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smw. LEmR DtJ..IV!RED l'U U4IIlE CON(,USS 

December .19.1995 

The President 
The White House 
Washington, DC :20500 

Dear Mr. President: 

Thrcughout 1995 one of the =nost perplexing problems confronting polic),Tmlkers and the 
public has been the need to refnrm ::Ind constrain the coSt growth i!1 Medicare, and at tile 
same time maintain the pro~' 3 commitment to provide affun.hsbIe, quality health care 
to cIder Me dls~bled Americans. TI1e dual challenge of constraining cost and continuin~ 
to pri.wide Guality care has led to a continuin~ debate over the appropriate grotvth rate for 
the Medicare pro~ram. 

The Medicare reductions proposed in the. budget reconciliation conferen~e agreement and . 

in the President's proposal are WithOllt precedenl in their magnit1.1Cle a.nd pOl~ntial effects 

on the pro~ram. In a."l attempt to understand what a fair am.ll:ippropriate growth rate for 

Medicare woulu. bc:, AARP has compared the Medicare growth rates in the bud~et 


reconciliation conference a.greement and in the President's December 7, 1995 r;e.ckase to 

~rowth rates in the private ",ector Jlnd in current-law Medicare (see enclosed chart). If 

done accurately, comparisons to the prh'atc sector call pru-w'ide a usefUl benchmark 

against \...'W~h tu assess alternative Medi:are spending proposals. Unless aproposal. 

permits Medicare spending to grow at least in tandem with growth ;n the private SCi:ctor. it 


. i seems unlikely that the program ~ill be able to hold its ov..n -- eithcrin payments to. 
pro\;ders or in qW1liiy of ear: - when compared to tIl!; (.;\)\'crage available through other 
tJi!)'I;rs. 

LTnder c~ent law, the tlverAg~a.nr.1.1al rate: of gruwLh in the cOst of Mec:Ucare benefits is 
projc:t:t:d to be,9.2 percent over the ne.\1 seven years, while the average BMual rate of 
growth in health care benefit costs for those under 65 in the pri,·ate ;nsuranee market is 
estimated to' be 7.4 l'lercenT. Under the conference agreement, Consress would reduce the 
average annual rIlte of growth of Medicare benefits to 7.0 percent. The President's plan 
would fellu~c: M:dicarc's growth rale to 7.8 percent. However, looking at these 

. aggregate growth rates can be misleading. and could lead to vel")' serinu~ mistakes . 
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It is onl)' when one looks at the components nf hp'$Ilth spending that it is possible to 
accuratel), lUSe~$ whether reductions of the magnitude being proposed wfIJ sustain 
basic benefits and quality health ~;tn for MedIcare enrollees now and in the future. 

Health ~pencEng increases are eompo~ed ofseveral it-ctors: 

1. 	 general price inflation as measured ny the Consumer Price Index (CPI); 
2. 	 ~npulation grow·th; 
3. 	 Il£jing of the populatiou; .:t.nJ 
4. 	 "health-specific costs/' including 

• 	 medical-specific price inflation over the CPI, such as the hospital 
market basl~et or the Medicare Cconoi'l1.ic lmlcx. (MEl), 

• 	 n;edical technology, 
• 	 medic!! rese:uth, and 
• . tile increased use and C'c'I:'lpI!xity of services.. 

To understand tl1" impact otspending reductions ill Medicare as compared to the 
printe sector, we need to focus on the reductions in the o.n..Ix area - health.specific 
costs-· ,,'here these cost reductionl could fall. 

The enclosed chart _. which is based upon projections by the Congressional Budget 
Office (CBO) 'J~ine the new economic asSu.'llPtions ... shows that general price iulla1ion 
applies consistently ncross All popuJatiolls. IHcrC::~l:s in population and aging ofthe 
pOjJu.l~Lion erc ciitrerent fo:" those under and oyer 65, but nonetheless, are detennincd by 
demographics; they will not change as the result cfany budget legislation .. 

Ibalrh.specJf1c costS, bowever, are different for those over and under 65. This 
category can be \'iewed as the projected (zeed for the increased use olheaitb care 
sen·lees. the cnmpie.xity o£tbese serVices, and a.d,'anecs in tecbnology. Far c:umple, 
as peoplo grow older they often need II ~rel.ter number of healtb care sen-ices aDd 
more complex types ofservices than those under 65. 

Thus, the rcciuc:tions in Medicarc;:'.:s niLe ofgrow'th will ;'l;)t come from general price 
IntJa:ion I, or trom the C3.tegories tha.t reflect the gro'Nth a."ld aging of the popuiation. 
These c!tegorles reflect factors that are oe)tond our contro: and eannot be "legidated 
away." RAther, changes will come from health-specific 'cost!. In this categury, the cha..""I 
5no\\'s that both the Con;rcssiouaJ pruposal and the President's proposal reduce 
Medicare's gro\\'th rate SUbstantially below the prh'ate sector. 

1 Even ifConll'ess and. the President m.2.ke. chang.-- or assume one •• in the CPI. it willlt!=Ply equally 
across &11 pOJ:l.llations and l'rogrerns. 
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Health~specjfic co/tts are currently projcctc:d !o account fur 4.1 percent of spending 
growth in the Meuit:l:lfc program, a..,d 4.0 percent of spending grov.th for those under 65. 
However, Con"gress would dramatically redu:e Medicare's rate of gro""th in thhl area to 
2.0 percent. and the President's pro!"o~~l on.!y pennits is percent growth. 

It is essential that Medicare's cost growth _. and heahh cost growth, in general· .. be cut 
back. In fac~ the current gmVv1.h rAte is unsustainable. Efficiencies can and must be 
fOW'ld, and ways to provide quality heAlth cue for less must be identitied and put into 
?t4cticc. But, ifMedicare is to continue to provide an acceptable level ofquality care, it 
cannot be constrained signliicantly more tig;htly than private-""ector health care. Utile 
disparity between the twn is too large. t!'len we risk turning Medicn.rc into a secund class 
health program. MedicW'c's future growth in l:eahh-specific coStS should be at least 
compllfable to private sector g;-OWth, especialiy as technology improv~s. the J)opuiatio~ 
ages, and people live longer. 

Older Atncricilns and their families look to t.i.e Medicare program to pro\'ide relia:,le> 
affordable health insurance and financial securitY against the cost of health care. Deep 
reductions in Medicare spe-.nding over 7 j'ear8 ",,;11 place tremendous pressure on Lhe 
prosram and on the beneficiAries who c!cpClld vI.: !L. Ifcosts in the overall health care 
system cuntinue to grow -. as they inevitably Will -- but the rate of Rl'owth in Medicare i~ 
held d.ov.rn, who will pay the difference? Will Congress begin cutTing benefits fioom 
Medicare to keep cost,; low? Will health care plans and providers "cut comers" to rl:YUCC 

costs? Will beneficiaries pny more out-of-pocket (e.g., bwance bilUng)? Will individuals 
in the prh'iltc sector pay more c.ue to cost-shifting by provjdcrs? Will qualitY suffer? 

AARP is con¢cmed about the ml5Wcrs to !hesl: q~estions. If you would like to discuss 
Lhi~ funher. please do not hesita.te to caJl met or have your staff call Marty COrTy (434.. 
3750) or Tricia Smith (434-3770) of our Federal Affairs Department. 

Sincerely, 

Horace B. Deets 

Rnclosl.l!'! 
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The Graduate l\Iledical Education Reform Proposal in' the Balanced Budget Act of 1995: 
How the. Teaching Hospital and G::YlE Trust Fund Works 

Summary: Beginning FY 1997 (October 1, 1996), the federal governme!1[ would create a trust fund 
called the Teaching Hospital and Graduate Medical Education Trust Fund. The trust fund would 
derive its funding fromtwo basic sources: $13.5 billion in appropriated general revenues from the 
U.S. Treasury and transfers from the Medicare program. The trust fund would be subdivided into 
five separate and distinct accounts, each with its own funding level and payment methodology;. The 
five accounts are: 1) ¢e General MedicarePlus Inc~ntive Account; 2) the General Indirect Costs 
Medical Education Account; 3) the General Direct Costs Medical Educltion Account;. 4) the 
Medicare Indirect Costs Medical Education Account; and 5) the Medicare Direct Costs Medical 
Education Account. 

In FY 1997, $1.1 billion in general revenues would be appropriated to the trust fund. In subsequent 
years, the following general revenues would be appropriated: $1.3 billion in FY 1998; $2.0 billion in 
FY 1999; $2.6 billion, in FY 2000; $3.1 billion in FY 2001: and $3.4 billion in FY 2002. Over the 
six-yelf period, a total "of $13.5 billion would be appropriated to the trust fund, excluding transfers 
from the Medicare program. Starting FY 2003, the general revenues in the trust fund would be 
increased by an inflation factor. 

The general revenues would be allocated among the three general (non-Medicare) accounts. The 
General MedicarePlus Incentive Account would receive an increasing share of the total revenue 
appropriated to the trust fund until FY 2000, when it would receive one-half of the appropriated 
dollars. The remaining amount would be allocated between the General Indirect Costs and the 
General Direct Costs Medical Education Accounts. 

Prior to FY 1997, teaChing hospitals would continue to receive the two Medicare payments with an 
education label: the indirect medical education (lME) payment and the direct graduate medical 
education (DGME) payment. Beginning October 1, 1996, the Secretary of HHS would estimate 
annually what the Medicare program would hlive paid to telching hospitals for IME and DGME and 
would transfer those amounts to the appropriate accounts in the trust fund. The estimates would be 
made subject to specified payment policy changes, and also would be affected by the extent to which 
Medicare beneficiaries enroll in MedicarePlus plans or choose other options and lelve the fee-for­
service payment system. 

To receive payments from the five accounts in the trust fund, hospitals would submit payment 
documents to the Secretary of HHS through the Health Care Financing Administration (HCFA). 
Qualifying graduate medical education consortia (not described in detail in this summary) could 
receive payments from three accounts: the General MedicarePlus Incentive Account; the General 
Direct Costs Medical Education Account; and the Medicare Direct Costs Medical Education Account. 

This analysis describes for each of the five accounts comprising the trust fund how funding would be 
provided to the account in each Ft!deral fiscal year and how payments would be made from the 
account to the recipients. 



1. The General MedicarePlus Incentive AccouO[ 

How this Account Would Be Funded 

FY 1996: No account exiStS. 

FY 1997: This account would be funded entirely with general revenues from the U.S. 
Treasury. In .the first year, this account would receive 20 percent of the appropriation, or 
S220 million (20 percent of Sl.1 billion). The :\-fedicare program makes no transfer to this 
account. 

FY 1998: This account would receive 30 percent of the $1.3 billion appropriation, or S390 
million. 

FY 1999: This account would receive 40 percent of the S2.0 billion appropriation, or S800 
million. 

FY 2000: This account would receive 50 percent of the $2.6 billion appropriation, or $1.3 
billion. 

FY 2001: This account would receive 50 percent of the $3.1 billion appropriation, or $1.55 
billion. 

FY 2002: This account would receive 50 percent of the S3.4 billion appropriation, or $1.7 
billion. 

Note: This account receives its funding "off the top." The remainder of the general revenue 
dollars would be allocated between the General Indirect Costs Medical Education Account 
and the General Direct Costs Medical Education Account. 

How the Money in this Account Would Be Distributed 

FY 1996: No account exists. 

FY 1997-FY 2002: Teaching hospitals would receive a percentage of the money in this 
account. A hospital's percentage would be calculated annually as the hospital's share of 
inpatient discharges attributable to individuals enrolled in the MedicarePlus program relative 
to the number of MedicarePlus discharges for the fiscal year at all teaching hospitals. 
Qualifying graduate medical education consortia could receive payments from this account. 

Note: Unlike the IMEadjusrment in thefee-for-service prospective payment system, this 
payment would be unrelated to the number ofresidents and beds in teaching hospitalS, or to 
the operating cost structures of teaching hospitals with differing levels of involvement in 
graduate medical education. The hospital-specific percentage would change annually. This 
methodology would favor teaching hospitals in locations with high Medicare managed care 
penetration. 
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2. The General Indirect Costs Medical Education Account 

How this Account Would Be Funded 

FY 1996: No account exists. 

FY 1997: This account would be funded entirely with general revenues frorJ. the 
U.S.Treasury. After the G~neral MedicarePlus Incentive Account receives [~ funding, a 
portion of the remainder is allocated to this account based on the percentage dIat Medicare 
IME payments constituted" relative to total combined IME and Medicare DG:"fE payments in 
FY 1994. In FY 1997, this account would be funded at $634 million (seel:cte below). The 
Medicare program makes no contribution to this account. " 

Note: First, the General MidicarePlus Account would be funded at $220 lr:iilion or 20 
percent of$1.1 billion. The remaining $880 million would then be allocated bern:een the 
General Indirect Costs and the General Direct Costs Medical Education Accounts. For 

. 	 example, in FY 1994, IME payments were $3.8 billion and DGil1E paymenrs were about $1.5 
billion, or IME spending was 72 percent of the total of the nvo Medicare pc::menrs with an 
education label. Therefore, the General Indirect Costs account would get i: percent of$880 
million in FY 1997, or $634 million. The remaining 28 percenr, $246 million. would be 
transferred to the General Direct COStS Medical Education Account. 

FY 1998: This account would receive 72 percent of $910 million (S1.3 bill:on less 30 
percent of $1.3 billion), or $655 million. 

FY 1999: In this fiscal year, this account would receive 72 percent of $1.2 billion ($2.0 
bi1lion less 40 percent of $2 billion), or $864 million. 

FY 2000: This account would receive 72 percent of $ 1.3 billion (S2.6 billion less 50 percent 
of $2.6 billion), or $936 million. 

FY 200 1: In this year, the account would receive 72 percent of $1.55 billion ($3.1 billion 
less 50 percent of $3.1 billion), or $1.116 billion. 	 . 

FY 2002: This account would receive 72 percent of $1.7 billion (S3.4 billioilless 50 percent 
of $3.4 billion), or $1.224 billion. 

How the Money in this Account Would Be Distributed 

FY 1996: No account exists. 

FY 1997-FY 2002: Teaching hospitals would receive a fixed percentage of the funds in the 
new General Indirect Costs Medical Education Account. A hospital's percentage would be 
calculated as the mean average of the percentages of total IME that the hospital received in 
Fiscal Years 1992, 1993, and 1994. The percentage in each fiscal year would be calculated 
as the hospital's total Medicare IME payment for the year divided by total I~fE payments in 
that year to all teaching hospitals. Payment would be made on an institution. not discharge. 
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basis. Graduate medical education consortia would not receive payments from this account. 

Note: The hospital's percentage would remain fixed through FY 2002,' only tr..e amount 
available in 'the account for distribution would vary (see .above). As currenrly defined, this 
payment would be uncoupled from the number of residents training at the hospital in FY 1997 
and beyond and from the teaching ho::;pital's operating cost structure. Because Medicare 
would not. contribute to this account, the available funding in this account would be unaffected 
by the trend· toward enrollment in managed care or choice ofOther nonjee-jor-service 
options. 

3. The General Direct Costs Medical Education Account 

How this Account.Would Be Funded 

FY 1996: No account exists. 

FY 1997:, This ac·count would be funded entirely with general revenues from the U.S. 
Treasury ~ After the Gen~ral MedicarePlus Incentive Account receives its funding, a portion 
of the remainder is allocated to this account based on the percentage that M:dicare DGME 
payments constituted relative to totalcoIllbined Medicare DGME and IME payments in FY 
1994. In FY 1997, this account would be funded at $246 million (see note below). The 
Medicare program would make no contribution to this account. 

Note: For example, in FY 1994, Medicare DGME jJayments were approxil7".mely $1.5 and 
lME payments were $3.8 billion. DG~\1E payments were 28 percent of the total of the two 
Medicare payments with an education label. Therefore, after the General J[edicarePlus 
Account receives its funding (described earlier), the General Direct ·Costs jHedical Education 
Account would be allocated 28 percent of5910 million, or $246 million in FY 1997. 

FY 1998: This account would receive 28 percent of $910 million (the residual after the 
General MedicarePlus Account is funded), or $255 million. 

FY 1999: This account would receive 28 percent of $1.2 billion, or $336 million. 

FY 2000: This account would receive 28 percent of $1.3 oillion, or $364 million. 

FY 2001: This account would receive 28 percent of $1.?5 billion, or $434 million. 

. ·FY 2002: This account wouid receive 28 percent of $1.7 billion, or $476 million. 

. How the Funds.in this Account Would Be Distributed 

FY 1996: No account exists. 

FY 1997-FY 2002: Hospitals would receive a fixed percentage share of this account. The 
hospital-specific percentage would be based on the mean average of the percentages of total 
Medicare DGME payments that the hospital received each year in Fiscal Years 1992, 1993 
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and 1994. The percentage in each fiscal year would be calculated as the hospital's total 
Medicare DGME payment for the year divided by total DGME payments in that year to all 
teaching hospitals. Qualifying graduate medical education consortia could receive payments 
from this account. 

Note: This percentage would remain fixed through FY 2002; only the amount available for 
distribution would vary (see above). As currently defined, this payment would be uncoupled 
from the number of residents training at the hospital in FY 1997 and beyond. Because 
Medicare would not contribute to this account, the available fonding in this account would be, 
unaffected by the trend toward enrollment in managed care or choice of other non{ee{or­
service options. 

4. . The Medicare Indirect Costs ;\ledical Education Account 

How this Account Would Be Funded 

FY 1996: The Medicare program continues to make IME payments to hospitals using the 
prospective payment system's IME formula at the rate of 6.7 percent forever:' 10 percent 
increment in a hospital's resident-to-bed ratio (lRB). 

FY 1997: The Medicare program would transfer funds to this account. Tne Secretary of . 
HHS would make an estimate of what the program would have spent nationwide during this 
year if it were still making IME payments for discharges under the prospective payment 
system during the applicable year. In FY 1997, the IME rate would be lowered to 6.0 
percent. If the Secretary determines that the amount transferred is insufficient for making 
payments, the Secretary must make additional transfers for the year between the funds and 
accounts involved as appropriate. 

FY 1998: The Medicare program's transfer is calculated using the IME formula at 6.0 
percent. 

FY 1999: The Medicare program's transfer is calculated using the IME formula at 5.6 
percent. 

FY 2000: The Medicare program's transfer is calculated using the IME formula at 5.3 
percent. 

FY 2001: The Medicare program's transfer is calculated using the IME formula at 5.0 
percent. 

FY 2002: The Medicare program's transfer is calculated using the IME formula at 5.0 
percent. 

Note: 17ze projected annual Medicare 1ME transfer for its fee{or-service patients would be 
directly related to the extent to which national MedicarePlus enrollment increases. That is, 
each year the Medicare program would make its transfer to the Medicare Indirect Costs 
11rfedical Education Account based on the number ofenrollees who remain in the fee{or­., 
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service pc:yment system and ~\/ho receive inpatient hospital services that are ;:::.id under [he 
prospective payment system. As Medicare beneficiaries leave the jee1or-ser;fce system and 
join MedicarePlus plans or panicipate in Medical Savings Accounts, which would pay 
hospitals jor inpatient se.rvices using methods other than the prospective payment system, the 
Medicare program's transjer to this account and to the Medicare Direct Cos:s Medical 
Education Account would diminish. 

How the Money in this Account Would Be Distributed 

FY 1996: Hospitals receive Medicare IME payments for their fee-for-service discharges 
using the 6.7 percent rate and the current methodology in the prospective payment system. 

FY 1997-FY 2002: Hospitals would receive Medicare IME payments using :be I:ViE formula 
in effect for the applicable tiscal year. 

S. 	 The Medicare Direct Costs Medical Education Account 

How this Account Would Be Funded 

FY 1996: The Medicare program makes DGME payments subject to the payment policy 
changes described below. 

FY 1997: The Medicare program would make a transfer to this account eac: fiscal year. 
Beginning in FY 1997, the transfer would be based on what the Secretary es~imates the 
program would have paid hospitals- in that year for direct graduate medical education 
(DGME). If the Secretary detennines that the amount transferred is insuffi..:ient for malcing 
payments, the Secretary must. make additional transfers for the year between the funds and 
accounts involved as appropriate. The estimated amount would be based on each hospital's 
per resident payment amount, but rules for counting full-time equivalent (FIE) residents 
would be subject to the following policy changes; 

• 	 FY 1996-FY 2002: The number of residents would be capped at the number of full­
time equivalent (FTE) residents in approved medical residency training programs 
(allopathic and osteopathic) as of August 1, 1995. The Secretary must adjust the total 
payment each fiscal, year so that the total payment does not exceed the amount that 
would have been paid if the number of residents had not exceeded the number of 
residents as of August 1, 1995. Programs that reduced or did not expand the number 
of FTE residents would not be subject to the payment reduction. 

• 	 FY 1998-FY 2002: Beginning in FY 1998, payments for residents who have 
completed the initial residency period, or five years (whichever occurs first), would 
be reduced from 0.5 to 0.25. There would be an exception of up to tv.·o additional 
years for residents ingeriatrics and preventive medicine. . 

Note: As in detenizining the Medicare program's transjer to the Medicare Idirect Costs 
-Medical Education. Account. the transjer amount to this account depends on :he number oj 
beneficiaries who remain' in the jee1or-service paymem :l)lstem and who recei....e inpatient 
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care. This occurs because the Medicare Direct CostS transfer calculation is based on the 
program's fee10r-service patients 'share ofrotal inpatient days. As Medicare beneficiaries 
leave the fee10r-service system and join Medicare Choice Plans' orpanicipate in Medical 
Savings Accounts, which would pay hospitalsJor inpatient services using other methods, the , 
Medicare program's transfer to ,this account would diminish. 

How the Money in this Account Would Be Distributed 

FY 1996: Hospitals would receive DGME payments based on the payment policy changes 
described above. 

FY 1997-FY 2002: Each hQspital would receive a payment from this account. Qualifying 
graduate medical education consortia also could receive payments from this' account. 
Payments to hospitals would be based on the Secretary's annual estimate of what would have 
been paid to hospitals under the new payment poJicies(see above). ., , 

Note: The Secretary would estimate pciyment rates for a consoniwn using a per resident cost 
methodology that would take into account irs direct costs in carrying out graduate medical 
education.' " 
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Prepared by Linda E. Fishman, Associate Vice President, A.A.\1C. November 27, 1995. 
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AARP STATEMENT 

ON THE BUDGETRECONCIL~TION ACT OF 1995 


November 16, 1~95 

I 

The American Association of Retired Persons (AARP) remains very 
concerned about the magnitude of reductions to Medicare and 
Medicaid contained in the' conference report to the Budget 
Reconciliation Act. While the report includes some further 

, improvements, Congress still has a long way to go. 

The Association is pleased t·hat the Medicare Part-B deductible 
remains at $100 a year, as in the House bill. But the total cuts 
to Medicare and Medicaid over seven years are still too much, too 
fast, and enforcement of nursing home quality standards has been 
further weakened in the report. 

Four hundred billion dollars in cuts from these two major health 
care programs that serve older and low-income Americans do not 
meet the fairness test. Reductions in Medicare called for in the 
conference report are much more than is necessary to keep the 
program solvent into' the next decade . 

. Millions of American families depend on Medicare and Medicaid for 
-their basic health care cove~age, for protection against the high 
cost of long-~erm care and for financial security. These 
protections,for Americans of all ages, are now at risk., 

Cutting $164 billion from Medicaid'over the next seven years is 
far more than the program can shoulder. Frail, older'Ame~icans, 
most of whom are single, elderly women who have worked hard all 
of their lives, and children from low-income. families would be 
the hardest· hit by such drastic cuts ~ . 

At this juncturei~ the budget debate, it's a shame that a veto 
is necessary, but unfortunately, there.is no 'other alterriative. 
AARP will continue to work with Congre'ss'and'the Administrati'on"­
to get fair legislation that ensures future ,Medicares6lvency"and
'reduces the federal budget deficit. ,:'.,,,' , ; .. ' . 

'iii 

For additional information,'please cont'act'Susan"Schauer 'a.t 
202J434~2560·.: 
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