REPUBLICAN MEDICARE CUTS S

Republicans are considering proposals that would cut Medicare funding by between
$250 billion and $305 billion between now and 2002. Slashing Medicare at this level

translates into 20% to 25% cuts in 2002 alone for this program serving our most vulnerable

Americans —- the elderly and disabled.

COERCION INSTEAD OF CHOICE: Managed care simply cannot produce anywhere near
the magnitude of Federal savings being suggested by the Republicans without tuming
Medicare into a fixed voucher program. That would put Medicare's 36 million beneficiaries,
many of whom have pre-existing conditions, into the private insurance market to shop for
what they can get. With a fixed and limited voucher, beneficiaries would have to pay far

more to stay in the current Medicare program if large savings are to be realized. That's not
choice, that is financial coercion.

ADDING TO ALREADY HIGH COSTS FOR SENIORS: Today, despite their Medicare
benefits, health care consumes major amounts of oider Americans' income. According to the
Urban Institute, the typical Medicare beneficiaries already dedicate a staggering 21% (or
$2,500) of their incomes to pay for out-of-pocket health care expenditures.

$3,100-$3,700 Out-of-Pocket Payments: If the Republican cuts ($250 billion to
$30S over seven years) are evenly distributed between health care providers and
beneficiaries, the cuts would add an additional $815 to $980 in out-of—pocket burdens
to Medicare beneficiaries in 2002. Over the seven year period, the typical beneficiary
would pay between $3,100 to $3,700 more. '
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Reduce Half of Social Security COLA: The Republicans say they aren't cutting
Social Security, but these Medicare cuts are a back-door way of doing juét that. By
2002, the typical Medicare beneficiary would see 40 to 50 percent of his or her cost—
of-living adjustment eaten up by the increases in Medicare cost sharing and
premiums. In fact, about 2 million Medicare beneficiaries will have all or more than
all of their COLAs consumed by the Republican beneficiary cost increases.

$40-$50 Billion in Cost-Shifting: Assuming the other half of the Republicans' cuts
go to providers, hospitals, physicians and other providers would be targeted with
between. a $125 billion to $150 billion cut over seven years. In 2002 alone, a $33
billion cut in providers would be needed. Even if only one—third of Medicare provider
cuts overall are shifted onto other payers (an assumption consistent with a 1993 CBO
analysis), businesses and families would be forced to pay a hidden tax of $40 billion
to $50 billion in increased premiums and health care costs between now and 2002.
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Rural and Inner City HOS[\)]talS At Risk: Cuts of this magnitude, combined with the
growing uncompensated care burden (which would be further exacerbated by Medicaid
cuts and increases in the number of uninsured), would place rural and inner-city
providers in jeopardy because they have limited or no ability to shift costs to other
payers. As a result, quality and access to needed health care would be threatened.
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Republicans are considering cutting federal Medicaid funding by $160 to more than

$190 billion between 1996 and 2002. The Republicans claim that they are not cutting the
program, but simply reducing the rate of growth. Yet, these technical number disputes avoid
the real question: who will be hurt, who will lose coverage and who will lose benefits if $160
to $190 billion are cut from a program that provides critical health care services. It also
ignores the fact that 3 to 4 percent of program growth is for the increasing number of people
being covered, without which millions more Americans would be uninsured.

s e HEAVY BURDEN TO FAMILIES FACING LONGTERM CARE: While most

U“};‘/Mcb people think that Medicaid helps only low-income mothers and children, about two-
thirds of Medicaid funds are spent on services for elderly and disabled Americans.

\/o\\u\*‘("‘ Without Medicaid, working families with a parent or spouse who need long—term care

would face nursing home bills that average $38,000 a year.

° MANAGED CARE SAVINGS NOT NEARLY SUFFICIENT: Savings from
managed care cannot produce anywhere near the magnitude of cuts proposed by the
Republicans. Two-thirds of Medicaid funds are spent on the elderly and disabled, and
there is little to no evidence that putting them in managed care can produce savings.
And because the baseline projections already assume that a growing number of
mothers and children on Medicaid will be in managed care plans, there are little
additional savings left in the remaining one-third of the program.

) FLEXIBILITY CAN'T MASK DEEP CUTS: Republicans defend these cuts by

saying that what they are doing is giving added flexibility to states through block
grants. Issues of flexibility can't mask the inevitable fact that states are being asked to
absorb enormous federal cuts —— forcing them to cut spending for education, law
enforcement or other priorities —— and that's unrealistic.

LIKELY IMPACTS: So let's look at what these cuts really mean. Even accounting for some
managed care savings, they mean deep cuts in eligibility, benefits and payments to doctors,
hospitals, nursing homes and other health care providers. If the Republicans were to cut $160
to $190 billion between 1996 and 2002 and those cuts were divided evenly between
eliminating eligibility for elderly and disabled beneficiaries, eliminating eligibility for

children, cutting services, and cutting provider payments, that would mean —— in the year
2002 alone —- that:

° 5 TO 7 MILLION KIDS WOULD LOSE COVERAGE; and

° 800,000 TO 1 MILLION ELDERLY AND DISABLED BENEFICIARIES
WOULD LOSE COVERAGE; and '

° TENS OF MILLION LOSE BENEFITS: All preventive and diagnostic screening
services for children, home health care and hospice services would be eliminated —-
as well as dental care if the $190 billion were cut; and

° OVER TEN BILLION REDUCED TO HEALTH CARE PROVIDERS: Already-
low payments to health care providers would be reduced by $10.7 to $12.8 billion.
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THE REALITY OF MEDICARE GROWTH

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

. Under Administration estimates, Medicare spending per person is projected to

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

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

MAJOR BURDEN ON RURAL AMERICA

Reducing Medicare payments would disproportionately harm rural hospitals.

[

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

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

Rural residents are more likely than urban residents to be uninsured, so offsetting the

effects of Medicare cuts by shifting costs to private payers is more difficult for small rural
hospitals.

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

UNDERMINES URBAN SAFETY NET

Large reductions in Medicare payments would have a devastating impact on a significant number
of urban safety—net hospitals. These hospitals already are bearing a disproportionate share of the
nation's growing burden of uncompensated care. On average; Medicare accounted for a bigger
share of net operating revenues for these hospitals than did private insurance payers.
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MEDICARE/MEDICAID CUTS:
BUSINESS, PROVIDER AND ADVOCACY GROUPS' RESPONSES

The National Association of Manuf .

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

Eastman Kodak says:

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

\merican Hospital Associati .

"One of every four hospitals in the United States is in 'serious trouble,’ and with deep

reductions in Medicare growth will be forced to cut services or close its doors." (April 13,
1995)

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

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

\merican Association of Retired P .

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

Medicare cuts "would mean that over the next 5 years older Americans would pay at least
32000 more out of pocket than they would pay under current law. And over the next seven
years they would pay 33489 more out of pocket.”" (March 6, 1995)

"...[T]he total number of Medicaid beneficiaries in need who would lose long—term care
services...could reach 1.75 million in the year 2000.”" (March 6, 1995)
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“The facts do not warrant a panic approach or a fundamental recasting of Medicare. The
trust fund is not about go belly—up; a seven-year window does not merit a panic button.”

"The levels of the cuts in Medicare contemplated by the Senate and House Budget Committees
will not just devastate the finances of millions of older citizens, but more importantly, they
will devastate the hopes for a secure and healthy old age for all Americans.” (April 1995)

Older Women's League says:

"We receive hundreds of letters from women who are already forced to chose between paying
for food and rent and buying much needed medicine that is not covered by their Medicare.

Substantial cuts in Medicare will literally take food out of the mouths of these older women."
(January 10, 1995)

"States could make these cuts in several ways: by raising taxes substantially; by excluding
groups of children from programs or putting them on waiting lists; by reducing benefits or
the quality of services; or by making low—income families pick up more costs through co—

payments and fees. Regardless of which method is chosen, the overall effect would be large.”
(April 19, 1995)

Catholic Health Associati s:

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



MEDICARE TRUST FUND SOLVENCY PROBLEM

Unlike the Republicans, This is Not a Problem Democrats Just Discovered. The: President; his
Administration and the Democrats have been concerned about Medicare trust fund from the beginning.
OBRA 1993 and economic improvements resulting from this legislation have strengthened the trust fund
and pushed out the insolvency date by three years. Furthermore, in the context of broader reforms, the
Administration's proposal would have extended the life of the trust fund another S ycars. The

Republicans rejected each and every initiative that would have strengthened the Medicare Trust::
Fund.

The Medicare Trust Fund is a Long-Term Problem that Needs to be Addressed. Of course with the
aging of our population, there is a long-term solvency problem for the Medicare trust fund. This is =

nothing new, but it needs to be addressed. It needs to be addressed thoughtfully, outside the budgctarx
process, and independent of partisan politics.

In Contrast to the Democrats, the Republicans Have Just Discovered this Issue. In the last two years,
all the Republicans have done has been to oppose our efforts to improve the Trust Fund. As a matter of

fact, the only proposal they have put forth (their tax cut for the highest income seniors —— the top 13
percent) actually exacerbates the problem.

The Republicans are Using the Trust Fund as a Smoke Screen for Cuts. Let's be clear: Their .
proposals have nothing to do with the long—term solvency issue; they do not address the underlying

problems of an aging population. The Republicans want to use the Medicare program as a bank for thcir
tax cuts for the wealthy and to fulfill their campaign promises.

- -

When they Finally Put Forth a Detailed Budget and Commit to -Dealing with.Medicare in the
Context of Serious Health Care Reform, the President Stands Ready to Work Toward a Real -
Solution: Currently, the issue of Medicare is only being addressed by Republicans as fhey face a polmcaf :
crisis to find funds to pay for large tax cuts for the well-off and fulfill their campaign budget promisgs=="
When Republicans finally put forth a budget that is detailed and makes clear they are not slashing
Medicare to pay for tax cuts, the President stands ready to work with Republicans to address the real:

. problems facing the Trust Fund and the American people in the health care system.



