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I. BUDGET OVERVIEW

The current services baseline projects outlays of $1,020.1 billion
- and revenues of $792.7 billion for fiscal year 1986, leaving a base-
line deficit of $227.4 billion. The current services baseline shows
what spending and receipts would be if no changes are made in

resent policy. Table 1 shows that the deficit will rise to more than
£240 billion in each of fiscal years 1987 and 1988 if no policy

changes are made.

TABLE 1.—BASELINE BUDGET ESTIMATES

(Billions of dollars]
Fiscal year—
1986 1987 1988
ROVENUES.........oeocrreeeecrrsirnsessesessssssenssssssnssssssns 792.7 864.3 952.5
111717 JO OO — 10201 11090 1,196.1
DefiCit ........ooerrcrrrncrenrsnenes reesemssnsssnaseses 2214 244.7 243.6

Table 2 displays the revenue and spending changes proposed in
the conference report on S. Con. Res. 32, the first budget resolu-
tion. The revenue changes listed below reflect tax increases and
measure the revenue effects of the changes in spending policies
contained in the budget resolution.

TABLE 2.—FIRST BUDGET RESOLUTION, CONFERENCE REPORT

(Billions of dollars]
Fiscal year—
1986 1987 1988

Baseline defiCit.............evverevrmrnsenssrsesresnasssasnes 221.4 244.7 243.6

ReVeNUE iNCreases...........coe.ceenersmmesessessnes =30 -51 —16
Outlay reductions:

Policy changes ..............ceeeurueereernenns —47.8 —175.5 -104.9

Debt service savings ..........c.cocvvee =21 -94 —18.2

Total deficit reductions —55.5 —90.0 -130.7

Remaining defiCits..............vvverervecenrncnsvnensenens 171.9 154.7 - 112.9
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INSTRUCTIONS FOR THE FINANCE COMMITTEE

The conference report on S. Con. Res. 32, the first budget resolu-
tion, instructs the Committee on Finance to reduce outlays for pro-
grams within its jurisdiction by $22.2 billion over fiscal years 1986-
1988. The Committee is also instructed to increase revenues by $8.4
billion over those three years. *

Table 8 lists the program changes that were assumed in the
Budget conference report in arriving at our totals. The Finance
Committee is not bound by the savings assumed for any single pro-
gram. Only the total spending reductions are required by the
reconciliation instructions. No assumptions were made with respect
to the revenue increases. Thus, the Committee retains full flexibil-
ity over how savings and increased revenues are to be achieved.

TABLE 3.—ASSUMPTIONS UNDERLYING BUDGET CONFERENCE REPORT INSTRUCTIONS FOR
THE COMMITTEE ON FINANCE

(Outlays in millions of dollars)

Fiscal year—

Total
1986 1987 1988
1. Reduce medicaid outlays...... —380 —180 -190 —450
2. Reduce medicare outlays ..... —2,454 —3,452 —4949  —10,85%
3. Increase Pension Benefit
Guarantee Corporation
insurance premiums............... —300 -300 -300 -900
4. Levy Customs Service user
fBES .ovvvvvenrrrervnensressesnnsesennenes -4713 —493 =513 —1,479
5. Terminate general revenue
shanng beginning in fiscal
YA 1987 oot srersssseenenes —3,526 —4,956 —8,482
Total (outlays) ............. —-3,307 —7951 —-10908 —22,166

Total (revenues) .......... 1,800 3,000 3,600 8,400




II. HEALTH PROGRAMS

PROPOSALS FOR HEALTH PROGRAMS UNDER JURISDICTION OF THE FINANCE COMMITTEE

[CBO estimates, outlay effect in millions of dollars, net of offsets]

Fiscal year—
Total
1986 1987 1988
A. MEDICARE:
AD%MNEISTRATION BUDGET PROPOSALS AND ALTERNA-
1. Set prospective payment rates:
amFreeze PPgargtes —1,640 2240 —2540 6,420
b. limut increase to %‘% i ~1340 1830 2070 520
eans proposa
. 2. Set limits ’o« xempt hospitals:
a ggeze limits —40 -5 —-60 —155
b. Allow (l:@ incre“aaseM i -35 —45 -50 -130
ays and Means proposa
3. Extend freeze on physician reimbursement:
a (E)Jgend freeze —436 = =314 -1,188
b. Modify and extend freeze ...............ccoosemenennens —198 =7 ~214 —679
(Ways and Means proposal)
¢. Modify and extend freeze —188 -200 25 —645
(Energy and Commerce proposal)
4 Mod|l¥ clinical lab fees:
a orsoze —-42 -59 =212 =312
b. Set r iémal Iimi't’:l i i =2 —46 —60 -127
3 merce
5. Freeze skilled nurgsyng facility sSNF p;'ongsga ............ -3 -% -5 -12
6. Set durable medical equipment (DME) and other
payment limits:
a. Btgeze fimits and index —46 -83 -119 248
b. Freeze DME rental limits then index............... -29 —58 -9 -178
(Ways and Means proposal)
¢. Freeze DME rental and oxygen supply limits
then index gen supply —42 -4 -107 -223
(Energy and Commerce proposal)
1. Freeze direct medical education payments:
a Brgeze for one year -130 —40 0 ~170
b. Prohibit one year freeze 0 0 0 0
(Ways and Means pr :é)osa
8. Redtuce the indirect medical tion adjust-
2 S%ducebyso% (10 5.8) weeverrenrerns —590 -810 1100 —2,500
b. Reduce to 8.1 —320 -530 —800 —1,650
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PROPOSALS FOR HEALTH PROGRAMS UNDER JURISDICTION OF THE FINANCE COMMITTEE—
‘ Continued

(CBO estimates, outlay effect in millions of dollars, net of offsets)

Fiscal year—
Total
1986 1987 1988
Ways and Means proposal)
9. Restructure health fimits.....................coervrennee -40 -10 -120 =230
10. Delay eligibility : -191 -203 =216 —610
11. Extend secondary payor coverage for working
a%ed over 69 ’ 222 - 345 - 382 -949
12. ‘Index the part B deductible to the medicare
economic index 0 -3 -107 - 142
13. increase part B premiums:
a {)?13 % by 1990 -340 =911 -2067 3318
b. To 25% for 1988 only 0 0 387 -387
(Ways and Means, and Energy and Com-
merce 1)
14. Establish home healtg COPAYMENLS ....vveveveensenenannnee 60 -111 -121 -292
15. Simplify processing of part A bills....................... -3 -4 -4 =11
16. Eliminate separate railroad retirement board
contractor -2 -2 -2 -6
. OTHER PROPOSALS:
17. Create disproportionate share hospital adjust-
ment G ; 0 0 0 0
ays and Means proposa
18. Reduce return on equitypfror prorrietary hospitals.. —6 ~-112 =297 —415
(Ways and Means proposal)
19. Extend and increase hospice care payments.......... (*) (*) (*) (*)
) (W:{s and Means proposal) *
20. Limit part A late enroliment penalty...................... 5 5 5 15
21 Ems'days o Mea'ns ptopogal)l ther
. coverage of occupational therapy serv-
ices e " 13 17 17 4
(Ways and Means, and Energy and Com-
merce proposal
22. Deny payments for assistants at surgery during
routine cataract operations -7 -26 -2 -3
(Ways and Means, and Energy and Com-
. Mmefce proposal)
23. Limit reimbursement for prosthetic lenses.............. =31 -33 -38 -102
(Ways and Means, and Energy and Com-
_merce Proposal )
24. Establish preventive health services demonstra- | l 3
S i
(Ways and Means, and Energy and Com-
merce preposal
25. Require surgical opinions ................eveeerrees -41 —88 -9 =222
(Energy and Commerce proposal)
26. Expand coverage of optometric vision care
semo%sf e ; 16 51 64 131
nergy a merce proposa
27. Chan : pag B m rights ; 4 8 8 20
nergy a merce proposa
B. MEDICAID:
AD#,NElgTRAﬂON BUDGET PROPOSALS AND ALTERNA-
1. Limit growth of Medicaid Payments ......................... =210 140 -1810 -3160
2. Establish State administrative cost grants............... -5l —56 —58 —165
THER PROPOSALS:

3. Expand services for pregnant women ..........cco....... 20 0 40 100



b

PROPOSALS FOR HEALTH PROGRAMS UNDER JURISDICTION OF THE FINANCE COMMITTEE—
' Continued

(CBO estimates, outlay effect in millions of dollars, net of offsets)

Fiscal year—
1986 1987 1988

Total

(Energy and Commerce proposal)
4 mti;'e direct medical education payments to
S

(Energy and Commerce proposal) ..................v..s

5. Enhance third-party liability collections................... -80 180 -190 450
(Budget conference assumption)

* Less than $500,000.

=5 -15 =2 —45

A. MEDICARE
ADMINISTRATION BUDGET PROPOSALS AND ALTERNATIVES

1. Set Prospective Payment Rates

Current law.—Since October 1, 1983, Medicare has paid for most
ingastient hospital services under the prospective payment system
(PPS). New payment rates for the Federal portion of the PPS rates
are effective each October 1. For fiscal ’yifars 1984 and 1985 aggre-
gate payment levels were limited by “budget neutrality” (which
specified that hospital expenditures under PPS could not be great-
er or less in the aggregate than those which would have been paid
under the provisions of the Tax Equity and Fiscal Responsibility
Act of 1982).

For fiscal year 1986 and later fiscal years, the Secretary of
Health and Human Services is responsible for setting payment
rates at reasonable levels subject to the requirement that the Sec-
retary take into account the recommendations of the Prospective
Payment Assessment Commission. However, for fiscal year 1986,
the increase in payment levels may not exceed the percentage in-
crease in the hospital market basket (which reflects the change in
the cost of goods and services purchased by hospitals) plus one-
quarter of one percentage point.

a. Administration budget proposal.—The Administration pro-
poses by regulatory initiative to maintain the fiscal year 1986 rates
at the fiscal year 1985 levels. Final regulations to implement the
proposal were issued September 3, 1985.

Effective date.—Hospital cost reporting periods beginning on or
after October 1, 1985, for the hospital-specfic portion of the PPS
rates, and discharges occurring on or after October 1, 1985, for the
Federal portion of the rates.

b. Ways and Means proposal. —The House Committee on Ways
and Means proposes to require the Secretary of Health and Human
Services to provide a 1 percent rate of increase to the PPS payment
rates for fiscal year 1986. Additionally, the Committee proposed to
extend the transition to National PPS rates by one year.
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Effective date.—Hospital cost reporting periods beginning on or
after October 1, 1985, for the hospital-specific portion of the PPS
rates, and discharges occurring on or after October 1, 1985, for the

Federal portion of the rates.

Outfay Effect [in millions of dollars]

Fiscal year—
Total
1986 1987 1988
3. Administration proposal.......... —1,640 —2,240 -2,540 —6,420
b. Ways and Means proposal...... —1,340 -1,830 -2,070 —5,240

2. Set Limits for PPS-exempt Hospitals

Current law.—Certain hospitals and hospital units are exempt
from the prospective payment system (PPS). These include psychi-
atric and rehabilitation hospitals and units, children’s hospitals,
and long-term hospitals. These hospitals and units are paid on the
basis of their reasonable costs up to a limit. The limit is based on
historical costs in a base year which are annually adjusted. ~

For hospital cost reporting periods beginning in fiscal year 1986,
the rate of increase is left to the discretion of the Secretary of
Health and Human Services. However, for fiscal year 1986, the
rate of increase may not exceed the market basket rate of increase
plus one-quarter of one percentage point.

a. Administration budget proposal. —The Administration pro-
poses by regulatory initiative to_maintain the limits for hospital
cost reporting periods beginning in fiscal year 1986 at the levels in
effect for the prior cost reporting period. Final regulations to im-
plement the proposal were issued September 3, 1985.

Effective date.—Hospital cost reporting periods beginning on or
after October 1, 1985. ‘

b. Ways and Means proposal. —The House Committee on Ways
and Means proposes to increase by 1 percent the payment limits
for PPS-exempt hospitals for fiscal year 1986. '

Effective date.—Hospital cost reporting periods beginning on or
after October 1, 1985.

QOutlay Effect [in millions of dollars)

Fiscal year—
1986 1987 1988

Total

a. Administration proposal........... —40 —55 —60 —15%
b. Ways and Means proposal...... -35 —45 -850 -130
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3. Extend Freeze on Physician Reimbursement

Current law.—Payment for physicians’ services is based on Medi-
care’s ‘‘reasonable” (i.e., allowable) charges. The reasonable charge
for a service is the lowest of the actual charge, the physician’s cus-
tomary charge for the service, or the prevailing charge for the serv-
ice in the area. If the physician accepts assignment on a claim, he
or she agrees to accept Medicare’s reasonable charge as payment in
full (except for applicable cost sharing); in return, Medicare pays
the physician directly. If the physician does not accept assignment,
Medicare payments are made to the beneficiary who in turn pays
the physician. Beneficiaries are liable for the required deductible
and coinsurance, plus, in the case of non-assigned claims, any dif-
ference between Medicare’s reasonable charge and the physician’s
actual charge.

The Deficit Reduction Act of 1984 (DEFRA) froze medicare cus-
tomary and prevailing charges for physicians’ services for a 15-
month period—July 1, 1984 through &ptember 30, 1985. Future
updates of customary and prevailing charge screens are slated to
be made on October 1 of each year based on data recorded for the
12-month period ending the previous March 31.

DEFRA also estsblished the concept of a ‘“participating physi-
cian.” A participating fhysician is one who voluntarily agrees to
accept assignment on all claims for the forthcoming year. The law
includes incentives for physicians to participate. Chief among these
is the ability to raise actual charges during the freeze period in
order to have such charges reflected in the calculation of custom-
ary charges in fiscal year 1986. Nonparticipating physicians cannot
raise their actual charges during the freeze period. Nonparticipat-
ing physicians who do not comply with the freeze could be subject
to civil monetary penalties or assessments, exclusion for up to five
years from the Medicare program, or both.

a. Administration budget proposal.—The Administration pro-
poses to extend the existing freeze for an additional year, ie.,
through fiscal year 1986. Nonparticipating physicians could not in-
crease their actual charges during the freeze while participating
physicians could. Prevailim% charges for services furnished after
the freeze would not include an allowance for the lack of an in-
crease during the freeze.

Customary charges for fiscal year 1987 could not exceed actual
charges during the following specified base periods:

—April-June 1984 for physicians who were not participating in

either fiscal year 1985 or fiscal year 1986;

—April-September 1985 for physicians who were participating

during fiscal year 1985 but not fiscal year 1986; and

—October 1985-March 1986 for physicians who were participat-

ing in fiscal year 1986.
For physicians who were nonparticipating during fiscal year 1986,
customal}y charges for fiscal year 1988 could not exceed actual
charges for the April 1984-June 1984 period. The monitoring of
actual charges of nonparticipating physicians would be extended

through fiscal year 1986.
Effective date.—Services provided on or after October 1, 1985.
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b. Ways and Means proposal —The House Committee on Ways
and Means proposes to extend the current freeze on customary and
prevailing charges for an additional year, i.e., fiscal year 1986, for
glgsxclans who are nonparticipating physxclans during that year.

vailing charges for services furmshed after the freeze would not
include an allowance for the lack of an increase during the freeze.
The proposal would also extend the freeze on actual charges of non-
rartlclpatxng physicians. This freeze is tied to the April—June 1984
evels. A physician who converts from a partlcxpatmg physician in
fiscal year 1985 to a nonparticipating physician in fiscal year 1986
would have his or her actual charges rolled back to the Apnl—June
1984 levels. The monitoring of g) 6vtslclans actual charges would be
continued through fiscal year 198
- Any physician who signs a participation agreement for fiscal
year 1986 would receive an increase in Medicare payments in that
year. Both participating and nonparticipating physicians would re-
ceive an increase in Medicare payments in fiscal year 1987. Howev-
er, unlike participating physicians, there would be a permanent
one-year lag in the prevailing charge levels applicable to nonparti-
cipating physicians.

The proposal would extend for one year the provision transfer-
ring $15 million from the part B trust fund to the carriers (the en-
tities which administer part B) for continued administration of the
freeze and participating physician and supplier program. It would
eliminate the requirement for publication of the Physician Assign-
ment Rate List and would provide for improvements in directories
of participating physicians. The provision would also require that
information on the participating physician and supplier program
be included in explanations of benefits (EOB’s) sent to beneficiaries
for unassigned claims.

Effective date. —October 1, 1985 for pagment provisions. Enact-
ment for other provisions except that EOB changes apply to EOB’s
provided on or after a date specified by the Secretary but no later
than April 1, 1986.

c. Energy ‘and Commerce proposal.—The House Committee on
Energy and Commerce proposes to incorporate the provisions re-
{)orted by the House Committee on Ways and Means with the fol-

modifications. A physician who was a participating physi-
cian (or took asslgnment 100 percent of the time) in fiscal year
19856 but did not sign a participation agreement in fiscal year 1986
would receive half the increase in recognized customary and pre-
vailing charges to which he or she would be entitled if he or she
were a participating physician. Similar provisions apply in future
years for physicians who change from participation status (or 100
percent assignment status) in one year to nonparticipation status
in the next year.

Effective date.—October 1, 1985 for payment provisions. Enact-
ment for other provisions except that EOB changes apply to EOB’s

provided on or after a date specified by the Secretary but no later
than April 1, 1986.
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Outlay Effect [in millions of dollars)

Fiscal year—

Total
1986 1987 1988

a. Administration proposal 450 —1,390
Premium OffSet..........ocooverreneerennircrnresesenens 88 239
Medicaid 0ffSet...........co.ocrerrensrnesmsessrassesenes -12 =31

TORAL ... oo csrvssesesenessasassens —436 =377 -314 --1,188

b. Ways and Means proposal................eeeeeereseeeens =225 =250 -320 ~795
ﬁemium offsetpposa ................................... 33 50 54 137
Medicaid offSet...............coreevveirnesmssessenmsssenes —6 -1 -8 =21
TOtAl..ooovnneeesrerecessnenssssssseesessssssessens -198 207 -4 —679

C. Energy and Commerce proposal.................cceuee. =215 =240 --300 —~ 158
Premium offset...... reeseseseasarasens 32 47 51 130
Medicaid offSet..............rerrereirereeesnmemssassenens -5 -1 -8 -20
TOAl...ooourrrreeceeesesssesssssesesesssesssesssnasess —188 200 --257 —645

4. Modify Clinical Laboratory Fees

Current law.—The Deficit Reduction Act of 1984 established fee
'slc}ied{.xlelagsﬁar the payment of clinical laboratory services, effective

uly 1, .

ee schedule established at 60 percent of (prevailing charges,
were made applicable to laboratory tests performed by either a
physician or a freestandi;lg laboratory. Those same schedules were
applied to a hospital-based laboratory when furnishing services to
persons who are not hospital patients.

Other schedules, established at 62 percent of prevailing charges,
were made applicable to laboratory services performed by a hospi-
talébased laboratory when furnishing services to the hospital’s out-
patients.

For the three year period beginning July 1, 1984, the fee sched-
ules are to be established on a regional, statewide, or carrier serv-
ice arenu basis. The fee schedules are to be adjusted annually to re-
flect changes in the consumer price index (CPI) for all urban con-
sumers.

‘Beginning July 1, 1987, a fee schedule for tests performed by a
physician or a freestanding laboratory is to be established on a na-
tional basis. At the same time, payment for hospital-based laborato-
" ry services for outpatients is slated to revert to cost-based reim-
bursement, unless Congress acts to provide for the continued use of
a fee schedule.

a. Administration budget proposal.—The Administration pro-
i)oses to freeze Medicare payments under the fee schedules for the

6-month period beginning July 1985; no catch-up would be permit-
ted in future years. The fee schedule for hospital-based tests for
hospital outpatients would be extended through September 80,
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1987. Beginning October 1, 1987, hospital-based tests for outpa-
tients could be included in the nationwide fee schedule if the Secre-
tary decided to do so prior to July 1, 1987.

Effective date.—Enactment.

b. Energy and Commerce proposal.—The House Committee on
Energy and Commerce proposes to require the Secretary of Health
and Human Services to establish a ceiling on the maximum
amount that Medicare will an for clinical laboratory services
under the current local fee schedules. A different ceiling would be
set for each test and would be applied nationwide. The ceiling
would be set at 115 percent of the median beginning on January 1,
1986, and at 110 percent of the median beginning on October 1,
1986. The annual update, currently scheduled for July 1, would be
moved to October 1, beginning in 1986. Application of the fee
schedules for hospital-based tests for outpatients would be extended
through September 30, 1987.

Effective date.—January 1, 1986.

Outlay Effect [in millions of dollars]

Fiscal year—
1986 1987 1988

Total

a. Administration proposal..............cceeerevvnvecreesreennes -5 80 -—-235 —365
Premium OFfSet.........covvecivvirenreeicnesnseseresens 10 24 29 63
Medicaid 0ffSet............covevvveereeecerrsnssrsssenennens - =1 -3 -6 =10

TOMAl.coovreeecr s smesssasssssaenens —42 -5 212 :{l_g

b. Energy and Commerce proposal..............ccoeevvvreenees =25 =25 =70 150
Premium offset......... et R tas 5 10 12 27
Medicaid offset.................. e aassrins -1 —1 -2 —4

L1 RO =21 -4 60 127

3. Freeze Skilled Nursing Facility Limits

Current law.—Skilled nursing facility (SNF) reimbursement is
subject to specified cost limits. Separate limits are established for
freestanding facilities in urban and rural areas at 112 percent of
the mean operating costs of urban and rural freestanding facilities
respectively. Limits for urban hospital-based facilities are equal to
the urban freestanding facility limit plus 50 percent of the differ-
ence between the freestanding limit and 112 percent of mean oper-
ating costs for urban hospital-based facilities. A similar calculation
is made for rural hospital-based facilities. The limits are adjusted
annually by the SNF market basket index.

Administration budget proposal.—The Administration proposes
to freeze the SNF limits for SNF accounting periods beginning on
or after July 1, 1985, at the levels that had been in effect for the

previous year.
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Effective date.—SNF accounting periods beginning on or after
July 1, 1985.

Outlay Effect [in millions of dollars)

Fiscal year—
Total
1986 1987 1988
Administration proposal .............ccoeevererereene -3 -9 -9 -13
Medicaid offset............cc..ccoomerrrernecrene 0 0 0 1
(11| OO -3 -5 -5 -12

6. Modify Durable Medical Equipment and Other Payment Limits

Current law.—Payments for durable medical equipment (DME),
prosthetic devices, ambulance services, and other non-physician
services are made on the basis of reasonable charges. .

a. Administration budget proposal. —The Administration pro-
poses by regulatory initiative to freeze customary and prevailing
charge limits for durable medical equipment and other non-physis
cian services for one year beginning in fiscal year 1986. Beginning
in fiscal year 1987, prevailing charge limits would be indexed to
tlzlée lcgélssumer price index. Proposed regulations were issued August

Effective date.—October 1, 1985.

b. Ways and Means proposal.—The House Committee on Ways
and Means proposes to impose new reimbursement limits on rented
DME (other than that furnished under a lease purchase agree-
ment). During fiscal year 1986, Medicare customary and prevailing
charges for rented durable medical equipment would be allowed to
increase by only 1 percent over the level in effect for the 15-month
period beginning July 1, 1984. Thereafter, Medicare reasonable
charges for both rented and purchased DME would rise no faster
than the increase in the consumer price index. Medicare payment
for rented equipment would only be made on the basis of mandato-
ry assignment, i.e., the supplier would be required to accept Medi-
care’s reasonable charge as his or her full charge and could collect
from the beneficiary no more than the applicable deductible and
coinsurance.

Ef{‘ective date.—Limitations on payment for rented equipment
would apply October 1, 1985; limitatigns on annual increases would
apply October 1, 1986; mandatory assignment provisions would
apply January 1, 1986.

c. Energy and Commerce proposal—The House Committee on
Energy and Commerce proposes to freeze Medicare customary and
prevailing charges for rental of DME (other than that furnished
under a lease purchase arrangement) and for. purchase of oxygen
supplies during fiscal year 1986. Beginning October 1, 1986, Medi-
care payment for rented equipment would rise no faster than the
increase in the consumer price index. Medicare payment for rented
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equipment and for the purchase of oxygen supplies would only be
made on the basis of mandatory assignment.

Effective date.—Limitations on payment tor rented equipment
and oxygen supplies would apply October 1, 1985; limitations on
annual increases would apply October 1, 1986; mandatory assign-
ment provisions would apply January 1, 1986.

Outiay Effect [in millions of dollars)

Fscal year— Total
1986 1987 1988

a. Administration proposal............c.c.ereerene -5 —-100 -140 —295
Premium offSet...........cooorrerrrreverrenenne 10 20 25 55
Medicaid offset rsssssanesssssrene -1 -3 —4 -8
(11 FOO— . —46 —83 -119 —248
b. Ways and Means Proposal ...................... -35 -10 —105 =210
remium offse 1 14 17 38
Medicaid offset................ccereeerrrennene -1 -2 -3 -6
(11 OO -29 — 38 =91 —178
¢. Energy and Commerce proposal.............. —50 -90 ~125 —265
Premium offSet............coevcrrecrrennsnne. 9 18 21 48
Medicaid offset...................... . -1 -2 -3 —b
(11| OO —42 -4 -107 -223

7. Freeze Direct Medical Education Payments

Current law.—The direct costs of approved graduate medical and
other health professional education programs (such as classroom
costs and the salaries of interns and residents) are excluded from
the prospective payment system and are paid on a reasonable cost
pass-through basis.

a. Administration budiret proposal.—The Administration im-
posed, through final regulations issued July 5, 1985, a one-year
limit on payments to hospitals for their direct costs of approved
medical education activities. The limit would be the lesser of the
provider’s actual allowable costs of approved medical education ac-
tivities from July 1, 1985, to June 30, 1986, or during hospital cost
:pporting periods beginning in fiscal year 1984, updated for infla-

ion.
Effective date.—Hospital cost reporting periods beginning on or
after July 1, 1985 but before July 1, 1986.

b. Ways and Means proposal.—The House Committee on Ways
and Means proposes to prohibit the Secretary of Health and
Human Services from imposing a one-year freeze on Medicare pay-
ments for the direct costs of medical education.

Effective date.—Effective for cost reporting geriods beginning
during the one-year period beginning on July 1, 1985.
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Outlay Effect (in millions of dollars)

Fiscal year-—
1986 1987 1988

Total

a. Administration proposal........... -130 —40 -0 -170
D. Ways and Means proposed..... 0 0 0 0

8. Reduce the Indirect Medical Education Adjustment

Current law.—Additional payments are made to hospitals under
Medicare’s prospective payment system (PPS) for the indirect costs
of approved medical education prr:igrams. Such costs may be due to
such factors as additional tests ordered by interns and residents as
part of their training and, presumably, to the relatively more
severe medical condition of patients in teaching hospitals.

Prior to implementation of PPS, an estimate was develo of
how a hospital’s costs increased as the ratio of interns and resi-
dents to beds increased. This adjustment factor was used in setting
the reimbursement limits applied under Medicare’s reimbursement
method in effect before PPS. For PPS, Congress doubled the adjust-
ment factor. This doubled factor is egual to 11.59 percent for each
0.1 increase in the ratio of a hospital’s full-time equivalent interns
and residents to its number of beds.

a. Administration budget proposal.—The Administration pro-
poses to eliminate the doubling of the indirect medical education
adjustment factor, limiting the factor to 5.795 percent. It would
also exclude from the count of interns and residents those interns
and residents furnishing services to outpatients.

Effective date.—Admissions occurring after September 30, 1985.
. b Ways and Means proposal.—The House Committee on Ways

and Means Fro to reduce the indirect teaching adjustment to

8.1 percent for fiscal years 1986 and 1987 on a variable or curviline-
ar basis. When the Committee-proposed disproportionate share pro-
visions expire at the end of fiscal year 1987, the irdirect teaching
adjustment would rise to 8.7 percent. The Secretary of Health and
Human Services would be prohibited from changing the manner in
which residents’ services to inpatients and outpatients are counted
for the purpose of determining the indirect teaching adjustment.

Effective date.—Discharges occurring on or after October 1, 1985.

Outlay Effect [in millions of doilars)

Fiscal year—
Total
1986 1987 1988
a. Administration proposal............c.....veunen. —$§90 -810 —1100 —2,500
b. Ways and Means proposal..................... —580 —880 -950 —2410

ransition freeze offset...................... 190 240 150 580

47-825 O—85——2
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" Outlay Effect (in millions of dollars)

Fiscal year—
Total
1986 1987 1988
Disproportionate share offset............. 70 110 0 180
TOtal...ou.ooeececerrerrenresseneenee -320 -530- 800 —1,650

9. Restructure Home Health Limits

Current law.—Reimbursement for home health services is cur-
rently limited to the 75th percentile of the average costs per visit
incurred by all home health agencies. Separate limits are estab-
lished for each type of service (e.g., skilled nursing, home health,
and physical therapy); however, they are applied in the aggregate
to each home health agency based on its mix of services.

Administration budget proposal.—The Administration has re-
vised, in regulations published July 5, 1985, the home health cost
limit methodology. For cost reporting periods beginning on or after
July 1, 1985, the limits would be set at 120 percent of the mean
and would be applied separately to each type of service. For cost
reporting periods beginning on or after July 1, 1986, the limits
would be reduced to 115 percent of the mean. For cost reporting
periods beginning on or after July 1, 1987, the limits would be set
at 112 percent of the mean.

Effective date.—July 1, 1985.

Outlay Effect [in millions of dollars)

Fiscal year—
1986 1987 1988

Total

Administration proposal .............. —40 -10 —120 —230

10. Delay Eligibility

Current law.—Eligibility for parts A and B of Medicare begins on
the first day of the month in which an individual reaches age 65.

Administration budget proposal.—The Administration proposes
to delay Medicare eligibility to the first day of the month following
the month in which age 65 is attained.

Effective date.—January 1, 1986.
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Outlay Effect {in millions of dollars)

Fiscal year—
Total
1986 1987 1988
Administration proposal.........c.....ceveerivunee. —245 =210 —295 -810
Premium offset............cooocovevererrvnnen. 35 45 55 135
Medicaid offSet.............ccceeersisscnnnen 19 22 24 65
(11 OO —191 -203 -216 —610

11. Extend Secondary Payer Coverage for Working Aged Over 69

Current law.—The Tax Equity and Fiscal Responsibility Act of
1982 required employers of 20 or more workers to offer employees
aged 65 through 69, and their spouses aged 65 through 69, the same
g;oup health plans offered to employees under age 65. Where the

neficiary elects such coverage, Medicare becomes the secondary
payer. The Deficit Reduction Act of 1984 extended the working
aged provision to beneficiaries covered under a working spouse’s
employer health plan when that workin%hspouse is under age 65.

a. Administration budget proposal.—The Administration pro-
poses to extend the working aged provision to beneficiaries over
age 69 if they or their spouses work and elect the employer-based
health insurance plan.

Effective date.—January 1, 1986.
b. Ways and Means proposal.—Same as the Administration pro-

Eff.ective date.—January 1, 1986.
c. Energy and Commerce proposal.—The House Committee on

Enril‘;%y and Commerce &'oposes to incorporate the provisions re-
po by the House Committee on Ways and Means without

amendment.
Effective date.—January 1, 1986.

Outlay Etfect [in millions of dollars)

Fiscal year—
Total
1986 1987 1988
a. Administration proposal.............ccc...coven.. -230 —360 —400 -990
Premium offset............coooerevvvernenns 8 16 18 43
Medicaid offset............cooooereeerernenns 0 -1 -1 -2
L (11 OO —222 - 345 —382 —949

S

Total....oooonccccessccsns (1) () (') (')
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Outlay Effect [in millions of dollars)

Fiscal year—

Total
1986 1987 1988
c. Energy and Commerce proposal............. (1) (1) () ()
LTI — (1) (1) (1) m
Medicaid offset.............ooccoorrerrenreenne. (1) (1) (1) !
(11 1) (1) (1) (1)

1Same as Administration proposal.

12. Index the Part B Deductible to the Medicare Economic Index

Current law.—Enrollees in the Supplementary Medical Insurance
(or part B) portion of Medicare are responsible for paying the first
$75 of covered expenses (known as the deductible) each year before
any benefits are paid. The amount of this deductible is fixed by
law. When the program was first enacted, the deductible amount
was set at $50. It was subsequently increased to $60 in 1972 and
$75 in 1982.

Administration budget proposal.—The Administration proposes
to index the part B deductible, beginning in 1987, by the percent-
age by which the Medicare economic index increases each year,
rounded to the next nighest dollar. The Medicare economic index
reflects changes in the costs of providing physician services and is
used (except during the freeze period) to limit increases in the rea-
sonable charges paid for physician services under part B of the pro-
gram. Under the proposal, the Congressional Budget Office esti-
mates that the part B deductible would increase from $75 to the
amounts shown below.

PART B DEDUCTIBLE
[CBO estimates]
Calendar year—
1986 1987 1988 1989 1990
Indexed
deductible............ovevereemnecn. $78 $82 $86 $90

Effective date.—January 1, 1987.
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Outlay Effect [in millions of dollars)

Fiscal year—
Total
1986 1987 1988
Administration proposal..............ceccevveeinres 0 -850 -130 —180
Premium offset............cooovevrrcrrerecnne 0 13 17 30
Medicaid offset............ccoorerrrerrnonnens 0 2 6 8
(11| R 0 -35 —107 —142

13. Increase Part B Premiums

Current law.—Under the original Medicare law, beneficiary pre-
miums paid for 50 ‘{)ercent of the cost of part B with the remaining
50 percent financed by Federal general revenues. However, legisla-
tion enacted in 1972 provided that the percentage increase in the
part B premium could not exceed the percentage increase in social
security cash benefits payments. As a result, beneficiary premiums
financed less than 25 percent of program costs by 1982.

The Tax Equity and Fiscal Responsibility Act of 1982, as amend-
ed by the Social Security Amendments of 1983, specified that en-
rollees’ premiums in 1984 and 1985 would be allowed to increase to
amounts necessary to produce premium income equal to 25 percent
of program costs for elderly enrollees. (Disabled enrollees pay ihe
same premiums even though the per capita cost of services to these
enrollees is higher.) The Deficit Reduction Act of 1984 extended
this provision for two calendar years (i.e., 1986 and 1987).

a. Administration budget proposal.—The Administration pro-
poses to increase the part B premium over a five-year period begin-
ning in 1986. As a percent of costs, the premium would increase by
two percentage points each year so that by 1990, the premium
wcﬁxld equal 35 percent of estimated program costs for elderly en-
rollees.

Effective date.—Enactment.
b. Ways and Means proposal.—The House Committee on Ways

and Means proposes to extend for one additional year (calendar
year 1988) the temporary provision of law under which enrollee
premiums are to produce premium income equal to 25 percent of
program costs for elderly enrollees.

Effective date.—Enactment.

c. Energy and Commerce proposal.—The House Committee on
Energy and Commerce proposes to incorporate the provisions re-
ported by the House Committee on Ways and Means without
amendment.

Effective date.—Enactment.
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MONTHLY PART B PREMIUMS
[CBO estimates)
Calendar year—
1986 1987 1988 1989 1990

Current law ........ccoouvnvcvines $16.20  $1860  $1940  $20.20  $21.00
a. Administration proposal...... 17.20 21.30 25.30 30.20 35.60
b. Ways and Means proposal.. 16.20 18.60 20.80 21.70 22.60

c. Energy and Commerce
PIOPOSAl.....vvveveveeeeeseneennenens (1) (1) (1) (1) (1)

! Same as Ways and Means proposal.
Outiay Effect [in millions of dollars)
Fiscal year—
Total
1986 1987 1988

a. Administration proposal...............c.cceu... —358 -959 2,125 344l
Medicaid offset.............ccoocouveevrrrnnnne 18 47 58 123
|11 | O —340 -911 2067 3318
b. Ways and Means proposal...................... 0 0 —407 —407
edicaid offset......c.....ccevevvrererrenennne 0 0 20 20
Total .o, 0 0 — 387 =387
c. Energy and Commerce proposal.............. (1) (1) (1) (1)

1 Same as Ways and Means proposal.
14. Establish Home Health Copayments

Current law.—Home health services are not subject to coinsur-

ance charges.

Admi