightChoices card would also
provide referral to community resources such as smoking cessation and nutrition programs
that have demonstrated success in changing and supporting healthy lifestyle choices.

Any individual eligible for RightChoices who is not eligible for or enrolled in a private
plan or public program such as Medicaid or Medicare, but whose RightChoices screening
detects and diagnoses one or more of the most common, costly chronic conditions would
qualify to receive treatment for those conditions. Treatment would be provided on a
temporary basis until viable coverage options are available under the Health Insurance
Exchange. Individuals with incomes below 200 percent of the Federal poverty level could
receive treatment at no cost.

To cover the cost of this care, states would receive a three-year capped allotment based on
factors such as the percentage of uninsured and the prevalence of these chronic illnesses.
These grants could also support the development of models to better manage, monitor, and
treat these chronically ill individuals such as certified community care teams.®' It could
also be used for outreach to eligible, uninsured Americans.

Coverage for Prevention in Federal Health Programs and Private Plan Options.
Evidence suggests that 96 cents of every Medicare dollar and 83 cents of every Medicaid
dollar are used to treat chronic diseases.®> Federal health programs must prioritize
prevention to ensure that taxpayer dollars are used more efficiently and effectively. The
Baucus plan would make prevention and wellness a priority in Medicare, Medicaid, and
CHIP.

The Medicare Improvements for Patients and Providers Act of 2008 (MIPPA) took a step
in this direction. MIPPA gave the Secretary of Health and Human Services the authority
to identify new preventive services recommended by the U.S. Preventive Services Task
Force for coverage under Medicare. The Baucus plan would do more, by reducing or
eliminating co-payments for recommended preventive services under Medicare. New
payment methodologies, combined with expanded use of health information technology,
would increase appropriate use of these recommended preventive services and better
manage the care of chronically ill beneficiaries.

Medicaid and CHIP beneficiaries would receive recommended preventive services without
co-payments. Medicaid enrollees subject to cost sharing of even a one dollar co-pay per
service used fewer physician services and received fewer preventive services including
immunizations (a 45 percent decrease) and pap smears (a 21.5 percent decrease) compared
to those not subject to a co-payment.*

In addition, Congress should explore evidence-based approaches for obesity prevention
and treatment through demonstration projects in Medicare, Medicaid, and CHIP.
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Demonstrations should test approaches that have shown clinical value in functioning
settings.

The Health Insurance Exchange created under the Baucus plan would require participating
plans to include certain preventive services in its benefit package. Such coverage would be
based on recommendations by appropriate entities such as the U.S Preventive Services
Task Force, the Advisory Committee on Immunization Practices, National Institutes of
Health, Centers for Disease Control and Prevention, and Institute of Medicine.

A National Focus on Wellness. The plan would provide grants to states or communities
to implement innovative, evidence-based prevention and wellness programs at the local
level. The programs would employ best practices identified by the Department of Health
and Human Services, the Institute of Medicine (IOM), and the Task Force on Community
Preventive Services.

Grants would encourage local governments, employers, schools, health care systems, other
community organizations, and individuals to work together and support healthy
lifestyles.* Communities would be empowered and encouraged to identify and overcome
barriers to healthy choices for all residents, regardless of health status, race or
socioeconomic status. Interventions that could improve and maintain the health of pre-
Medicare eligible individuals aged 55 to 64 would be explored. This investment makes
sense. Healthier older Americans require less expensive care; and evidence suggests that
this investment could result in less spending on future Medicare beneficiaries.®

The plan would also support efforts by small businesses to create healthier work
environments with tax credits or other subsidies for proven wellness programs.®® The
support provided by targeted tax credits or other subsidies and community challenge grants
would help lead individuals to make positive choices for their own health.

Finally, Congressional proposals have called for a more coordinated national strategy to
prevent chronic disease and reduce obesity.®’ The health of Americans is affected by
access to insurance, nutritious food and safe places to exercise among other factors.
Congress should authorize a study to identify the various federal programs that can help
prevent the development of chronic disease and suggest options to more effectively
coordinate efforts going forward.

F. ADDRESSING HEALTH DISPARITIES

Racial and ethnic health disparities are characterized by persistent gaps in both health
status and health care for minority populations. Disparities in the health status involve
increased rates of mortality, level of chronic disease burden, and perception of one’s
health. For example, a larger share of African Americans has diabetes, high blood pressure,
and heart disease than whites.®® One of the most glaring differences in health status is
reflected in infant mortality. African American infants die at a rate of 13.6 per 1000 live
births — a rate that is higher than any other racial or ethnic group and twice that of
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whites.”” The African-American infant mortality rate is even higher than that of Slovenia,
Poland, Kuwait, and Russia.”

Disparity in health care is characterized by differences in the quality of medical care that is
provided and its availability to diverse populations. The landmark 2003 Institute of
Medicine (IOM) study, Unequal Treatment, demonstrated significant quality gaps in the
health care provided to African Americans and Latinos.”' African Americans are 13
percent less likely to receive coronary angioplasty as whites.”* African Americans are
more likely to undergo leg amputation related to diabetes and to have complications
following surgery.” In addition, Asians are less likely to receive timely antibiotic therapy
while hospitalized.™

Lack of access is also a major factor affecting health care provided to racial and ethnic
minority groups. Barriers to health care can result from lack of health insurance coverage,
geographic location, language and cultural differences, and high cost. While only one-third
of the U.S. population is made up of racial and ethnic minorities, they represent over half
of the uninsured — over 30 percent of these two racial and ethnic groups are without
health care coverage.” Medicare and Medicaid cover most of those insured among
communities of color.

Language compatibility is also essential to ensuring quality health care for ethnically and
racially diverse groups. The ability for patients to communicate their needs to a provider is
critical. A lack of communication can mean an increased likelihood of medical errors and
patients not adhering to a treatment plan. Latinos and Asians report having poor
communication with their provider at a higher rate than other groups.”

The Baucus plan would make health care affordable and universally available to all
Americans, a major step toward eliminating racial and ethnic health disparities. Subsidies
for low-income individuals and families, in particular, would be critical to make health
care obtainable by everyone. Currently, legal immigrant children and pregnant women are
subject to a five-year waiting period before they can become eligible for Medicaid or
CHIP. Not only does this exacerbate health disparities, but it increases the number of
uninsured. The waiting period should be eliminated and eligible legal immigrants should
have access to Medicaid and CHIP.”’

Addressing access to health insurance coverage is not the only step in addressing
disparities. Social determinants of health must also be addressed in the effort to eliminate
health disparities. Lack of adequate housing, living wages, appropriate education, and
clean environments adversely affect health status and well-being. All federal agencies that
have jurisdiction over these types of social programs should collaborate together to
improve the health and well-being of our communities.

The effort to document the extent of health disparities in the U.S. will require standard
methods of collecting data. Data collection must also be more reflective of the target
community from which data is gathered. Information must be reflected at the
subpopulation level. The Baucus plan would require participating plans in the Exchange to
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collect and report data based on race, ethnicity, and gender. The plan also proposes to
include appropriate levels of funding to Federal agencies responsible for this type of data
collection, such as the National Health Interview Survey (NHIS) and the National Health
Care Survey (NHCS).
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CHAPTERIII BAUCUS PLAN: IMPROVING VALUE BY
REFORMING THE HEALTH CARE DELIVERY
SYSTEM

Ensuring access to meaningful health coverage is a fundamental goal of health care reform,
but there are also other vital priorities we must pursue. Among them is the critical need to
improve the value of care provided in our health care system. We must take steps to
ensure patients receive higher quality care, and do so in a way that reduces costs over the
long-run. In short, the U.S. must get better value for the substantial dollars spent on health
care.

Our nation’s health care providers — physicians, nurses, hospitals, and others — work
hard to provide life-saving and life-improving care to millions of Americans. The level of
care provided is often excellent, but it has become increasingly evident that the way care is
delivered and paid for in our health system does not always encourage the right care at the
right time for each and every patient.

The Baucus plan includes initiatives to reorient America’s health care delivery system
toward services and activities that improve patient care and “bend the curve” of growth in
national health care spending. At the same time, the plan invests in the health care
infrastructure that is necessary for delivery reform to succeed. Many of the proposals in the
plan are based in the Medicare program because of its unique ability to lead the way for
system-wide changes. The expectation, however, is that public and private insurers will
follow and continue to innovate as well. The Baucus plan considers delivery system
reform with four key goals in mind:

= Strengthening the role of primary care and chronic care management.
Primary care is the keystone of a high-performing health care system. Access to
primary care that successfully manages and coordinates patient care, particularly
for the chronically ill, is a proven determinant of high-quality, cost-effective care.
Yet America’s current system undervalues primary care relative to specialty care.
This has caused fewer medical students to choose careers in primary care, and has
created access problems that will only worsen as more Americans get health care
coverage. Increasing the supply of primary care practitioners and redefining their
role in the health system — by using Federal reimbursement systems and other
means to improve the value placed on their work — is a necessary step toward
meaningful reform.

= Refocusing payment incentives toward quality. Today’s payment systems
reward providers for delivering more care rather than better care. Under the current
system, the more visits, tests, images and services providers deliver, the more they
are paid — regardless of the quality or the health outcomes of the patient. The
health system should refocus payment incentives toward improving the quality of
care patients receive. Movement toward quality-based payment must start with
fixing the unstable and unsustainable Medicare physician payment formula. The
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current Sustainable Growth Rate (SGR) formula is fatally flawed and must be
replaced.

= Promoting provider collaboration and accountability. Delivery system reform
should also encourage providers in different settings — physician offices, inpatient
hospitals, post-acute care settings, and others — to collaborate and provide patient-
centered care in a way that improves quality and saves money. Under current
payment systems, hospitals, physicians, and other health care providers are not
encouraged to work together to improve patient care throughout the course of a
patient’s illness. In fact, they may be penalized financially — through lower
revenues — if they successfully help patients avoid the need for additional health
services. Congress should modify current payment systems to encourage — rather
than discourage — collaboration and accountability among health care providers
across treatment settings and sites of care.

= Improving the health care infrastructure. Efforts to improve the health care
delivery system cannot succeed without taking other steps to modernize our
system. These steps include investing in new research and tools, as well as the
health care workforce. A national approach to comparative effectiveness research
can help provide systematic, unbiased information about what treatments,
technologies, and procedures work best. Health information technology (IT) can
put comparative effectiveness research and other clinical decision-support tools at
providers’ fingertips in real time, as well as improve the delivery of care across
settings and help providers to better coordinate patient care. Health IT can also
facilitate initiatives to improve quality performance and data collection and
aggregation. But gains from new research and health IT will be shallow unless we
reinvest in the training of a 21% century health care workforce.

Like many other reforms, changes to the health care delivery system will take time.
Moreover, these efforts will require continuing evaluation as the health system — and the
health care needs of Americans — evolve.

A. STRENGTHENING THE ROLE OF PRIMARY CARE AND CHRONIC CARE
MANAGEMENT

A strong emphasis on primary care is a common element of high-performing health
systems.' International systems, and even parts of our own country, that deliver cost-
efficient, high-quality care tend to have robust access to and use of primary care
services.” Among other things, primary care practitioners should provide preventive
care, help patients make informed medical decisions, and serve a critical care management
and coordination role — especially for those with multiple chronic conditions who are the
least healthy and most costly to our system. Yet today’s payment systems place higher
value on specialty care than primary care.

Strengthening the role of primary care will require a multi-pronged approach.” To this
end, the Baucus plan includes several initiatives to improve our primary care system:
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ensuring accurate prices for primary care services in Medicare, providing an add-on bonus
payment for primary care services, and encouraging further testing and implementation of
the medical home model. The plan would also ensure the viability of community health
centers and rural health clinics that provide vital safety net functions and serve as a true
medical home for thousands of patients across the country.

Ensuring Accurate Payments for Primary Care Services. Payments for primary care
physician visits are undervalued, particularly compared to procedures and services
furnished by specialists. In fact, the overvaluation of procedures in the Medicare physician
fee schedule has both created financial incentives to provide unnecessary services and
served as a disincentive for physicians to become primary care physicians. Primary care
physicians are not trained in — and do not have the opportunity to bill for — procedures
that generate extensive revenues for non-primary care physicians.’

In 1989, Congress enacted Medicare physician payment reform, which required a fee
schedule based on relative values for approximately 7,000 services covered by the
program. Private insurers often adopt the relative values set by Medicare, although they
may use different payment rates for determining actual fees paid. The 1989 law also
required periodic review — at least every five years — to ensure that the payment system
reflects changes in the relative resources involved in furnishing physician services.
Adjustments to relative values reflect changes in medical practice, coding changes,
experience with new procedures, and other variables. Rapid growth in the volume of a
service pr06Vided often represents evidence that the relative value for that service should be
reviewed.

The Centers for Medicare and Medicaid Services (CMS) has relied heavily on
recommendations from the American Medical Association (AMA) Relative Value Update
Committee (RUC) to determine needed changes to the value of services in the physician
fee schedule. The RUC process has resulted in changes that have increased relative values
in many areas but decreased values in very few. This result has worked against primary
care services because primary care physicians bill for a relatively smaller and more static
set of codes than non-primary care physicians. A recent increase in the relative values for
primary care services by the RUC was a step in the right direction. The Baucus plan
would seek a continued focus on the high value of primary care-related services, with
corresponding reductions in relative values for overvalued services. Fee schedule rates
must accurately reflect priorities that the health care system must adopt to bend the health
care cost curve and improve quality over time.

Additional Payments for Primary Care Providers. The undervaluation of primary care
services might also be addressed by the Baucus plan with increases in Medicare payments
for services furnished by practitioners focused on delivering primary care.” Payments
must be well-targeted, starting with careful identification of the list of services that qualify
as primary care services — primarily evaluation and management visits. A second step
involves identification of Medicare providers, including physician and non-physician
practitioners, who truly focus on delivering primary care. Using claims history — rather
than self-identification — is a more accurate approach to identifying appropriate providers.
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In addition, bonus payments should also take into account the complexity of the provider’s
patient panel to ensure that underserved populations are not left behind. Finally, the task
of setting a threshold for these services is best left to CMS, which can collaborate with
stakeholders and other experts to strike the right balance.

To avoid cost inflation, this proposal should be made budget-neutral. Budget-neutral
changes to Medicare payments mean that any increase to primary care providers requires a
corresponding cut to specialist services. This approach has the potential to create
significant controversy among physicians, however. Any reforms along these lines must
be crafted in collaboration with the entire physician community and other practitioners to
ensure appropriate valuation of, and access to, primary care services. Other means of
redefining the value that the health system places on primary care, such as revisions to the
SGR formula, are discussed below.

Patient-Centered Medical Home. Expanding Medicare’s role in testing the medical home
model — in which practitioners are paid explicitly for comprehensive care management
services — is another way that the Baucus plan would promote quality and efficiency. A
growing body of evidence suggests that medical homes may improve patient health and
reduce costs.®” In 2006, Congress required CMS to establish a demonstration program to
test the medical home model in fee-for-service Medicare.'® More recently, Congress
provided additional funding for this demonstration and granted CMS authority to expand
the program if quality and cost targets are met.''

Medical home expansions in Medicare should focus only on providers who are committed
to ensuring that patients truly receive the primary care and care management services that
the medical home is designed to deliver. Providers seeking to participate in a Medicare
medical home expansion program should meet a set of stringent service and capacity
criteria in order to qualify, such as those proposed by MedPAC,'? and be willing to have
additional payments based in part on the quality of care they deliver. The National
Committee for Quality Assurance (NCQA) has also developed an assessment tool that tiers
medical homes based on the implementation of particular capacities and patient services. "

In addition, careful consideration should be paid to the role of non-physician providers,
such as nurse practitioners and home health aides, in the medical home model. Medical
home expansions should also target the patient populations most in need of comprehensive
care management and coordination, particularly those with multiple chronic conditions.

As with other components of the medical home, though, these tools and criteria will evolve
as results from ongoing demonstrations and input from patients, providers, other
stakeholders, and experts are received and incorporated into the medical home model.

This plan would expand the medical home model by requiring collaboration between
Medicare and ongoing demonstration sites that include private payers and Medicaid.
Aligning incentives created by disparate payment models — for example, private payers
and public programs — is crucial to achieving significant delivery system reform.
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Building a qualified medical home may not be feasible for all providers, however. The
required medical home criteria (particularly the necessary investments in infrastructure and
staffing) can be challenging for the 36 percent of physicians who work in solo or very
small-group practices, many of which are located in rural areas. One option is to invest in
community health teams that include nurses, nutritionists, and social and mental health
workers. These teams could link primary care practices with additional resources that
would allow small or rural offices to participate in the medical home. The state of North
Carolina has achieved preliminary success with the community health team model in its
state Medicaid program.'* Going forward, Medicare could join with other payers
(Medicaid, private plans) in funding states to develop this capacity throughout the state, or
in conjunction with other states in their region. Financial assistance for smaller primary
care practices to adopt health information technology would also provide a strong incentive
to collaborate with community health teams. Another option is to explore alternative
payment models that do not require specific practice improvements but instead offer
shared-savings bonuse