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MEDICINE & HEALTH FLASH
MARCH 12, 1983
5:15 ®.M.

NEW CBO PROJECTIONS BELIE TRUST FUND FEARS

New baseline projections for Medicare released today by the
congressional Budget Office say that by the year 2005 the Medicare
Hespital Insurance Trust Fund will have a positive balance of $177.3
billion-about $90 billion more than previcus CBO proijections for that
vear. CBO projections used by thé Natiomal Bipartisan Commission on the
Future of Nedicere showed the trust fund with a deficit of $49 billion
in the yeax 2010. The new pxojections go only Lo the year 2009 but show
in that year a positive balance of $141.6 billion, which iz larger than
the current balance of $127 billion. A Capitol Hill source famillayx
with the projections said that the now figures reflect assumptlons
about continuing economic growth yielding higher trust fund revenues
from payroll taxez, as well as sharply reduced Medicare spending growth
in the past mwo years

The new numbers are bad news for leglslators who have arqued that the
trust fund'zs dereriorating condition is evidence that Medicare needs
fundamental reform. Others, though, warn that long term forecasting is
unreliable and major peolicy changes shouldn't be baszed on such
uncertzin economic .assumptions. -

The Commission is next scheduled to meet at 5 p.m. in room 1100 of the
Longworth House Cffice Building in Washington on Tuesday, March 16,
Apparently the CBO news hadn‘t ¢aught uwp to the Commlss1on, its
meeting notice startes that *without refoxm, Medicare is projected To
go bankrupt in the year 2008.*"
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Cumulative
Value of
. CBO CBO Original Contributions “

Year Off-budget On-budgetMedicare to Trust Fund \

2000 138 -5 18 - 19

2001 145 11 20 S 4H

2002 153 59 28 73

2003 162 51 27 105

2004 171 68 30 143

2005 184 . 79 33 187

2006 193 116 41 241

2007 204 134 46 304

2008 212 146 50 375

2009 218 165 56 - 456

2010 221. - 175 60 548

2011 224 182 65 649

2012 223 . 190 68 761

2013 218 179 71 ~ 383

2014 209 180 72

2000-2004 769 184 124 ‘
2000-2009 1780 824 350 ‘ ‘

2000-14 . 2875 1730 686



Lock 4: Medicare at 3'3" percent in a

CBO  Lock4 President % of
Year On-budget Medicare Medicare President's
Surplus  (33%) Medicare
2000 -4.6 0 18.3 0%
2001 10.7 4 20.3 18%
2002 59.0 19 28.1 - 69%
2003 51.1 17 26.9 83%
2004 675 22 30.4 74% -
2000-2004  183.8 624  124.0 50%
2005 79.1 26 334 78%
2006 116.0 38 40.8 94%
2007 134.0 44 45.9 96%
2008 146.0 48 50.3 96%
- 2009 165.4 54 556 98%
2000-09 8242 2736 350.0 78%
2010 1752. 58 60.1 96%
2011 182.3 60 64.5 93%
2012 189.7 63 68.1 92%
2013 179.2 59 70.9 83%
2014 179.5 59 72.0 " 83%
2000-14 17304 5726 685.6 84%
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ROUGH NEW BASELINE

CBO MEDICARE BASELINE / ADJUSTE

{Dofllars in billions, calendar year, cash basis)

D FOR 1998 TRUSTEES' ASSUMPTIONS

- Aise ashk Qu whothe  ker serplue Bs arva: Cd@udﬂw ‘ﬁécd
T hev e Faxed per<ths CRO Roverting (8 st 4 Beam RPN L)

) INCOME SPENDING INCOME - ASSETS
Hi HI Other al Additions Interest  TOTAL Cument  Savings New SPENDING |Start of the End of the
_Payroll Premiums Income  INCOME Spending™ Spending Year Year
Taxes*
2000 137 6 1 7 ‘ $152 143 $143 $9 $127 $137
2001 139 8 1 "8 $157 148 $148 $9 $137 $146
2002 146 9 2 8 $166 153 $153 $12 $146 $158
2003 153 .9 2 10 $173 163 $163 $10 $158 $168
2004 159 10 2 10 - $181 175 $175 $7 $168 $174
2005 167 10 2 1 $190 188 . $188 $3 $174 $177
2006 174 11 2 11 $199 197 $197 $1 $177 $178
2007 | 182 12 2 11 $207 214 $214 (57) $178 $171
2008 190 13 2 10 $215 230 $230 ($15) $171 $156
2008 199 14 2 $224 247 $247 ($23) $156 $133
2010 | 209 15 3 $234 264 $264 {$30) $133 $103
2011 219 16 3 $243 282" $282 ($38) $103 $64
2012 18 3 $253 302 $302 ($50) $64 $15
2014 3 $271 348 $348 ($76) {$48) ($124)
2015 4 $280 372 $372 ($92) ($124) ($216)
2016 4 $288 398 $398 ($110) ($216) ($326)
2017 4 $296 427 -$427 ($131) ($326) (3457)
2018 4 $303 458 $458 {$155) (3457) ($612)
2019 -5 $309 492 $492 ($182) ($612) ($794)
2020 5 $315 528 $528 ($213) (3794)  ($1,007)
2021 5 $319 567 $567 ($248) ($1,007)  ($1,255)
2022 5 $322 596 $596 ($274) {$1.255)  ($1,529)
2023 6 $324 625 $625 ($302) ($1.529) ($1,830)
2024 6 $325 657 $657 {$331) ($1,830) ($2,162)
2025 7 $326 689 $689 ($364) ($2,162) ($2,526)
2026 7 $325 724 $724 {$398) ($2,526) ($2,924)
2027 8 $324 760 $760 (3$436) (92,924) ($3,360)
2028 8 $322 798 $798 (3476) ($3,360)  ($3,836)
. 2029 T 9 $318 838 $838 ($520) ($3,836) ($4,356)
2030 9 $313 880 $880 ($567) - | ($4,356) ($4,923)

* Adjusted to that total income equals CBO projected income (converted to calendar years); other numbers are Trustees’ 1998
** From CBO (converted to calendar years)
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OPTION 2. President's Budget

SELINE / ADJUSTED FOR 1998 TRUSTEES' ASSUMPTIONS

CBO MEDICARE BA
(Dollars in billions, calendar year, cash basis)
INCOME SPENDING INCOME - ASSETS
Hi Hi Other Hl  Additions Interest TOTAL Current  Savings New SPENDING {Start of the End of the
Payroll Premium income INCOME | |Spending” Spending Year Year
Taxes* s )
2000 137 6 1 18 8 $171 143 $143 $28 $127 $165
2001 139 8 1 20 10 $179 148 $148 $31 $165 $187
2002 146 9 2 28 12 $197 153 '$153 $44 $187 $230
2003 153 9 2 . 27 15 $205 163 $163 $42 $230 $272
2004 159 10 2 30 18 $219 175 $175 $44 $272 $317
2008 167 10 2 33 21 $234 188 $188 $46 $317 $363
2008 174 11 2 41 24 $253 197 . $197 $55 $363 - %418
2007 | 182 12 2 46 28 $270 214 $214 $56 $418 $473
2008 190 13 2 50 31 $287 230 $230 $56 $473 $530
2009 199 14 2 56 35 $305 247 $247 $58 $530 $588
2010 | 209 15 3 60 38 $325 264 $264 $61 $588 $649
2011 |. 219 16 3 65 42 $345 282 $282 $63 $649 $712
2012 230 18 3 68 46 $365 302 $302 $62 $712 $774
2013 | 241 19 3 71 .50 $384 324 $324 $5¢ $774 $834
2014 | 253 21 3 72 53 $402 348 $348 $54 - $834 $888
2015 | " 285 22 4 o 54 $345 372 $372 ($28) $888 $861
2016 | 277 24 4 o 52 $357 398 $398 (341) $861 $819
2017 | 290 26 -4 0 49 $369 427 $427 ($58) $819 $762
2018 | 303 29 4 o 45 $381 458 $458 ($77y 3762 %685
2019 | 317 31 5 0 39 $392 492 $492 ($99) $685 $586
2020 |- 332 34 5 0 32 $403 528 $528 (3125) $586 $461
2021 347 37 5 0 24 $413 567 $567 ($155) $461 $306
2022 362 40 5 0 14 $421 596 $596 ($174) $306 $132
i 379 43 - 6 .0 2 . $430 625 $625 ($195).| - $132 ($63)
2024 | 395 47 3] 0 (11 $438 657 $657 ($218) ($63) (3281)
2025 | 413 51 7 o (25) $446 689 $689 ($243) ($281) - ($525)
2026 | 432 55 7 .0 41 $453 724" $724 (3271) ($525) ($795)
2027 | 451 60 8 0 (59) $460 760 $760 ($300) ($795)  ($1,095)
2028 | 471 65 8 0 (78) $466 798 $798 ($332) ($1,095) ($1,427)
2029 | 492 71 9 0 (100) $472 838 $838 ($366) ($1,427)  ($1,793)
2030 | 514 77 9 0 (124) $477 880 $880 (3403) ($1,793)  (32,196)

* Adjusted to that total income equals CBO proj‘ected income (converted to calendar years); other numbers are Trustees' 1998 )
* From CBO (converted to calendar years) .
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OPTION 3. 33% of CBO On-Budget ‘ '
CBO MEDICARE BASELINE / ADJUSTED FOR 1998 TRUSTEES' ASSUMPTIONS

{Dollars in billions, calendar year, cash basis)

. INCOME - SPENDING INCOME - ASSETS

. HI HiOther  HI  Additions Interest TOTAL | | Current Savings  New | SPENDING |Start of the End of the

Payroll Premium income  INCOME Spending* Spending Year Year

Taxes* . s : )
2000 137 6 1 0 7 $152 143 $143 39 $127 $137
2001 139 8 1 4 8 $161 148 $148 $13 $137 . $149°
2002 146 9 2 19 10 $186 153 ) $153 -$33 $149 $182
2003 153 9 . 2 17 12 $192 163 $163 %28 $182 $210
2004 159 10 - 2 22 14 $207 175 $175 $32 $210 $243
2005 167 10 2 26 16 $221 188" $188 $34 $243 $276
2006 | 174 11 2 38 19 $244 197 $197 $47 $276 $323
2007 182 12 2 ) 44 22 $262 214 $214 ‘ $48 $323 $371
2008 190 13 2 48 24 $278 230 '$230 $48 $371 $419
2008 199 14 2 55 27 $297 247 $247 $50 $419 $469
2010 209 15 3 58 3 $315 264 $264 $51 $469 $520
2011 219 16 3 60 34 $332 282 ’ $282 $50 $520 « $570
2012 230 18 3. 63- 37. $350 302 ' $302 $47 $570 $618
2013 241 19 3 ?9 39 $362 324 $324 $37 $618 $655
2014 253 21 3 59 42, $377 348 $348 $30 $655 $685
2015 265 22 4 0 41 $332 372 ‘ $372 (%41) $685 $644
2016 277 24 4 0 38 $343. 398 $398 (355) $644 $589
2017 290 26 4 0 34 $355 427 $427 (372) $589 $517
2018 303 29 4 0 29 $365 458 $458 C($93) $517 $425
2019 317 3 5 0 23 %378 492 $492 (3116} $425 $308
2020 332 34 5 0 15 $385 528 . $528 ($142) 3309 $166

347 37 5 0 .5 $394 567 - - $867 | (3173) $166 87
2022 362 40 5 0 (6) $401 536 ’ $596 ($184) ($7) (3201)
2023 379, 43 6 0 (19) $409 625 $625 ($217) ($201) ($418)
2024 | 395 47 6 0 (33) $415 657 $657 | (3241) (3418)  ($659)
2025 | 413 51 7 0 (49) $422 689 - $689 ($268) ($659) (3927)
2026 | 432 55 7 0 (87) $428 724 §724 ©{$296) ($927)  ($1,223)
‘2027 451 60 8 0 (886) $433 { 780 . $760 ($327) ($1,223)  ($1,550)
2028 | 471 65 8 0 (107) $437 798 $798 ($361) ($1,650) (31.911)
2029 | 492 71 9 o (131) $441 838 $838 ($397) ($1,911)  ($2,308)
2030 514 77 9 o (156) - $444 - 880 $880 ($436) ($2,308) ($2,744)

* Adjusted to that total income equals CBO ‘projected income (convened to calendar years); other numbers are Trustees' 1998
* From CBO (converted 6 calendar years) B
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COMPTROLLER GENERAL OF THE UN!TED STATES

UNITED STATES GENERAL-ACCOUNTING OFFICE

BEFORE THE SENATE COMMITTEE ON FINANCE o . ' : :
- SUBJECT - MEDICARE AND BUDGET SURPLUSES - _ ‘ , . !
“GAQ'S PERSPECTIVE ON THE PRESIDENT'S PROPOSAL ‘ -
AND THE NEED FOR REFORM

BODY: o ‘ A : o

Mr. Chalrman and Members of the Comm:ttee ‘ :

“It is a pleasure to be here today to discuss the President’ s recent proposa! for addressmg Medlcare
and use of the projected budget s'urpluses over the next 15 years: As you know, | testified last'month
on the implications of ‘the President's surplus proposals for Social Security. Today, | wilt briefly -

" reprise our views on the overall fiscal consequences of the proposal, discuss what it does and does '

not do for the Medicare program, and examine the 1mportance of and di fﬁcuity in makmg

fundamental changes to this complex program : . :

Regarding the President's proposal: »

. it would sugmﬂcantly reduce debt held by the publlc from current levels, thereby also reducmg net =
interest costs, raising national savmgs, and contnbutmg 1o future economic growth This element of
the President’s proposal would have positive short and Iong term effects -on the economy. :

It prov;des a grant {or in the President’s word/a giftyof a new. set of Treasury securities for the

" Medicare Hospital Insurance (Hh program whichwould ‘xtend.the life of the HI trust fund from
2008 to 2020. It is important to note, however, that these new Treasury securities would constltute a

: new unearned claim on general funds for thwoqram a marked break w:thmmamaaad

|
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financing structure- of the program. This wculd be a s:gnrﬁcant change thal could serve to undermine.

the remaining_fiscal discipline BWWWMQ&QW

-- It has no effect on the current and projected.cash-flow deficits that have faced the () program

since 1992-deficits that taxpayers will continue to finance through higher taxes, lower spending
elsewhere or lower paydowns of publicly held debt than the baseline. Importantly, the President's rgj
proposal would not provide any new to pay for medical services.lt does not include any meaningful 7

- program.ceform that.would.slow. spending,growth in the HI program. In fact, the transfer of these =~ N/ “W“

new Treasury securities to the HI program could very well serve to redu of urgency for - Ay el bl
.. refarm. At the same time, it could strengthen pressure to expand Medicare benefits‘in a program of i
’ ﬁh?a%ﬁz fundamentally unsustainable in its present form. ! Ot
\t‘\;’":&(\- " The current Medicare program is both economically and fiscally unsustainable. This is not a new [Vi wf
.\x,o"-» ’Ef{ t, Message- -the Medicare Trustees noted in the early 1990s that the program is unsustainable in its ‘V”‘ L/
o present form. They also noted the need for dramatic and fundamental reform of the program to’ R o
VL . assure its. solvency With regard to-Medicare: Sk
'(;;fwf\'fr_rs e The program’s continued growth threatens to crowd out other spending and economic actwrty of
v o value to our socjety. Even if we save the entire surplus, Medicare is projected. to more than double
\ t"'t,,‘.;\ its share of the econemy by 2050. . ]
U:Q{\A -- Meaningful reform of this program is urgently needed and such reform. will require hard choices.
; ~

The program changes enacted in 1997 illustrate how difficult even incremental reform is to adopt.
Major change requires reshaping the nation’s perspective on ‘health care consumption and drawing ‘
‘distinctions between what the natton needs, wants, and can afford both at the national and. mdrvrdual
" level. : T

-- To be effective and sustamable reforms’ must begrn soon and be comprehensrve in nature.
However, the history of entitlement reforms tell us that, to be enduring, such reforms must be
introduced gradually after widespread public education in order to gamer sufficient support from the
system's multiple stakeholders. Context: Long-term Qutlook is Important
It is important to look at the President's proposal in the context of the fiscal situation in which we find
-ourselves. After nearly 30 years of unified budget defigits, we look ahead to projections for
"surpluses as far as the eye can see." At the same time, we know that we face a demographic tsunami’
.in the future that poses significant challenges for SocialSecurity, Medicare, and our economy as a
whole. In this context, it is noteworthy that the President has proposed a |onger-term framework for
resource allocation than has been customary in federal budgeting.
- 'Although all projections are uncertain--and they get more uncertain the farther.out they go—-we have
long held that a long-term perspectlve is important in formulatmg fiscal policy for the nation. Each
generation is in part the custodian for the economy it hands the next and the nation's long -term
‘economic future depends in large part on today's budget decisions. This perspective is particularly
important because our model and that of the Congressional Budget Office (CBO). continue to show
that absent a change in policy, the changing.demographics to.which I.referred above will lead to
. renewed deficits. This longer-term problem prov:des the crmcal backdrop for makmg decrsrons
about today's temporary budget surpluses. »
Surpluses are the result of a good econoemy and difficult policy decisions. They also provide a unique

~ opportunity to put our country on a more sustainable path for the long term, both for the nation's -
fiscal policy and selected entitlement ptograms. Current decisions can_ help in several important .
respects: {1) current fiscal policy decisions can help expand the future capacity of our economy. by

: mcreasmg ‘national savings and investment, (2) engaging in substantlve reforms of retirement and
- health programs can reduce future claims, (3) by acting now, we have the opportunrty of phasing in-
changés to’ Socral Security and Medicare programs over.a sufficient period of time to enable our
-citizens.to adjust and (4) failure to achieve needed. reforms in the Socral Security and Medicare
programs will drive future spending to levels that will eventually " squeeze out" most or all -~
discretionary spending, including national defense spending. If we let the achievement of a temporary
budget surplus {ull us into complacency about the -budgst, then in-the middle of the 21' Century we.
" could face daunting demographic challenges without havmg built the economic capacrty or program
and polrcy reforms to handle them.The Proposal '
Before turnmg to Medicare’ spemflcally, it is important to descrrbe the’ Presrdent s overall proposal



for usmg the surpluses over the next 15 years. The proposal's effects on Medicare are part of a
broader initiative to save a major share of the surplus to reduce the debt held by the public and
_thereby enhance future economic capacity for the nation.

The President proposes to use a significant portion of the total prOJected unified budget surpIuses
over the next 15 years to reduce debt held by the public. He also proposes to take some related
_steps to address the financing problems facing.both the Medicare and Social Security programs. HIS
approach to this, however, is extremely complex and confusing.

Specifically, the President proposes to allocate about two-thirds of the projected surplus over the
next 15 years to reduce publicly held debt. This portion of his proposal would increase our future
economic capacity. At the same time, the President proposes to transfer a like amount to the Social
Security and Medicare trust funds in the form of nonmarketable Treasury securities. In effect, the
President's proposal would trade debt held by the public for debt held by the Social Security and
Medicare trust funds. The administration has defended this approach as a way of assuring both, a
_ reduction in debt held by the public and as securing a "first claim" for both Social Security and
Medicare on what they call the "debt-reduction dividend” to pay future benefits for those two
‘programs. The Hi Program would receive nearly $700 biliion in additional Treasury securities -
representmg nearly 15 percent of total surpluses over the 15 years.1. Thls transfer is. projected to
‘extend the life of the Hi trust fund from 2008 to 2020.
The President's proposaI has raised important questions about how-the federaI government can
promote long term economic security by using today's surplus resources to “save for the future.” In .
" the federal unified budget, the only-way to save for the future is to run a unified budget surplus or -
purchase a financial asset. When there is a cash surplus it is used to reduce debt held by the publlc.'
Therefore, to the extent that there is an actual cash surplus, debt held by the public falls. This is
exactly what happened in fiscal year 1998 when the debt held by the public was reduced by $51
billion. ,
In the federal budget trust funds are not vehicles to park "real™ savings for the future. They are simply
budget accounts used to record receipts and expenditures earmarked for specific purposes. A '
private trust fund can set aside money for the future by increasing its'assets. State governments .
similarly can "park” surplus resources.in "real" pension funds and other trust funds which-are routinely
invested in "assets" (e.g., readily marketable securities) outside the government. However, under
-current law, when a trust fund like HI ran a surplus of payroll tax revenues over beneflt payments, the
excess was invested in Treasury securities and. used to meet current cash needs_of the government.-
These securities are an asset to the trust fund, but they are a claim on the Treasury. When a trust fund
runs a cash deficit, like Hl has been doing since 1992, it redeems these securities to pay benefit costs
“exceeding current payroll tax receipts:2 Medicare will be able to do this until- 2008 under current
law when its trust fund securities will be exhausted. However, in order to redeem these securities, the -
government.as- a whole must come up with.the cash by elther increasing taxes, reducrng spending or
raising.borrowing from the public above the baseline. -
Increasmg the balances of Treasury securities owned by HI trust funds alone would increase the
formal claim that the trust funds have on future general revenues since the trust fund's securities .
constitute a legal claim against the Treasury. However, increasing the HI trust fund balances alone,
without underlylng reform, does nothing to make the program more sustalnable From a macro '
perspect|ve ‘the critical questlon is not how much a trust fund has in assets, but. whether the -
government as a whole has the economic capacity to finance the trust.funds cIalms to pay benefits
‘now and in the future. From a micro perspective, trust funds can provide a vital S|gnaI|ng function for
pollcy ‘makers about underlying fiscal imbalances in covered programs. However, extending a trust )
" fund's paper solvency without reforms.to make the underlying program more sustalnable can,
effect, obscure the warning signals that trust fund balances provide.
Government Financing
"The President's proposals would enhance the nation's future economlc capacity by significantly
reducing debt held by the publi¢ from the current level of-44 percent of Gross Domestic Product to 7
percent over the 15-year period. The President’ notes that this would be the lowest level since 1917.
Nearly two- thrrds of the. projected unified budget surplus would be used to reduce debt held by the



- public. Because thé surplus is also to be used for other governmental activities, the amount of débt
reduction achieved wouid be less than the baseline (i.e. a situation in which none of the surplus was
used}, but nonetheless the outcome would confer significant short and Iong term benefits to the
“budget and the economy.

Our previous work on the long- term effects of federal fiscal policy has shown the substantral benefits
of debt reduction.3 One of these is Iowermg the burden of interest payments in the budget. Today net
interest represents the third-largest “program" in the budget, after Social Security and Defense.
‘Interest payments, of course, are a‘function of both the amount of debt on which interest is charged
and the interest rate. At any 'given interest rate, reducing publicly held debt reduces net interest
payments within the budget. For example, CBO estimates that the difference between spending the
surplus and saving the surplus is $123 billion in annual interest payments for debt held by the public
by 2009--or almost $500 billion cumulatrveiy between now and then. Compared to spending the
‘entire surplus, the President's proposal would also substantrally reduce prorected interest payments.
Lower interest payments lead to larger surpluses; -these in turn lead to lower debt which leads to
lower interest payments and so on: the miracle of compound interest produces a "virtuous circle." The
result would be to provide increased budgetary flexibility for future decrs:onmakers who will be faced
with enormous and growing spending pressures from the aging population.. .

For the economy, lowering debt levels increases national saving and frees up resources for private
Investment. This. in turn leads to increased productivity and stronger economic growth over the long
term. Over the last several years, we and CBO have both simulated the long-term economic results
“from various frscal policy paths. These projections COnsrstently show that reducing debt held by the
public mcreases national income over the next 50 vears, thereby making it easier for the nation to-
meet future needs and commitments. Our latest simulations done for the ‘Senate Budget Committee,
-as shown in figure 1, illustrate that any path saving all or a significant share of the surplus in the near
term would produce demonstrable gains in per capita GDP over the long run.4 This higher GDP in '
turn would increase the nation's economic capacity to handle all'its commitments in the future.-
Figure 1: GDP Per Capita Under Alternate Fiscal Policy Simulations

While reducing debt held by the publlc appears to be a centerpiece of the President’s proposal--and
has significant benefits--as | noted above, the transfer of a portion of the unified surpluses to the ()
trust fund is a separate issue, The transfer is not technically necessary: whenever revenue exceeds
outlays and the cash needs of the Treasury, debt held by the public falls. : :
The President's proposal appears to-be premised on the belief that the only the way to sustain
_surpluses is to tie them to Social Security and Medicare. He has merged two separate questions: {1)
how much of the surplus should be devoted to reducing debt held by the public and (2) how should
the nation finance these two programs in the future. The President has proposed to save the surplus
~by. in effect, hiding it in the Social Security and () trust funds. The additional nonmarketable Tredsury
securities transferred to the Social Security and Medicare trust funds are recorded as a subtraction
- from the unified budget surplus --a new budgstary concept. Accordingly, the surplus-disappears

- under.this novel scoring approach since these transfers approximate the surplus the President is
proposing to save by reducing publicly held debt. 5
© Let me turn now to the- -question of -how the Presrdent s proposal would affect Medrcare financing.
Impact on Medicare Frnancmg R
The mechanics of the proposed transfer of surpluses to the Medicare program are, like the. transfers
to Social Security, complex and difficult to follow. In form they are similar, but the effects on .

" . Medicare would be somewhat different. Unlike Social Security, Medicare's Hl program has been

; experrencmg a cash. flow’ deficit since 1992 - current payrcll taxes and other revenues have been
insufficient to cover benefit payments and program expenses. Accordmgly, Medrcare has been
drawing on its special Treasury securities acquired during the years when the program generated a’

" cash surplus along with interest on those accumulated balances. In effect, these dgeneral fund
"payments can be viewed as repaying the loan of cash that the trust fund provided the'rest of

government when the Medicare program was.in surplusTin FYT999, the HI program will run a cash

- deficit of $8 billion. As noted earlier, in order to redeem these securities, the govemment must either

. raise. taxes, cut spending, or increase borrowmg from the pubhc In essence, Medrcare has already
crossed the point where it is a net claimant on the Treasury a.threshold that Social Security is not



'currentIy expected to reach until 2013. Stated drfferentIy, the bleeding of the HI trust fund has
already started based on the program ‘s "annual cash flow deficits. :

. The current financing flows for the HI program are depicted in figure 2 below. As the figure shows,
to help pay benefits in fiscal year 1999, the HI trust fund receives an $8 billion general fund payment
for interest it earned on its treasury securities from its past cash surpluses The HI fund also recelves
$5 billion for a portion of the income taxes paid on Social Security benefits.:

Figure 2: Medicare Flows under Current LawUnder the President's proposal, the above scenario
would continue. However, as shown in figure 3, at the point where total tax receipts are allocated to
pay for government activities, a new financing step would be added to "transfer" a portion of the
projected unified budget surpluses to the Medicare HI trust fund. The Treasury would do this by
issuing a new set of securities for the HI Trust Fund. Unlike the current securities owed the trust fund,
these new securities are not supported by payroll tax surpluses in the program - rather they represent
what amounts to a grant or gift. However, it is important to remember that these néw securities equal
a portion of the excess cash that would be used to reduce the debt held by the public. The
Administration argues that the new securities are, in effect, supported by the enhanced economic
resources gained by reducing publicly held debt. Nonetheless, we should remember that under the
-current law. baseline--i.e., with no changes in tax or spending policy--this would happen without . -
crediting additional securities to either the Social Security or Medicare trust funds.

‘Figure 3: Medicare Flows under Presrdent s ProposalThe financial consequences of this transfer. are
'deplcted in figure 4 below. This graph first shows that by providing the additional Treasury secur|t|es
the solvency of the Hospital Insurance Trust Fund would be extended from 2008 to 2020. However,
the frgure also shows that the wammg to alter the imbalance between the
program’'s tax receipts-and benefltwt% It has been in cash deficit since 1992 and remains i a

castrdeficit even with the new Treasury secdrities. ThmeVanal
claims Mﬁwwu\enems T WO @

Figure4: Medicare Hospital Insurance Trust Fund Financial Outlook under President's proposal
Notwithstanding the fact that no real cash is exchanged, the transfer of additional securities to:
‘Medicare is a discretionary act with major economic consequences for the future financing of the Hi
program. As with Social Security, this proposal represents a fundamental shift in the way the HI
program is financed. It moves it away from payroll financing toward a formal commitment of future -
.general fund resources for the program for the future. The general -fund obligation would begin far
earlier than for Social Security. Specifically, the HI Trust Fund would begin drawing on the.general
fund to redeem these new securities in 2008 - well before the full reduction in publicly held debt and
associated benefits to the general fund will have been realized under the President'splan In addition,
this is 24 years before the Social Security Trust Fund would begin drawing. on the additional Treasury .
securltres that the President is proposing to grant to that program.
The transfer would constitute an explicit general fund subsidy. for the HI. program -.a subsidy- whose
_magnrtude is unprecedented for this program..This is true because the newly. transferred securities
wouId be in addition to any buildup of hlstorlcal payroll tax surpIuses Securities. held’ by the trust fund

"have always represented the value of the loan of its surpluses t6 the Treasury - annual cash flows in
excess of benefits and expenses, plus interest. Under the President’s proposal the value of securities -
held by the HI trust fund would exceed that supported. by earlier payroll tax surpluses and constitute
a new and unearned claim on the general fund for the future. In effect, the proposal would shift the 4

_financing of the HI Trust Fund to look more like that for the Part B Supplemental Medicat Insurance
(SMI) Trust Fund. The SMI portion of Medicare obtains 75 percent of its revenues from a genera|

‘ fund subsidy, with the remalnder supported by beneficiaries' premiums.

‘This is a major change in the underlying theoretical design of the HI program. Whether you ‘believe it
is a major change in “reality depends on what you assume about the likely future usé of general :
revenues under the current circumstances. For example, current projections are that the HI Fund will

. exhaust its securities to pay the full promised benefits in"20087:1f ‘you believe that this shortfall

wouId--when the time came be made up with general fund moneys, then the shift embedded in the

. Presrdent s proposaI merely makes that explicit. If, however, you belleve that there would be changes

in the benefit or tax structure of the fund instead, then the Presrdent S, proposal represents a very brg
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change. In this case, less of the long term shortfall would be addressed through future c4hanges'in the

{) program itself and more would financed through higher taxes.or spending cuts elsewhere in the

federal budget as a whole. Thus, the question of bringing significant general revenues into the
financing of the HI program is a question that deserves full and open-debate. The debate should not
be overshadowed by the accounting complexity and budgetary confusion of thMi.
In our view, the proposal carries some significant risks that should be carefully considered by the
Congress. One risk is that the transfers to both the Medicare and SocialSecurity trust funds would

“be made.regardiess of whether the expected budget surpluses are actually realized. The mounts to be

transTerred apparently would be written into law as-either a fixed dollar amount or as a percent of
taxable payroll rather than as a percent of the actual unified surplus in any given year. These transfers
would-have a claim on the general fund even if the actual surplus fell below the amount specified for
the transfers. However, it is important to emphasize that any proposal to allocate surpluses is

vulnerable to the risk that those projected surpluses may not materialize. Proposals making

permanent changes to use the surplus over a long period of time are especially vulnerable to this risk.

. The history of budget forecasts should remind us not to be complacent about the certainty of these

large projected surpluses. In its most recent.outlook book, CBO compared the actual deficits or,
surpluses for 1988-1998 with the first projection it produced five years. before the start of each fiscal
year. Excluding the estimated impact of legislation, CBO says its errors averaged about 13% of
actual outlays. Such a shift in 2004 would mean a surpius $250 billion higher or lower; in 2009 the

. swing would be about $300 billion. Accordlngly, we should consider carefully any permanent
" commitments that are dependent on the realization of a long term forecast.

The Compelling Need for Fundamental Program Reform : _a— : A
A more significant risk of the President's proposal is that to extend financial stability for
Medicare, it could very well undercut the incentives to engage in#rEaningful and fundamental reform

of the HI program - reforms which are vital to making the HI program sustainable over the long term.
Unlike Social Security, the HI program is already ' in.a negative cash flow position--payroll taxes
support 89 percent of spending now and will cover less than one-half 75 years from now. Even in the
short term, the Hl program’s annual outlays grow by several times the rate of general inflation. :
Although its growth has slowed in recent years, it remains one of the most volatile and uncontrollable
programs in the federal budget. According to CBO, the growth of Medicare-both HI and SMI- will
increase its share of the economy by nearly a full percentage point over. the next 10 years, from 2.5
percent to 3.3 percent of GDP in 2009. By contrast, the share devoted to Social Security is

projected to remain relatively flat during this period rising from 4.4 percent of GDP in 1999 to 4.7
percent in 2009.0ver the long term, the program's growth rates are more daunting. Absent any
changes, the combined Medicare program (i.e., Hl and SMI) is projected to more than double its
share of the economy by 2050 - from 2.7 percent now to 6.8 percent based on the Medicare

" Trustees' most recent best estimated assumptions. When.coupled with Medicaid, federal. health care

costs will grow to nearly. 10 percent of GDP by 2050, as depicted in figure 5. The progressive

“absorption of a greater share of the nation's resources for health is, like Social Security, a reflection ’

of the rising share of elderly in the population. However, health care growth rates also reflect the
escalating cost growth of health care at rates well exceeding general rates of inflation. Increases in the

- iumber and quality of health services fueled by the explosive growth. of medical tech‘nology has
- spurred much of this extraordmary cost growth in health care. Consequently, Medicare represents a

much greater and more complex fiscal challenge than even Socral Security over the onger term.
Figure 5: Med:care and Medicaid as a Share of GDP '

Th nt's proposal to strengthen the HI program is more percerved than real. Specifically, :
" while the H/Trust Fund Wit appear 16 have more resources as a result cf the Presrdent S proposai in

. realrt\; nothrng about the program has really changed.

“The proposal does! not represent program reform, but rather a supp!emental means to ﬁnancethe
Wtated di m proposed has more form than_substance.
at is most alarming is that the President's proposal could induce a sense of false complacency

about the financial health of the HI program. The impending insolvency of the HI program sends

e




important signals to policymakers that the program needs to be made more affordablé through benefit
~changes, revenue increases or both. The 2008 date has become an important cue to policymakers -
that could provide the impetus needed to make the hard choices necessary to-promote the solvency -
and sustamabmty of the HI program for the long term. Extending the life of the Hi Trust Fund without
"substantive program reform could be a recipe for delay and denial that could increase the ulti mate
fiscal and social cost of Hl program reform. At a minimum, the President's proposal is likely to create
“a public misperception that something meaningful is being done to reform the Medicare’ program.
Changes to the HI program should be made sooner rather than later. The longer meaningful action is
delayed, the more severe such actions will have to be in-the futu‘r_ejis the fastest growing sector of
the federal budget, early action to reduce Medicare's costs will have compounding fiscal benefits.,
Even if the rate of growth is not changed, reducing the base level of spending can produce outyear
dividends for the program's - finances. Moreover, acting now would allow changes to benefits and.
health care delivery systems to be phased in gradua!ly so that stakeholders and partmlpants would:

" have time to. adjust their saving or retirement goals accordingly. :

When viewed together with Social Security, the financial burden of Med'care on the future economy
takes on daunting proportions. As figure 6 shows, the cost of these two programs combined would -
nearly double as a share of the payroll tax base over the long term. Assuming-no other changes, these-
programs would constitute an unimaginable drain on the’ earnings of our future workers. This does not
‘even. inciude the financing challenges of the SMI program.Figure 6. Soc&a! Secunty and Medicare's
Hl Program as a Percent of Taxable Payroll

_ ., There is another reason to take early action to reform both Social Securlty and Medlcare ‘costs.

. (:f" educing the future costs of these programs is vital to reclaiming our future capac:ty as a nation to
Mddress other important needs-in the public sector. To move into the future without changes in the

] ) Social Security, Medicare, and Medicaid programs is to envision a very different role for the federal .

© " government. Assuming no financing or benefit changes, our long-term model {and that of CBO)
shows a world in 2050 in which Social Security, Medicare, and Medicaid absorb a much greater
share of the federal budget. {See figure 7.) Budgetary flexibility declines drastically and there is .
increasingly less room for programs for national defense, the young, infrastructure, and law
-- enforcemenit--i.e., essentially no discretionary programs at all. Eventually, again assuming no
program or financing changes, Social Security, health and interest take nearly all the revenue the
federal government takes in by 2050. This is true even if we assume that the entire unified budget
surplus is saved and these continued surpluses reduce interest from current levels. As shown in flgure
8, the picture below is even moredramatic if we assume the entire unified budget surplus is used.6 |
that scenario lower GDP and higher interest payments. lead to a world in which revenues cover oniy
‘Social Security, health and interest in 2030. And in.2050 revenues do not even cover Social Security
and federal health expend;tures alone! Although views about the role of government differ, it seems
unlikely that many would advocate a government devoted soIer to sendmg Somal Secunty checks

- and health care reimbursements to the elderly. .

. Figure 7: Composition of Spending as a Share of GDP Under "Save the Unified Surplus Slmglanon :
Figure 8: Composition of Spending as a Share of GDP Under "No Unified Surplus” Simulation
Mounting Pressures on'Medicare Spending Pose Challenges for Long- -term Program Viability
It is clear that real and substantive reform of Medicare is essential to achieving the. Ionsterm
solvency and sustainability the programi itself-'it is not a question of whéther, but when and how.
However, multiple factors complxcate and magnlfy the challenges involved in achlevmg such

. fundamental program reform.

'Substantlal growth in Medlcare spendlng will continue 10 be fue!ed by demographlc and
' technologxca! change. Medicare's rolls are expandmg ‘and aré prolected to increase rapidly. with the
retirement of the baby boom. Fro example, today's elderly, make up about 13 percent of the total

" population; by 2030, they.will comprise 20 percent as the baby boom generation ages. Individuals
" aged 85 and older make up the fastest growing group of Med!care beneficiaries. So, in addition to
" the increased demand for health care services due-to shger numbers, the greater prevalence of

chronic health conditions associated with aging will further boost utll;zatlon

. Compoundmg the cost pressures of serving.a larger and needier Meducare population are the' costs

associated with the. scientific breakthroughs for treating medical conditions and functienal limitations.

R
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Technological and treatment advances have resulted in more. services being provided to more
beneficiaries. These services can restore health, reduce pain, increase functioning, and extend lives.
Medical miracles abound, such as medications that reduce the permanent damage resuiting from
heart attacks, hip replacements that improve the health and quality of iife for many, and therapy
regimens that promote recovery from what previously would have been debilitating strokes. The
frequency and intensity of some high-tech services, however, may be of li muted clinical value or fail to
improve the quality of beneficiaries' lives, '

These technological advances feed the public's expectations that more health care is better Some
expect virtually unlimited services to treat any condition. However, the actual costs of health care
consumption are not transparent. Third-party payers generally insulate consumers from the cost of
care decisions. In traditional Medicare, for example, the impact of the cost-sharing provisions

_designed to curb the use of services is muted, because about 80 percent of beneficiaries have some

- form of supplemental health care coverage {such as Medigap insurance) that pays these costs.

The demographic spiral will increase health care needs over the foreseeable future, while .
technological changes have begun expanding health care demand. But of this demand, how muich are
"needs” and how much are "wants"? The distinction is blurred by the effect of scientific advances
making available new.treatmehts--whlch may. not be .universally applicable or necessarily ef_fectlve
while individuals continue to be insulated from thé full costs of care. At the same time, financial
incentives to expand service use fail to be held in check by reasonable assessments of what society

. can afford. :

" While these financial questlons loom, pressure is mountmg 10 update Med;care s outdated benefxt

design. However, domg so ¢carries with it the potentlal to exacerbate Medicare's spending '

trajectory. Consider the.case of prescription drug, coverage. In 1965, when the.program was first

* established, outpatient prescription drugs were not nearly as important a component of health care as

~ they are now. Used appropriately, pharmaceuticals can cure diseases, improve quality of life, and
substitute for more expensive services. Most private insurance opfions and Medicaid programs

recognize these advantages byincluding pharmaceutical coverage in their benefit packages. Many

seek to similarly modernize Medicare's benefits. However, this desired expansion comes at a time

when pharmaceutical companies are increasingly marketing their products directly to - )

consumers---raising the spectre that wants will grow well beyond actual needs. Thus, the questuon of

- whether to include prescription drugs in Medicare's benefit package illustrates the nmportance of
.affordability counterweights to moderate notions of health care wants.

BBA Reforms Overshadowed by Magmtude of the Problem -

~ The kinds of reforms needed to put Medicare on a more sustainable footing for the.future wm ,

‘ requnre hard choices. Real changes in providers' incomes and services to beneficiaries. will

undoubtedly be necessary. Substantive reform, not simple financing shifts among funds within the

budget-which have been all too frequent in the past as a way to delay the inevitable day of

reckoning-will be-required to address this daunting problem.

Let’s not kid ourselves-this will not be easy. The Balanced Budget Act of 1997. (BBA) |Ilustrates

" how challengmg reforms can be for this program. BBA contains what are prebably the most '

significant changes to Medicare since its mceptlon more than 30 years ago, yet it was never mtended'

" to subst;tute for Iong -term reform. . .

The changes will extend the HI trust fund s solvency to 2008 before the baby boomers even begm to
“draw on the. program. The changes will also resuit in an estlmated $385 billion in lower program.
expenditures over a 10-year penod thiough a combination of savings from constrained provider fees,
_ mcreased beneficiary payments and structural reforms. To make even these mcremental changes to
Medicare requnred substantial effort on the part of the Congress.

Effectlve implementation of the Act has proved daunting to the Health Care Financing Administration

(HCFA), as we have recently reported.7 Moreover, to the extent that these changes have produced’
new winners and losers among health care p'reviders,"preéshré?'to' undo the related changes are
growmg For example:introduction of prospectwe payment for certain Medicare services:
Prospective payment systems will alter how reimbursements are made to skﬂled nursing famhtxes, '
home health agencues hospntal outpatient departments, and rehabilitation facnhtles Rather than paymg 4'



largely whatever costs providers incur, the objective is to fix rates, giving providers incentives to
‘deliver care and services more efficiently. Our work in this area shows that weaknesses in-the design

-and implementation details could substantially erode the expected savings. Furthermore, over the past

. year, the Congress has faced intense industry pressure to revisit certain BBA provisions that. -: ‘
constrain payments to particular groups of providers.

Creation of Medicare + Choice: The BBA established this new program to encourage the expansaon
of managed care. It represents a first step toward the restructuring of Medicare from two '

- perspectives. The first addresses cost growth through increased reliance on private sector expertise -
and resources to control costs. The Medicare + Choice provisions addressing health plan and.
beneficiary participation reflect in part the expectation that increased managed care enrollment will
help slow Medicare spending. To date, Medicare managed care has failed to meet that promise
and, owing to payment methodology flaws, has actually cost the government more than if enrolled
beneficiaries had remained in traditional fee-for-service Medicare. The BBA attempts to correct this
problem by mandating several adjustments to Medicare's payments to managed care plans. These
are adjustments which industry representatives have sought to delay and which they clalm will lead to
less rather than.greater plan participation in. Medicare + Choice.8 : : , :
The second perspective touches on benef:c;ary expectations. In prmc:ple managed care can- reshape :
consumer behavior. The intent of Medicare + Choice is to provide beneficiaries a greater menu of -
plan choices that offer additional benefits, like prescription drugs, not covered in traditional
‘Medicare. Simultaneously, however, plans will attempt to manage care, thus resulting in beneficiaries
facing limits on both traditional and additional services. In this way, Medicare + Choice would
demonstrate that resources are constrained and that expandmg choice must involve trade-offs.

The BBA illustrates the temptataon to proceed down the slippery slope of federal treasury fundmg

‘rather than sticking with the more difficult task of attempting meaningful program or financing reforms. -
The act calls for reallocating a portion of home health spending from the HI program to the SMI
program. This is essentially an accounting exercise that moves obligations from the Hi trust fund
account to SMI. While this reallocation could position policy makers to develop additional structural
reforms for this benefit, the movement of home health payments from () to SMI alone generates little
net savings. Similarly, 1993 legislation increased the taxable portion of Social Security benefits and,
for all practical purposes, shifted this additmnal revenue to the Hi trust fund. These two shifts
illustrate a pattern of taking from Peter to pay Paul. ‘

The lessons learned so far from the BBA experience are twofold. Fxrst passmg the legrslatlon is a

bold first step, but remaining resolute and effectively implementing the provisions constitute an equally
challenging second step. Second, relative to the reforms necessary to align Medicare spending with
the nation's priorities for all spending, BBA's changes may represent only a minor excision when

major ‘surgery is required to assure the Hl program's solvency. The BBA did result in reduced costs
and cut the long-terra actuarial imbalance significantly. Nonetheless, the HI and SMI programs
together, are still projected to grow by nearly a full percentage point of GDP over the next 10 vyears.
The pressures that continue to drive health care spending upward are exacerbated by the undefmed
boundaries between what the nat:on and individuals want, need and can afford

Conclusions

Budget surpluses provide a valuable opportunity to capture si gnn‘lcant long -term gains to both

improve the nation’s capacity to address the looming fiscal challenges arising from demographic
change and aid in.the transutlon to a more sustainable Medicare program. The President's proposal
should prompt a discussion about the importance of the trust fund concept in drscuplmmg spending for

‘Medicare. The President's proposal is both ‘wideranging and complex, and it behooves us to clanfy
the consequences fot both .our nanonal economy and the Medlcare program,

A substantial share of prOjected budget surpluses over the next 15 years’ would be used to reduce

'publlcly held debt, providing demonstrable galns for our economic capacity to afford our future-
commitments. Saving a good portion of today's surpluses can help future generations of workers -
better afford the billowing costs of these commitmenits, “but we. must also reform the programs

. themselves to make these commltments more affardab e and sustamabie over the long term N
The transfer of surplus resources to the HI trust fund, which the admm:stratlon argues is necessary to

lock in surpluses for the future, would nonetheless constitute a major shift in financing for the



Medicare program. However, it would not constitute real Medicare reéform because it does not

modify the'program's underlying commitments for the future. Moreover, the proposed transfer may
very well make it more difficult for the public to understand and support the hard choices necessary
for the program's future viability.

Whtle meaningful reform is urgently needed, it will requ;re reshapmg the nation's perspectlve on health
care consumptiori and draw clearer distinctions between needs, wants, and affordability.

Complicating this effort is the nation's strong commitment to maintaining and even enhancing the .
_quality of and access to services. Further, we have a history of technological development, which
‘may in some cases make health care delivery more efficient or effective, but sometimes has-driven
“spending up without contributing significantly to the quality or length of life, o
Irrespective of whether the President’s proposal is enacted or not, the Medicare program is in need

of fundamental reform to assure its solvency and sustainability over the long term. There will be many
proposals to modify Medicare and to implement fundamental change. | would suggest the following
five criteria for evaluating these proposals. .
-- Affordability: Changes should ensure that the Medicare program consumes a reasonable share of
our productive resources and that.it.does not unduly encroach on other necessary public programs. or
private sector activities. Retaining the selffinancing feature of the Hl trust .fund will help instill the '
necessary fiscal disciplinethat | fear could be eroded through general fund subsidies for the program..
Shifting-excess expenditures from one sector of the budget to another or transferring the burden to

. different payers or future generations should not be construed as actions that will make the trust fund
solvent or future program commitments sustainable. Rather, there needs to be a fundamental
rethlnkmg of the incentives in the current program that promote mcreased mtensny and ut:hzat;on of
* services without sufficient consideration of their costs. Proposals that involve early action on
modifications to the program to take advantage of the compounding fiscal dividends of savings that
are achieved sooner should be preferred.
-- Equity: Reforms should not impose a disproportionate burden on partlcular groups of beneficiaries

or providers. It may be that correcting the distortions created by our current system requires
substantial reductions in utilization by certain groups of beneficiaries or of certain types of services.
Graduated implementation could make the burden of such shifts less onerous. -- Adequacy:
Beneficiaries should have appropriate access to health care services, regardless of their individual’
ability to pay. Further, the tradition of technology development, which has contributed greatly to
health and health care in this country, needs to be maintained in a manner that supports cost- effectnve
and clinically meaningful innovations that enhance the quality and length of life.

-- Feasibility: Reforming an entitlement defined in specified benefits rather than dollar terms must
mvolve changing the behavior of beneficiaries and providers. A proposal must contain the correct
array cf incentives to achieve necessary behavioral change. :

it must also involve mechanisms that an entlty like HCFA can |mp1ement and monitor. There must
also be provisions for a safety valve to recallbrate aspects when the mtermediate goals axe not
achieved. , : '
Acceptance Beneflcsarles, taxpayers, and providers must reach a consensus 6n any major
changes to ensure their long-term viability. The path for gettlng there must begin with steps that will
‘make program costs, which today axe.barely opaque, much more transparent to the public. Sufficient
beneficiary and provider education to the realities of the tradeoffs involved may facilitate their
acceptance ‘Further, a phasedapproach could help ease any dlsruptnons in serwces or mcomes while
‘garnering public approval
Applying such criteria will requi re a detailed understandmg of the pessxble outcomes and issues
- associated with the various eléments of proposals. We will be happy to work to provide the data,
" information,, and analysns needed to help. pohcymakers evaluate the relative merits of various
proposals and move toward agreement on much needed Medicare reforms
" The time has come for meaningful Medicare reform: Del jay will orily serve to make the necessary
changes more painful down the road. We must be straight with the American people, achlevmg the
.. goal of saving Medicare will requ:re real options and tough decisions to increase program revenues ‘
and/or decrease program expenses. There is no “free lunch."



We have an historic opportunity to deal with the temporary surpluses-available today and how we do
so could position us better to deal with the future. We also have an obligation to execute our fiduciary
‘responsibilities regarding the nation's fiscal health. This involves demonstrating prudent management
of the projected unified surpluses. At the same time, we cannot let the comfort afforded by these
temporary surpluses lull ns into complacency. Instead we must capitalize on this opportunity to.
.engage in serious entitlement reform.

We at GAO stand ready to help the Congress as you develop effective, equitable, and affordable

'solutions for Medicare reform. Working together, we can make a positive and lasting dlfference for
our country and the American people. FOOTNOTES: :

1 With the additional interest these new securities would earn, total assets held by the HI trust fund
‘would go up by over $1 trillion.

2 This may mean either using interest or the pr|ncrpal itself to cover the difference.

-3 Budget Issues: Analysis of Long-Term Fiscal Outlook (GAO/AIMD/OCE 98 19, October 22,

1997). . .

. +4 The "On- budget balance"” path assumes that any surplus in the non Social Securrty part of the
budget is "spent” on either a tax cut or spending increases or some combination but assumes the
current law path for the Social Securlty trust fund. Thus the surplus in the Social Security trust fund
remains untouched.until it disappears in 2013 after which the unified budget runs a deficit equal to the
SSTF deficit. The "Save the Surplus” path assumes no changes in current policies and that budget
surpluses. through 2024 are used to reduce debt held by the public. The "No Surplus” path assumes

- that permanent increases in discretionary spending and tax cuts deplete the surpIuses but keep the
budget in balance through 2009. Thereafter, deficits re- emerge as spendlng pressures grow.

5 The Presrdent aIso proposes to use about 13 percent of these surpluses to purchase stocks for,
Social Security. :

6 Our "No Surplus™ S|mulatxon is not a forecast but rather an |IIustrat|on of the implications of taking
fiscal actions that eliminate projected surpluses and the fiscal pressures posed by the aging of the
baby boom generation. This simulation shows ever- increasing deficits that result in declining '
investment, a diminishing capital stock, and a collapsing economy. In reality these economic

. consequences would inevitably force policy changes to avert such a catastrophic outcome.

7 HCFA Management: Agency Faces Multiple Challenges in Managlng Its Transition to the 21

Century (GAO/T-HEHS-99-58, Feb. 11, 1999). ‘ ‘

8 See Medicare Managed Care: Better Risk Adjustment Expected to Reduce Excess Payments

Overall While Making Them Fairer to Individual Plans (GAO-HEHS-99-72, Feb. 25, 1999). . \
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The Breaux-Thomas Proposal What Will It Mean for Medicare Beneficiaries?

- Introduction

In this document, Families USA analyzes the impact of the Breaux-Thomas
Medicare reform proposal on the 39 million elderly and disabled pedple served by
the Medicare program. We raise ten key ciuestions and provide answers based on

' what we currently know from the documents issued by the Med1care Commission '

and from its dehberauons

This analysis will be revised when the Medicare Commission completes its work.




The Bre:uw Fhomas Proposal

- What W

ill It Mean for Medicare Beneficianes!

Executive Summary

1. will Medicére beneficiaries still be
guaranteed the same benefits they
have today?

No. Under the Breaux-Thomas proposal, there are
no guarantees that beneficiaries will have the-
same benefits that they receive today. Each health
plan will have significant latitude, within
specified categories of benefits (such as in-patent
hospital care or home health care) to determine
the scope, duration, caps, and cost-sharing for
different services. As a result, private health plans
and insurance companies will have the'right to
design their benefit packages so that there are

limitations on services provided (such as capson -

hospital or home health care days), and
beneficiaries may be required to pay significant
amounts in copayments for those services. In
additdon, cost pressures will cause benefits to
erode over dme unless they are guaranteed by
law.

2. Are beneficiaries likely to pay more
than they do now?

Yes. The Breaux-Thomas proposal allows plans to
impose greater cost-sharing requirements on
beneficiaries. This can significantly increase the
overall Medicare-related costs faced by
beneficiaries compared to what they pay under
current law. Also, the lack of sufficient savings
and revenues in the proposal makes it likely that,
as health costs increase over time, the
government will reduce its subsidization of
premiums, shifting these costs to beneficiaries. In
.addidon, private insurance plans will pass on to
beneficiaries new costs for markedng, enrollment,
administration, and profits. '

'3. Do the structural changes being

proposed ensure Medicare’s long-term
‘financial stability?

" No. The Congressional Budget Office stated that it

could not determine how the Breaux-Thomas
proposal would affect costs. HCFA actuaries said
that restructuring the program to a premium
support model would achieve relatdvely small
savings. Hence, the Breaux-Thomas proposal will
result in significant soructural changes, with
potendally large unintended consequences, but -

- will not ensure the program’s long-term stability.

4. One in five Medicare beneficiaries is
eligible for financial assistance to
cover some of their Medicare costs.
Will they still be able to receive this

. help?

Not Clear. The Breaux-Thomas proposal states
that low-income protections will be the same as
under the current system. But many crucial
questions remain unanswered. Will premium
subsidies be provided to beneficiaries up to 135

- percent of poverty? Will these low-income

beneficiaries receive subsidies for their
deductibles and copayments as well? As

premiums and cost-sharing increase, will there be

a corresponding increase in the eligibility criteria
for such assistance? How will cost-sharing
assistance be determined when each plan
establishes varying copayment levels? What will
be done to provide assistance to the more than 5
million low-income beneficiaries who now are

. eligible for such help but don’t receive it? :
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5. Will Medicare beneficiaries be
guaranteed that the plan they signed
up for will have the same benefits and
doctors from year to year?

No. Under the Breaux-Thomas proposal, private
health plans will be able to modify the benefit
and cost-sharing features being offered each year.
Plans will also be able to modify the list of
physicians in their networks. Thus, plans will be
able to undertake so-called “bait-and-switch”
practices—luring people into plans based on

- attractive benefit and network features, and ‘
‘subsequently offering less favorable plan features.
The Breaux-Thomas proposal is silent on the issue
of what protections will be available to :
beneficiaries if they become dissatisfied with their
HMOs and want to return to traditional Medicare
or if their HMOs pull out of the market.

6. Will health insurance companies be -
able to discourage sicker or older
seniors or people with significant
disabilities from joining their plans?

* Yes. The Breaux-Thomas proposal gives general
authority to a Medicare Board to “protect against
adverse selection,” but the proposal contains no
specific steps to carry out this charge and does
little to define the authority of the Board. Since
the Board is being created partally because
Commission members oppose HCFA's more _
regulatory approach, there is reason to fear that
the Board may be less inclined to intervene
effecdvely against health plans’ “cherry picking.”
Under the Breaux-Thomas proposal, plans will
have a greater ability to design benefit packages
attractive to younger and healthier beneficiaries
that are inadequate for sicker beneficiaries. For
example, a plan may offer fitness classes but limit
home health services. This will enhance risk
selection and segregate Medicare beneficiaries
into some plans serving the young and healthy
and other plans for the old and frail.

7. Will beneficiaries have the same .
consumer protections they now have?

Not Clear. The Breaux-Thomas proposal provides
no assurance that the same consumer protections
thart exist in the current program will be in place

‘and, if they exist, how they might be enforced.

8. Will the many beneficiaries who
" depend on traditional Medicare be
guaranteed that it will remain viable
- and affordable? ' '

No. The Breaux-Thomas proposal makes |
wadidonal Medicare compete with private plans.
It allows private sector plans to offer benefits that

_are attractive only to younger, healthier

beneficiaries and to limit benefits needed by those

. in poor health. Tradidonal Medicare will then be
the choice of older and sicker beneficiaries, .

making its premium increasingly expensive. At
some point the premium for traditional Medicare
may become so expensive that enrollment .
declines and the program becomes unsustainable.

9. Will all Medicare beneficiaries héve a
prescription drug benefit?

Not Clear. The Breaux-Thomas proposal identifies
prescription drugs as an “open issue” that sdll

‘requires resoludon.

| 10.Will more older people become

uninsured?

' Yes. The Breaux-Thomas proposal gradually

increases the eligibility age for Medicare from 65
to 67 years of age. As a result, many 65- to 67-
year-olds would become uninsured. Research
indicates that as many as 1.4 million people will
be left without any insurance or will be seriously
underinsured. Over time, more people will lose -

coverage as emplovers continue to drop retiree

health coverage.
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- Ana.lysis

1. Will Medicare beneficiaries still be guaranteed the same beneﬁts they have
today? : :

Today, Medicare beneficiaries are guaranteed a specific set of benefits. The scope of these
benefits, their duration, and the cost-sharing requirements related to them are all specifically |
defined in law. These benefits include hospital care; skilled nursing care; home health care;
hospice care; physician services; inpatient and outpatient medical and surgical care; physical, .
occupational, and speech therapy; and diagnostic and laboratory services. Qut-patient
prescription drugs are not xnduded and. most experts acknowledge that this gap needs to be
filled. \ - :

Not only are specific benefits promised, but beneficiaries can rely upon actually receiving .
those benefits. Data from the 1995 Medicare Current Beneﬁaary Survey indicate that only 4
percent of Medicare beneficiaries reported trouble gemng care.!

The B_reaux-Thomas proposal does not préw’de a clear guarantee of benefits. Commission
documents describe a requirement that health plans provide the same categories of benefits
offered in traditional Medicare; however, health plans could vary the scope, duration, and cost-
sharing requirements of benefits in each category.* The failure to provide a statutory guarantee
of precisely defined benefits would leave beneﬁcanes vulnerable to erosion in the value of
benefits over time as health care costs increase. For example, health plans could reduce

reimbursable hospital days or place a dollar limit on speaalty care. At the same time, cost-
sharmc amounts are likely to rise. (See Quesnon‘ #2.) - ‘

Under the Breaux-Thomas prop()sal, the precise design of benefit packages would lie
within the purview of a new Medicare Board vested with the authority to negotiate premiums :
and approve benefit packages. Medicare would be modeled after the Federal Emplovees Health-
Benefits Plan (FEHBP). One can look to the Office of Personnel Management (OPM), which
- performs the same tasks ascribed to the Medicare Board, for insight on benefits. Although OPM
has a policy of minimizing variation in FEHBP benefit packages, a _great deal of variation is still
permitted. FEHBP plans vary in actuarial value by as much as 31 percent—an indication of
" significant differences in the type, scope, and duration of benefits.? | |

Although the Breaux-Thomas plan models Medicare after FEHBP, details of the proposal
are vague enough that a host of important questions remain unanswered. Will all plans provide a
broad -array of benefits, including hospital, physician, outpatient, laboratory, skilled nursing care,
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home care, and prescription drugs? Will these benefit categories be pféécribed in law? How
much can plans limit the duration of important benefits such as home care or hospiral days? How
-~ much authority or statutory obligation will the Medicare Board have to limit variation in the

- value of benefit packages and enforce its goals for benefit design? Will traditional Medicare
continue to have a statutorily mandated package of benefits defined in scope, duradon, and cost-
sharing requirements, or will tradidonal Medicare negotate beneﬁts with the Medicare Board.
like other health plans? '

2. Are beneficiaries likely to pay more than they do now?

Under the current Medicare system, the amount beneficiaries pay in premiums and cost-
sharing (copayments and deductibles) for the Medicare benefit package is limited by law. * For
physician and other Part B services, Medicare beneficiaries pay a premium of $546 a year and
. copayments of 20 percent of physician services after meeting a $100 deductible. For hospital -
services, beneficiaries pay a deductible of $768 for each episode of hospitalization, no copayment
for days 1-60 in the hospital, $192 daily for days 61-90, and $384 daily for days 91-150. No
copayment is required for home care. Currently, beneficiaries pay an average of one ﬁ&h of their
incomes in out-of-pocket costs.?

A Under the Breaux-Thomas proposal, there is reason to expect that, over time,

- benefidaries in both wraditonal Medicare and the new private plans will pay more in real dollars
for premiums, cost-sharing, or both than they would pay for the same benefits they have today.
Tms is because the proposal is likely to result in cost-shlfmng to beneficiaries.

The Breaux-Thomas proposal attempts to save money by forcing health plans to compete
with each other for Medicare’s business. The proposal is based on the theory that a system of
competing health plans will be more efficient than the current Medicare system. While experts
debate whether savings can be achieved from competton and, if so, how much, there is general
agreement that any savings from compettion alone will not be enough to sustain the program
through the huge influx of baby boom redrees. (See Question #3.)

‘Unless addidonal revenues are provided for the Medicare program to supplement any
savings realized through competition, there will inevitably be a shortfall in funding. Under -
Breaux-Thomas, there are a number of ways the government can address this shortfall: it can .

‘reduce benefits (see Question #1); it can increase cost-sharing; and it can ratchet down its
contribution to the costs of Medicare prermums All of these mechanisms shift costs on to
beneficiaries.
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Increased Cost-sharing in the Premium Support Model: Because the proposél
aliows the benefit package to vary, the Medicare Boardvcould allow health plans to increase cost-
sharing requirements on beneficiaries (or reduce benefits). When health plans submit bids each
year, the Board has the power to approve benefit packages, including co-payments and 4
deductibles (as well as dollar and time limits on benefits). Allowing health plans to increase cost-
sharing (or curtail the scope and ciurauon of beneﬁts) shifts the burden of increasing costs onto
beneficiaries.

Increased Cost-sharing in Traditional Medicare: In the Bréaux-Thomas proposal,
cost-sharing would rise in traditional Medicare for the majority of beneficiaries in a given year.
For the traditional Medicare fee-for-service plan, the proposal calls for a combined deductible of
$350, which would replace the existing Part B deductible of $100 and the hospital ‘deducr.ible of

. §768. The combination of the two deductbles into one means that most beneficiaries—the 80

percent who are not hospitalized in a given year—will have higher out-of-pocket costs. They will
pay $250 more than they pay today. The proposal also imposes new.copayments of 10 percent
for home care visits and in-patient hospital care. A provision in the p'roposal to restrict Medigap

© first-dollar coverage of cost-sharing would Iumt the options seniors have to protect themselves
agamst growing out—of-pocket expenses

Decreased Government Contnbutxon Under the Breaux-Thomas proposal, heak.h
plans submit bids to the Medicare Board, and the Board calculates the average premium. This
~ average becomes the “benchmark” premium. (The traditional fee-for-service plan, hke private
plans, would submit a premium bid.)

, The federal government would pay an average of about 88 percent of the benchmark
premium toward the cost of the health plan chosen by each beneficiary. Beneficiaries would pay
~ the remaining amount—about 12 percent. (This 12 percent beneficiary contribution was based
on the amount of Medicare's per capita expenditure that beneficiaries are scheduled to pay in
Part B premiums after the Balanced Budget Act is fully implemented in 2002.) The actual
contribution by any individual benefidary would be detenmned by a formula based on the
benchmark premium (see below).

The government could reduce its contribution by adjusting the underlying formula. This
could be done in three ways: 1) directly decrease the percentage of the benchmark premium that
the government contributes for each beneficiary; 2) lower the benchmark premium upon which
~ the government contribution is based; or 3) change the mcennves in the formula to encourage

- enrollees to choose low-cost plans. '
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1) Directly decrease percentage: The first method is easy to understand. Instead of ,
contributng an average of 88 percent of the beneficiary premium, the government could lower
its average contribution to 75 percent or 60 percent. Cost-containment that is this direct and
- transparent would be politically chfﬁcult however. D | K

n - 2) Lower the benchmark: A more stbtle approaéh is to lower the percentile of the
benchmark premium on which the government conaibudon is based. For example, instead of -
using the average premium (at the 50% percentile of all premiums) to determine the federal
contribution, the government could use a benchmark premium that falls at the 25 percentile. or
even the lowest cost plan in a region. Asa result, beneficiaries would have to pay more to stay in -
a ngen plan.® ‘

3) Change the incentives: An éven subtler way of shlfnng COSTS to the beneﬁcxarv is to

create incentives in the formula so-that beneficiaries themselves drive down that contribution bv

choosmg lower-cost plans. If more people choose lower-cost plans, then the benichmark prermum
is likely to decline and bring down the government contributon with it, as described above.

Commission documents describe a formula that encourages beneficiaries to choose lower-
cost plans: for plans with premiumé below.85 percent of the benchmark, beneficiaries would pay
nothing. For plans with premiums above 85 percent of the benchmark but below 100 percent, '
beneficiaries would pay 75 percent of the additional costs. For plans with premiums above 100 .
percent of the benchmark, beneficiaries would pay the full pordon of any additonal amount.” ’

BecaAusAe most beneficiaries are likely to remain in the traditional fee-for-service plan at,
the outset, at first the benchmark premium will be close to or the same as the traditional plan..
However, if more seniors move out of ‘the traditional plan as intended by the reform proposal, -
the benchmark premium will change to reflect the cost of the plans they choose. This is because
the benchmark is not a simple average but a welghted average meamng itis mﬂuenced by the
number of people in each plan. ’

Beneficiaries are likely to choose plans that do not cost them anything—those at 85
pércent of the benchmark. This is especially true because the government will only pay 25~
percent of the added cost of plans between 85 and 100 percent of the benchmark and nor.hmg
bevond that. People chcosmg plans with such low prenuums w111 either receive Iesser coverage

. pay more in cost-sharing, or both. '
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As the declining benchmark drives down the government contribution to premiums,
people who want to keep the same level of benefits will have to pay more out-of-pocket. Unlike
private plans, traditional Medicare will be unable to reduce benefits to stay competitive and will
become increasingly expensive. Beneficiaries who lie in areas served only by traditional Medicare
- will have no choice but to pay more out-of-pocket.

3. Do the structural changes being proposed ensure Medicare’s long term |
- financial stability?

The pufpose of the Medicare Commissicn was to develop ways to ensure the furure
finandal stability of Medicare. The Balanced Budget Act (BBA) charged the Commission with
analyzing solutions “that will ensure both the financial i mtegnty of the Mechcare program and the
provision of appropnate benefits under such program.” : a

The Breaux—"fhomas proposal to transform Medicare into a market-based model will have -
many unpredictable and unintended consequences and yet will not generate significant savings.
Over the past two-and-a-half decades, public and private sector health costs have increased at -
similar rates: between 1970 and 1996, average annual spending growth per enrollee was 10.8
percent for Medicare and 11.3 percent for private insurance.’ And future per capita growth in -
Medicare spending is projected to be lower than growth in the private sector for the next several
years, partly because of measures in the BBA that reduce excess payments to providers.”® In
examining the finandial impact of the Breaux-Thomas proposal, HCFA's Office of the Actuary
found that long-term savings from the BBA measures and from premium support were similar: : '
extending the BBA prowsxons saves $12.2 billion in the year 2009 and premium support saves
$11.4 billion that year.! :

Given current policy, Medicare will experience a long-term shortfall that market forces-
under the Breaux-Thomas proposal will hardly affect. That shortfall will not be due to Medicare’s
inability to control per capita costs, but will result largely from growth in the number of
- beneficiaries. In the absence of other savings ér increased revenues to restore Medicare’s
financial balance, the Breaux-Thomas proposal will shift costs to beneficiaries. The plan’s design
provides convenient tools for the government to limit its costs. As discussed in Questions #1 and ’
#2, the government can reduce its contribudon to premiums and allow plans to increase cost-
sharing or reduce benefits. All result in higher costs for beneficiaries. |
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o 4;" One in five Medicare beneﬁciarieé is eligible for financial assistance to cover
. some of their Medicare costs. Will they still be able to receive this help?

A number of Medicare “buy-in” programs now exist to help low-income beneficiaries.
Under the Qualified Medicare Beneficiary (QMB) program, beneficiaries with incomes up to 100
- percent of the federal poverty level are entitled to full coverage of their Medicare premiums,
deductibles, and co-payments, pald for by the Medicaid program. Under the Specified Low-
- Income Beneficiary (SLMB) program, those with incomes between 100-120 percent of poverty
are entitled to Medicaid coverage of their Medicare Part B premiums (but not their cost-sharing).
And, under the Qualified Individual-1 (QI-1) program, those with incomes between 120-135
percent of poverty are eligible for—but not entitled to——‘vIedlcald coverage of their Part B
premiums from a pool of limited fundmg avmlable ona first-come ﬁrst—served basis.

Whﬂe the buy-ln program has helped rm]hons of seniors afford health care, it has serious
administradve flaws that prevent millions more from recemng benefits to which thev are
entltled Currently, nearly 10 million beneficiaries are eligible for a551stance under
QMB/SLMB/QI-1, but fewer than 5 million of them receive this assistance.'?

* The Breaux-Thomas p:oposél would continue the current buy-in program—a program |
that has been ineffective in reaching those who need the benefits. The current system is hindered
by a division of administrative responsibility among several federal regulatory bodiesand =~ |
between federal and state governments. Funding is divided between the federal and state
governments, creating a disincentve for the states to help make the program work. An exremely
cumbersome application process intimidates many eligible beneficiaries. The Breaux-Thomas
proposal does not make clear how thése problems would be solved. ' |

The proposal is vague about how the buy-in program would be unplemented ina
premium support model. The proposal does not explicitly define who would be eligible under the
premium support program. Unless people at or below 135 percent of poverty are included, as
under the current QMB/SLMB/QI-1 programs, these low~1ncome beneﬁc:anes would be forced to
pay a potentally unaffordable prexmum S o |

Another concern is how the ABreaux*Thomas proposal would cover cost-sharing
requirements for low-income people. Since the Commission’s proposal allows health plans to
determine scope, duration, and dollar caps for plan benefits, it is unclear how the cost-sharing
protections would be structured. Would it be determined on a plan-by-plan basis, with different.
cost-sharing protections for en.rollees in different plans? Who would decide about the size of the
protections—the Medicare Board, health plans, HCFA, the'states, or some other entity? Without
details about this structure, it’s hard to determine whether low-income beneficiaries will receive
the protections needed to.keep Medicare affordable. s ‘
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5. Will Medicare beneficiaries be guaranteed that the plan they sign up for will
have the same benefits and doctors from year to year?

A goal of the Breaux-Thomas plan is to shift increasing numbers of beneficiaries into
managed care plans. As described in Question #1, beneficiaries in traditional Medicare enjoy the -
security of legislatively guarantéed benefits that are consistent from year to year. An act of
Congress is required to change the benefit package. Even though there are gaps in benefits, the
constancy of benefits enables benefidiaries to arrange for supplemental coverage. Additionally,
virtually all physicians accept Medicare patients, and most accept Medicare's payment rate
without billing additional amounts to beneficiaries. Thus, beneficiaries have virtual certainty that
they will be able to maintain relationships with their doctors over the years.

Beneficiaries in HMOs, however, have less certainty. They cannot be sure that their plans
will remain in the Medicare program, that benefits will stay the same in scope or duration, or-
that the same panel of doctors will be available in a given plan from year to year. For example,
diabetics who rely on a set number of home care visits or a certain amount of dietetic counseling
. and physical therapy will be at risk if their health plans are permitted to reduce benefits in these
areas. Patients can suffer disruption in care if their doctors are dropped from health plans or
leave due to intrusions into padent care. Involuntary change of physicians is especially
dxsconcertmg to patients undergoing long term treatment, as is the case with much of the
Medicare populanon

. Béneﬁciaries are éspecially hard hit when health plans leave the market altogether.
Nearly 100 plans recently pulled out of Medicare+Choice or dropped counties from their
coverage areas, affecting 450,000 Medicare + Choice beneficiaries—about seven percent of ‘
Medicare+Choice enrollees. These beneficiaries were forced to find another health plan in their
area that provided the benefits they required—or they could return to traditional Medicare and
s'earch for a supplemental policy that provided those benefits. About 50,000 of the'b'eneﬁdaries;
who were dropped live in areas with no other HMOs. Currently, insurers are required to issue 4
of the 10 standard Medigap plans to beneficiaries whose HMOs leave the market. Unfortunately,
nofle of these plans offers prescription drugs. The law also permits beneficiaries to return to
Medigap plans in which they were enrolled within the previous year. '

Under the Breaux-Thomas proposal, the ability of beneficiaries to rely on consistent
availability-of plans, benefits, and physicians is likely to decline. If plan oversight decreases from
the current level, the potendal for unscrupulous plans to engage in subtle bait-and-switch
markedng tactics would increase. Plans could offer more desirable benefits at first, and decrease
or change these in subsequent years. The Breaux-Thomas proposal’s creation of a Medicare
Board to supplant HCFA is rooted in an anti-regulatory environment and is, in part, a response to |
crides of HCFA's regulatory efforts. The proposal does not describe what the Board’s membership
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will be or how it will hold plans accountable. The proposal also does not describe the Board’s ’
regulatory powers and enforcement mechanisms. Thus, there is no assurance that the Board will
be an effective overseer. In addition, the proposal fails to address access to Medigap coverage for
beneficiaries who leave HMOs either due to dissatisfaction or plan termination. -

‘6. Will health insurance companies be able to discourage sicker or older seniors
or people with significant disabilities from joining their plans? ‘

Several factors allow health plans to discriminate against sicker people who incur high-
costs. These include the ability to vary benefits packages, and lax oversight by regulators. In
addition, the technology for risk-adjusting premiums is in its infancy, and therefore is of little
* help, so far, in minimizing “cherry picking.” " I '

Currently, Medicare HMOs are limited in how they can use benefit design to select better
risks because they must provide Medicare’s defined benefit package. HCFA exercises some ‘
regulatory oversight by approving health plans’ marketing materials for consistency and
comprehensibﬂity. And a risk adjustment system to improve the accuracy of payment rates to -
HMOs is being phased into Medicare+Choice. ' "

. Despite these restrictions, Medicare HMOs today are able to avoid high-risk beneficiaries
to some degree. A significant body of research shows that the beneficiary population enrolled in
Medicare HMOs is healthier—and therefore less expensive—than the Medicare population.as a
whole. For example, a study by the Physician Payment Review Commission (now the Medical
- Payment Advisory Commission, MedPAC) found that beneficiaries enrolling in HMOs had lower-
than-average costs while beneficiaries disenrdlling from HMOs had higher-than-average costs.
MedPAC estmated that HMOs were being overpaid about §2 billion annually, given the relative
low health risks (10-12 percent below average) of their enrollees.'* The Congressional Budget
Office and Mathematica Policy Research also conducted studies showing that HMOs were »
overpaid because their populations were healthier than other Medicare beneficiaries. If HMOs -

- are able to avoid risk in a program requiring standardized benefits, it seems clear there will be an
increase when flexibility in the benefit package is introduced under the Breaux-Thomas proposal.

The Breaux-Thomas proposal offers few details about how risk selection will be
prevented. The proposal gives general authority to the Medicare Board to “protect against .
adverse selection” but contains no specific steps to carry out this charge. If the proposal does not
require a precisely defined benefits package, health plans would have increased ability to use
benefit design to target healthier beneficiaries and discdurage enrollment by those who are sicker
and costlier. For example, health plans might offer plenty of fitness classes while limiting home
‘health care. The extent of benefit-driven risk selection will also depend on the authority and ‘
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- willingness of the pfoposed Medicare Board to limit benefit variation among plans. The Breaux-
Thomas proposal calls on the Board to do this but does not spec:va how it will hold plans
accountable.

Also unclear is what authority and resources the Medicare Board will have to oversee the
marketing behavior of health plans. Throughout Commission deliberadons, Commission -
members and witnesses expressed a strong desire to curtail HCFA's reoulatory oversight, an
indicadon that the Board’s overs1ght authority may be drcumscribed.

The Breaux-Thomas premium support proposal depends on risk-adjusted reimbursement
to health plans, bur the ability of risk adjusters to accurarely predict health plan costs and to pay
plans enough (but not too much) is uncertain at best. Furthermore, implementing effective risk
adjustment will be difficult in the face of industry opposidon. The industry charges that the data
collection required for good measurement of health status—a critical variable in risk
adjustment—will be burdensome and that any overall reduction in payments would be unfair.
While the Breaux-Thomas proposal calls for using health status as a risk adjuster, it does not
specify how to measure it. Moreover, the proposal states that health status adjusters should avoid
* “unwarranted administrative burdens that could affect varying types of plans’ ability or
wiilingness to offer coverage,” undermining the likelihood of effective risk adjustment. ™

7. Will beneficiaries have the same consumer protections they now have?

Currently, Medicare+Choice beneﬁciaries are covered by a number of consumer
protections that help to ensure that they receive the benefits to which they are endtled. These |
protections include the following: | ‘

» Medicare has adopted the “prudent layperson” standard for emergeni:y care, and
beneficiaries are protected against cost-sharing when they appropriately seek care from noﬁ-
" plan providers. In addition, health plans must respond to requests for pre-approval of out-of-
plan post-stabilization care within an hour of the emergency.

- o Medicare specifically prohibits discrimiharion on the basis of medical condidons, genetic
-~ information, and evidence of insurability. Additionally, it prohlbxrs terminadon of coverage
for those who develop end-stage renal disease. o !

*  Women are entitled to use the services of a qualified women's health specialist for routine
and preventive care, without seeking prior authorizadon from a primary care physician.
Individuals with complex medical conditons are entitled to an assessment of their condidon

“within 90 days of their enrollment in the plan ‘ ‘
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s Health plans that terminate their contracts with-Medicare must notify enrollees at least 30
. days before the termination is effective, and plans must distribute to enrollees mformanon
about alternatve plans and Medlgap services in their area.

. Beneﬁciaries iri Medicare +Choice plans have the right to full disclosure of health plan” '
policies on benefits, cost-sharing, available providers, and methods used to reimburse.

- providers. Physicians must be able to tell patents about all available treatment opdons .-
- without any consequences or restrictions. ‘ .

. 'VIedxcare plans must abide by a detaﬂed 1ntema1 appeals system for payments and demals
~ and a grievance system. Appeals for denial of service must be resolved in 60 days and
expedited for urgent health matters. Each beneficiary is entitled to appeal through the Center
. for Health Dispute Rfesohition and, depending on the cost of the claim, to judicial review. *

The Breaux-Thomas proposal fails to itemize any protections for Medicare beneficiaries. It
- creates a new Medicare Board, which would replace HCFA in administering the preinium support
- system. The proposal states, “The board will have the authority to ensure financial and quality,
standards, protect against adverse selection, approve béneﬁt, packages, negotiate premiums; |
compute payments to plans (including risk and geographic adjustment), and provide informaton
to beneficiaries.” The propo‘sé.l‘ also states, “It {the proposal] would allow for a blend of existing
- government protections and market-based competition.” The lack of specificity about consumer
protections in the proposal raises doubts about whether consumers will retain their current :
pfdtections and whether any such protections will be adequately enforced. The answers depend
on how the Medicare Board interprets its duties, how it hold plans accountable, and what powers
of enforcement the Board has at its disposal. ‘

© 8. Will the many beneficiaries who depend on traditional Medicare be
guaranteed that it will remain viable and affordable? -

' About five out of six Medicare beneficiaries rely on the traditional prograrn and the |
Congressional Budget Office projects that half of beneficiaries will continue to rely on the -
program by 2030.' Beneficiaries in the traditional program enjoy unfettered access to vmtually
any physician. Those who are chronically ill, in particular, tend to choose traditional Medicare
over HMOs. (See Quesnon #6.) Thus, traditional Medicare funcnons as-a safe haven for those !
beneficiaries who need more complex care or who worry that HMOs will inappropriately skimp
on care. And the traditional progi‘am is financed independently of Medicare HMOs. o
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The Breaux-Thornas proposal would requu-e wradidonal \erdlcare to subzmt a prermurn -
" bid and compete with private plans. A recent version of the Bréaux-Thomas proposal states, “’E he
traditional government-run fee-for-service plan will be preserved and improved so that it can
compete with private plans,a.nd to ensure that it remains a viable, affordable option forall
beneficiaries.”"” The viability of the traditional Medicare plan will depend on a number of
facrors, including the degree of risk selection among all plans and the flexibility given to HCFA to
manage the fee‘fnr—senfice plan to enable it to compete veffectively. :

‘ Beneﬁt des1gn is one way in which health plans attempt to select better risks. If A
traditional Medicare offers more of the type and level of benefits needed by sicker beneficiaries

than private plans do—home health care, for example—then it is likely to attract. sicker and mgre -

expensive beneficiaries, making its premium increasingly ex_pensi\(e. At some point, the premium
. would become so expensive that enrollment wotuld decline and traditional Medicare could no v

~ longer stay in operadon. For example one of the models recently developed by the Urban
Instrute pro;ected that, under a premium support system out-of-pocket costs in the. traditonal ,
. Medicare plan could rise to nearly 40 percent of income in 2025 ** — double what they now pay

In addition, while the Breaux-Thomas propnsal calls for ‘premiums to be risk-adjusted so |
that plans with sicker enrollees are'paid more, risk adjusnnent is an undeveloped scxence (See
Quesnon #6.). ' o : . S ;f

The ability of traditional Medicare to compete with private plans will also depend on the
management flexibility Congress is willing to give HCFA. Currently, HCF.efs administrative ‘
authority is dghtly scripted by Congress. To purchase almost any service—from physician and |
hospital services to home care or laboratory services—HCFA is required to contract with any
licensed provider. Beneficiaries and phymcans may choose among any of these providers. HCPA
is not permitted to harness its purchasmg power to select contractors who agree to lower prices.
Together, these contractors constitute a strong political constituency, and Congress has been-

" unwilling to change the law so that HCFA can selectively contract. Courts have generally upheld \
the due process rights of contractors Whom HCFA has refused.” ‘ : .-

* The Breaux-Thomas proposal wcnld give HCFA these types of management tools:
enhanced demonstration authonty, flexible purchasing atithority, compettive bidding,
‘negotiated pricing authority, selecrive contracting and preferred provider arrangements.” Suc_h
changes may enhanee effidency and achieve savings. ‘ |
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9. Will all Medicare beneficiaries have a prescription dx;ug benefit?

- While a Medicare prescription drug benefit would be expensive,.drug therapy is an
integral part of modern health care and drug coverage is'essendal to the credibility of any
" Medicare reform proposal. Ourpatient drugs alone consume an increasing portion of total health
expenditures—6 percent now and rising to 8 percent by 2007. The elderly make up 12 percent of
" the entire population, but they use one-third of all medicadons, and three out of four Medicare
beneficiaries regularly use more than one prescripdon drug.*® While Medicare beneficiaries suffer
disproportionately from chronic conditions that require drug therapy, beneficiaries have less
prescripdon drug insurance than the employed population. Today, beneficiaries pay out of their
pockets for more rhan half of all prescription drug e:ipendirures. |

The Breaux-Thomas proposal 1denuﬁes presmpuon drugs as an “open issue” that still
requires resolution.

10.Will more older people become uninsured?

Todav Americans age 65 and above are eligible for Medicare benefits. Because of
\/Iechcare virtually all elderly Americans have health coverage, while 43 million non-elderly
Americans lack coverage. In fact, the number of non-elderly people without coverage has risen
steadily over decades, and the trend is expected to continue despite a prosperous economy.

The Bréaux-'l"hbmas proposal recommends raising the eligibility 'age to 67. The issue has
a life of its own beyond the Medicare Commission, however. In 1997, the Senate Finance - '
.Committee voted to raise the age from 65 to 67.

Raising the ehgﬂnhty age wxll cause more people to lose insurance coverage Uprto 1 ?
million people ages 65 and 66 could be left uninsured or seriously underinsured.! A 1arge
number of 65-66 year-olds would be left without coverage because of their decreased access to
both employer-sponsored and individual coverage. After the age of 50, the percent of workers
who are offered employer-sponsored coverage declines. While 82.9 percent of individuals ages
25-34 are offered coveraoe through their employers, only 74.2 percent of individuals ages 60-64
are offered coverage. #

Employers have reduced retiree coverage steadily over the past decade, and the trend is
expected to condnue. A recent survey of large emplovers (those with more than 500 workers) -
found that 40 percent offered retiree health benefits in 1993 but only 31 percent did so in l
1997.7 In additon, premiums for retiree insurance are rising dramadcally. These devéiopmems
are partof a gene:él diminution of employer-sponsored health coverage in the face of rising
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costs. Because retirees do not make a current contributon to firm productivity, their health
benefits are more vulnerable to curtailment than those of current employees. For all these
reasons, the trend toward reduced retiree coverage is expected to continue.

Newly ineligible 65- to 66-year-olds would have to fend for themselves in procuring
health coverage in the individual insurance marketplace, where coverage and costs are based on
' individual health status. Many of these seniors would be rejected outright by insurers or charged
extremely high premiums they could not afford. Even if these seniors were permitted to buy i mto
Medicare low-income individuals would need subsidies to afford the premium. '

: Raising the Medicare eﬁgibility age woﬁld_achieve some limited savings. However, these
savings would be offset by the increased costs incurred by seniors who delay health care until
they are eligible for Medicare. In sum, the savxngs achleved by mcreasmg the eligibility age come
at a steep price.
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OVERVIEW Lim: ed

The aging of the baby boomers will place unprecedented demands on the Medicare
program. Between 2010 and 2030, the elderly population will grow at an annuat rate
of almost 3 percent, rising from 39 million to 69 million. Medicare costs are likely
ta grow considerably faster than program enroliment because costs per beneficiary
are also likely to increase rapidly. To reduce the growing share of the nation’s
resources that the Medicare program would otherwise absorb, major policy changes
are necessary to slow the rise in costs per beneficiary. ~

The Bipartisan Commission on Medicare Reform is considering a premium
support model as a basis for restructuring the Medicare program. That approach,
which adopts some of the attributes of the Federal Employees, Health Benefits
Program (FEHBP), is intended to produce greater competition among health plans
serving the Medicare population and greater choice for beneficiaries. A premium
support system that resulted in effective price competition among health plans would
have the gotcntial to lower Medicare's costs. '

BACKGROUND

Under current law, Medicare beneficiaries may enroll in the traditional fee-for-
service plan or in private health plans that serve Medicare beneficiaries in the
Medicare+Choice (M+C) market. The large majority of enrollees have chosen to
remain in the fee-for-service program, but the Congressmnal Budget Office (CBO)
projects that the percentage of beneficiaries in private plans will double over the next
10 years, rising from 15 percent in 1999 to 31 percent in 2009. By contrast, more
than 85 percent of workers with employer-sponsored health coverage are currently
in some form of managed care plan.

Most beneficiaries in the traditional program have some form of supplemental
caverage to pay for their deductibles and copayments. Almost one-third of those
beneficiaries pay for private medigap insurance; a similar proportion obtains
supplemental coverage as aretirement benefit from formeremployers. Supplemental
coverage raises Medicare’s costs because beneficiaries who do not face cost-sharing
requirements use roore of the services covered by the program. Medigap premiums
are rising rapidly, however, and employers are becoming less willing to provide
coverage for retirees. Those factors will contribute to growth in the proportion of
beneficiaries enrolling in managed care plans that have low cast-sharing requirements
and provide additional benefits, such as prescription drug coverage.

Before enactment of the Balanced Budget Act of 1997 (BBA), Medicare’s
payments to health plans were based on average fee-for-service costs in each county.

1
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That system resulted in wide variations in payments to plans and considerable
volatility in payments from year to year. It also meant that plans had incentives to
compete on the basis of the benefits they covered rather than on price.

The BBA introduced Medicare+Choice with the intent of reducing payment
variation and volatility. In each county, the payment that health plans now receive
15 the highest of:

o A blend of the local rate and a price-adjusted national average rate,
o A floor amount; or
> A rate 2 percent higher than the previous year’s rate for that county.

The annual growth in the components of the blended rate and in the floor
amount ig determined by the projected growth in per capita spending in the fee-for-
service sector, less a statutory reduction for 1998 through 2002. Other payment
changes in the BBA will also lower payments to health plans. Thus, before the act,
Medicare paid plans about 95 percent of per capita costs in the fee-for-service sector,
but that rate will drop to about 90 percent when the BBA provisions are fully phased
in. Nonetheless, the rate of increase in payments to plans remains tied to growth in
per capita spending in the fee-for-service sector. More fundamentally, the payments
that plans receive are still unrelated to their performance.

Program rules foster competition among M+C plans on the basis of
expanding benefits rather than lowering premiums. If an M+C plan makes profits
that are higher than the Medicare rules allow, the excess must be returned to enrollees
as additional benefits. Plans may not offer rebates to enrollees. (Excess profits could

'be returned in the form of a rebate to the federal government, but all plans prefer to
offer additional benefits because of the obvious marketing advantage.) Beneficiaries
pay a premium (in addition to the Medicare Part B premium, which all beneficiaries
pay) only if the cost of the plan that they select is higher than Medicare’s payment.
However, only a minority of health plans currently charge an extra premium.

THE PROPOSAL

The preminm support approach would tie the government’s contribution for each
health plan, including traditional Medicare, to the national weighted average
premium. Beneficiaries selecting lower-cost plans would have a larger share of their
premium subsidized by Medicare than those selecting higher-cost plans, and the core
benefits offered by plans could vary only within a limited range. Two options are
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under consideration; they differ only in the schedule of federal premium

contributions.

This preliminary assessment of the propesal is based on the following
assumptions, which CBO staff developed after discussions with commission staff and
receipt of a letter dated February 4, 1999, from Senator Breaux. :

o

. participating plan, and the federal government would refrain fror ﬁ @ '
 bailing it out even if the program ran into-financial difficulties||| (78

Medicare would oﬁ.‘er beneficiaries a choice of cnmlhng in a private
health plan or a government-run fee-for-service program. The
traditional program would receive capitation payments like any other

Moreover, the fcderal government would regulate the Medicar
market witho referenc th
ensuring a level playing field for all plans. :

In arder to Survive ina competitive environment, the fee-for-service
program would be allowed to compete aggressively with private
plans. Traditional Medicare would adopt the same tools that private

plans use to manage costs. Cost-cutting or rcvenue~tmsxng strate gles ,

clude

- Authority to negotiate prices with providers;

= Exclusive contracting;

- Restricted provxder panels;

F-087

- Increases in premiums and cost-sharing requirements; z‘n’d/

- Reducuons m ccvered beneﬁts

The govemment’s conmbutmn would depend on thé premium
charged by each health plan but would be capped. The maximum
premium contribution paid by the government would equal about 88
percent of the national average.

Under Option I of the proposal, beneficiaries would pay:

- 10 percent of the total premium for plans with premiums set -

at 90 percent of the national average or below.

- Approximately 33 percent of the additional costs for plans
with premiums that were between 90 percent and 100 percent
of the national average. (Beneficiaries would pay about 12
percent of the preminm for plans charging the national
average.) :
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- 100 percent of the additional costs for plans thh prexmums
that were above the natwnal average.

(Option I is discussed later in this attachment.)

o Under both options, the premium contributions made by heneficiaries A
. would depend solely on the plan that they chose. People choosing the ® y
same plan in different parts of the country would make the same / ‘
contribution, regardless of the local cost differences. By the s :
_ token, plans seeking to serve a particular market would quote a
premium to Medicare that reﬂected their chargcs for a natmnal
-average population.

o A newly created Medicare Board would oversee the program. It
: would have greater responsibilities than the Office of Personnel
Management (OPM) exercises in its oversight of the FEHBP.

- The board would negotiate with the private plans regarding
their core benefits and the premiums they charged for those
benefits. The government’s contribution would be based on
the national. weighted average of those premiums and the
premium charged by the traditional fee-for-service program. ‘
The board would ensure that the actuarial value of the core // .
benefits varied by no more than 10 percent among plans. //

- For the purpose of calculating the government’s contribution, .
private plans could include prescription drugs among their f.f;f
core benefits. The costs of dental, vision, and hearing || /, '
benefits would not be included in the calculation, even though '
many M+C plans now offer those benefits as an integral part
of their coverage. The traditional fee-for-service plan would

not offer B drug henefit.

- The board would adjust payment amounts to plans to reflect
the costs of doing business in different geographic locations.
Whether that adjustment would incorporate some of the cost
differences that result from differences in the use of health
services is unclear. But the proposal’s intent is for per capita
; ‘ payments to vary less among plans than they do today. .

- Payments to health plans would be adjusted for risk as well,
but the proposal does not specify the form of risk adjustment.
CBO has assumed the same course for risk adjustment as
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under current law. That is, risk adjustment would initially
reflect use of inpatient hospital services, and a broader system
that incorporated the use of other services would be
developed at some time in the future.

KEY ISSUES REQUIRING CLARIFICATION

Those assumptions, and other design elements not listed above, would determine the
effectiveness of the commission’s premium support approach in slowing the growth
of Medicare spending. Changing any key element of the proposal could have a.
profound impact on program costs. Some of the more important aspects of the
proposal that need further clarification include:

o The terms on which the traditional fee-for-service program would
compete with private plans. Would the traditional program have to
survive on the capitation payments it received, without the possibility .
of receiving additional federal subsidies were losses to accur? Would
it be able to use all of the management tools that private plans
employ, including the ability to contract with providers on a selective
basis? 5

o The authority and capability of the Medicare Board, which would
play a critical role in controlling spending growth in both the short
and long terms. To what extent would the board oversee the
traditional fee-for-service program? Would the board retain
Medicare’s existing authority to set rates and limit payments? What
authority would it have to negotiate premiums with plans? How i
would it adjust rates for risk and geographic factors? (Effective risk :
adjustment would be important for the stability of a competitive
Medicare market.) :

0 “How plans' premiums and the federal contribution would be
determined. Would the contribution be tied strictly to the premium
charged for core benefits, or would there be circumstances under
which plans could receive a contribution for nancore henefits as well?

In addition, it has been suggested that the premium support proposal might
include a provision that would require higher-income beneficiaries to make larger
premium contributions. The specifications that CBO analysts discussed with
commission staff did not include a provision for means-tested premiums, and that
issue is not discussed in this attachment. However, such a provision could have a
significant effect on Medicare costs under a premium support system.

5
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BREAUX PROPOSAL TO RESCUE MEDICARE AIMS SQUARELY
AT POLITICAL CENTER

Without Reform, Medicare Will Go Bankrupt in 2008, Before First Baby Boomer Retires

WASHINGTON, D.C. -- As the National Bipartisan Commission on the Future of
Medicare nears a vote on Senator John Breaux’s (D- LA) Medicare reform proposal, the
Progressive Policy Institute urges President Clinton to support the initiative and push for a
bipartisan consensus in order to avoid Medicare’s certain bankruptcy by 2008.

In “Medicare Breakthrough: Senator Breaux’s Reform Proposal,” PPI Senior Health Care
Analyst David Kendall highlights the key components essential to maintaining the solvency of the
Medicare program. ‘“Medicare needs a fundamental overhaul for more than fiscal reasons: rcs
benefits are frozen in time,” says Kendall. -

“Democrats on the Commission who have raised concerns about the Breaux proposal have
to make a choice: either improve the Breaux proposal or come up with their own plan,” said
Kendall commenting on a recent letter to Senator Breaux from all the Democratic members of the
commission except Senator Robert Kerrey (D - NE), who supports many elements of the Breaux

proposal.

According to the PPI report, the Breaux proposal draws together a wide variety of
reforms that harness competitive forces to restrain health care costs while ensuring seniors basic
entitlement coverage. : : ;

PPI highlights three key elements in the Breaux Proposal that would:

L Establish a new purchasing system for Medicare modeled on the Federal
Employees Health Benefits Program (FEHBP).

2. Target benefits by income, including prescription drgs.

3. Raise the retirement age to be consistent with social security.

- MORE -
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Medicare Breakthrough - Add one

The FEHEP proposal. currently used by almost 10 million federal workers, retirees, and -
their families, combines a unique blend of government financing and market competition while
giving consumers a broad choice of health plans with competitively low prices. - Breaux also has
proposed a Medicare Board in order to set the ground rules for competition between traditional
Medicare and private plans for this initiative.

Another key provision in the Breaux proposal requires higher income beneficiaries to pay
more for Medicare coverage, in addition to paying more for high-cost plans. This ensures that
low-income beneficiaries would have drug coverage while allowing the consumer to select
coverage through a menu of private, competing pharmacy benefit managers in exchange for
higher deductibles or premiums. '

Finally, by raising the Medicare retirement age consistent with Social Security (from age
65 to 67), the proposal addresses the reality of America’s aging population, while providing for
the disabled and uninsured.

+ For more information on the report or to speak David Kendall, please call the
Communications Department at (202) 547-C001 or visit our web site at www.dlcppiorg.

i
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PROCRISSIVY POLICY JMSTITUTS
February 1999

Medicare Breakthrough

Senator Breaux's Reform Proposal

David B. Kendall

While Social Security is at the top of the nation’s agenda, Medicare poses a more daunting
challenge. Unlike Social Security, Medicare will go bankrupt in 2008—before the first baby
boomer retires. Without reform, Medicare spending will triple from 2.4 percent to 7.1
percent of gross domestic product and will exceed even Sodal Security spending by 2030.

Medicare needs a fundamental overhaul for more than fiscal reasons: its benefits are
frozen in time. Its 1965 benefit structure does not include prescription drug coverage that
is now common among private health plans. And Medicare’s eligibility age remains fixed
at age 65 while Sodal Security’s eligibility is slowly increasing to age 67.

Rising to this enormous challenge, Senator John Breaux (D-LA), chairman of the
National Bipartisan Commission on the Future of Medicare, has offered a breakthough
proposal to the commission. This proposal draws together a wide variety of reforms that
would: 1) establish a new purchasing system for Medicare modeled on the Federal
Employees Health Benefits Program (FEHBP); 2) target benefits by income including
presciption drugs; and 3) raise the retirement age to be consistent with Social Security.

Senator Breaux’s proposal aims squarely at the political center, and it follows the
“third way" prindple of achieving public goals through market means. While it would
harness competitive forces to restrain health care costs, it does not go as far as a voucher
system that would leave seniors without an entitlement to basic coverage, as Republicans
proposed in 1995. It also challenges the assumption of many Democrats that a tax increase
is the only appropriate solution to Medicare’s fiscal problems. The Breaux plan would help
ensure that the baby boomer generation does not take more out of Medicare than it adds
toit.

The Medicare commission consists of Chairman Breaux plus 16 members who were
appointed by the President and leaders of both political parties in Congress. At this
writing, the Breaux proposal has 10 likely votes and needs one more for a super-majority,
which is required by statute to prevent a party-line vote. The remaining vote or votes need
to come from the four presidential appointees who have not yet declared their position on
the Breaux proposal. The Progressive Policy Institute (PPI) urges President Clinton to seize
this opportunity to push for a bipartisan agreement that uses the Breaux approach as the
basic blueprint for Medicare reform. This backgrounder briefly describes the key features
of the Breaux proposal, which are fully described in two previous PPI reports: Three
Principles to Guide the Medicare Debate and A New Deal for Medicare and Medicaid: Building a
Buyer’s Market for Health Care. :
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The FEHBP Model

Nearly 10 million federal workers, retirees, and their families—including members of
Congress— have a broad choice of health plans with lower prices than most other health
care systems in the country. FEHBP also guarantees that the government’s contribution
will keep pace with health care costs over time. This unique blend of government financing
and market competition makes it a good model for Medicare reform.

In fact, Medicare has already begun to evolve toward the FEHBP model. The
Medicare+Choice program enacted in 1997 greaﬂy expanded the range of private plan
choices available to beneficiaries. The final step is to bring Medicare’s traditional fee-for-
service plan into head-to-head competition with private plans.

' Under the Breaux proposal, traditional Medicare and private plans would submit
their premium prices for a core set of benefits annually so that beneficiaries could make
side-by-side comparisons. The government would provide "premium support,”a finandal
contribution that would enable benefidaries to choose among competing health plans. If
beneficiaries chose a low oraverage cost plan, their premium support would be 88 percent
of the premium. Those beneficiaries would pay the same amount as they now pay for
Medicare Part B, which covers doctors’ bills (currently $45 a month). Benefidaries would
pay more than 12 percent of their plan’s premium only if they chose a higher cost plan.

No one knows whether traditional Medicare or private plans would provide thebest
value in the long run. Competition is necessary, however, to create the incentive for all
types of plans to restrain costs and improve quality. Nonetheless, the Breaux proposal
guarantees that coverage for the core benefits will always be affordable. In addition,
traditional Medicare would be freed from the political micromanagement that today
constrains its operations by dictating prices and contract rules. Finally, Senator Breaux has
proposed a Medicare Board that would set the ground rules for competition between
traditional Medicare and private plans.

Benefits Targeted by Income

The Breaux proposal would require higher income beneficiaries to pay more for Medicare
coverage in addition to paying more for high cost plans. This reform is not only a
progressive alternative to across-the-board benefit cuts, it also blazes a new path for
expanding benefits such as prescription drugs.

In the State of the Union address, President Clinton’s call for a prescription drug
benefit helped raise public awareness about the one-third of Medicare beneficiaries who
lack any drug coverage and the millions more who have inadequate coverage. But a broad
guarantee of drug coverage could increase Medicare’s costs by 10-to-20 percent annually
and dramatically exacerbate Medicare’s long term financial problems.

Upper income beneficiaries can certainly afford to pay for drug coverage themselves
and doso today. The Breaux proposal ensures that all low income beneficiaries would have
drug coverage as well. For middle class seniors, the details of a drug benefit have not been
worked out, but the government should make sure drug coverage is broadly available

. without becoming the primary source of financing.
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Since most managed care plans would likely offer drug coverage as they do today,
beneficiaries remaining in traditional Medicare would need the most help with access to
coverage. Traditional Medicare could offer a drug benefit in a non-traditional way.
Beneficiaries could select coverage througha menu of private, competing pharmacy benefit
managers in exchange for higher deductibles or premiums.

A Retirement Age Consistent with Social Security

Beyond rising health care costs and political pressures to expand benefits, Medicare’s sodial
contract is coming undone for the fortunate reason that people are living longer. Medicare
(and Social Security) were founded on the principle that the young support the old so that
generation after generation has support in their old age. But Medicare’s promise of ever-
expanding benefits is not sustainable fiscally, politically, or morally.

The double whammy of a greater number of older Americans who will live longer
than ever before has already prompted an extension of Sodal Security’s age of eligibility
for full benefits from 65 to 67 over a 21-year period Breaux’s proposal would copy that
change to Medicare.

An open question is how to prevent the ranks of the uninsured from rising due to

© " anincrease in the eligibility age, either because some people age 65 to 67 cannot work due
to disability, or if they' do work their employer does not provide insurance. Medicare’s
program for the disabled would help, and its eligibility rules might need to be loosened
further. More importantly, workers without job-based coverage regardless of their age
should receive a tax credit when they purchase their own coverage. This idea is winning
support from members of Congress as diverse as Representatzve Jim McDermott (D-WA)
and Representative Richard Armey (R-TX).

Long Term Solvency

Medicare’s fiscal problem is so large that no single solution will solve it. The Breaux
proposal will go a long way, but more steps will be needed in the future. That is why the
President’s proposal to reserve 15 percent of the surplus for Medicare is so important.

The danger, however, is that infusing new funds into Medicare will create

“unjustified cornplacency about the need for reform. Or worse, it could create the illusion

that a vast reservoir of funding exists for new benefits. The President can readily avert
these problems by endorsing the Breaux proposal. Such action could turn out to be decisive
in prepanng Medicare for the challenges of the 21* century.

David B. Kendall is senior analyst for health policy at the Progressive Policy Institute.
Kerry Dobbins, research assistant, provided background material for this report.

For further information abaut PPI publications, please call the publications department at
800-546-0027, write the Progressive Policy Institute, 600 Penmsylpania Ave., Suite 400, Washington, DC,
20003, or visit PPI's web site at: httpJ/lwww.dlcppi.org.
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SUMMARY OF BREAUX WORKING DRAFT

This proposal models Medicare on the Federal Employees Health Benefits
- Program (FEHBP). The premium support system based on an FEHBP model
~ would allow for a blend of existing government protections and market-based
competition.

PREMIUM SUPPORT

MEDICARE BOARD

A Medicare Board would be created to oversee and negotiate with private
plans and the government run fee-for-service plan, approve plan service
areas, ensure quality standards, approve benefit packages, minimize adverse
selection and provide information to beneficiaries.

- BENEFITS PACKAGE

Medicare beneficiaries could stay in the government-run fee-for-service

plan or enroll in a private plan. Regardless of the plan chosen, beneficiaries
would be entitled to a core set of Medicare benefits defined by statute,
including access to a prescription drug benefit. . '

Private plans would be required to offer the same benefits offered in the
government-run fee-for-service plan. Plans would have some flexibility on
design details, subject to final approval by the Medicare Board.

Plans could offer additional benefits beyond the core package but the board

‘would be empowered to ensure that all benefits packages do not vary to the

point that they produce ineffective or unfair competition.

The benefits package in the government-run fee-for-service plan should be
reformed to modernize cost-sharing. For example: a combined Parts A and
B deductible of $350; 20% coinsurance for everything except hospital stays
and preventative care; 10% coinsurance for home health. ‘

GOVERNMENT CONTRIBUTION

The government contribution would be based on a percentage of the
national weighted average under a national bidding system. Absent an
income-related system, beneficiaries would pay 12% towards the premium
for plans at the national weighted average. This is roughly equivalent to the
share of Medicare costs currently represented by the Part B premium.
Beneficiaries would pay the incremental costs of choosing more expensive
plans. Both the beneficiary and government contribution toward the cost of



DRAFT WORKING DOCUMENT
Medicare Commission

January 22, 1999 (9:30am) c://breaux/wpwin/mark.2

This document is guided by the statute creating the National Bipartisan
Commission on the Future of Medicare and is a product of what the Chairman learned
through the process of the Commission's meetings and work over the past year. -

As directed by statute, the Commission must address Medicare's financial
instability and make recommendations addressing the solvency crisis facing the
program. Once Medicare is on firmer fiscal footing, our first priority should be to
modernize and rationalize Medicare's benefit package. Using a portion of any budget
surplus that materializes to shore up Medicare can help, but it won't solve the problem.
Premium or tax increases should not be considered until the Commission addresses the
government's ability to meet its commitment to fund Medicare's current benefit package.

One of our early witnesses, Robert Reischauer, expressed the problems facing
the Medicare program in terms of the four "i's": insolvency, inadequacy, inefficiency
and inequity. In terms of its solvency, there are many indicators of Medicare spending
and its projected impact on the budget. For example, Medicare will grow from 12 percent
of the federal budget to 28 percent in 2030 under our most optimistic baseline.
Medicare's Hospital Insurance (HI) trust fund, which is funded primarily with payroll

taxes, will be insolvent beginning in 2008.

The program is inadequate insofar as its benefits package does not reflect modern
notions of comprehensive health care coverage and isn't comparable in scope, quality
and structure to the health benefits generally available to employed persons and their
dependents. The system of government-administered pricing causes inefficiencies in
" the way health care services are delivered to seniors and providers have little incentive
to provide the most cost-effective care. Lastly, the current program is inequitable in
that there is no geographically uniform or constant set of benefits. If a beneficiary
lives in southern California or Florida, Medicare will pay for prescription drugs or
dental benefits if the person joins an HMO. If a beneficiary lives in rural Nebraska, he
or she gets nothing approaching such benefits. Additionally, Medicare only covers
approximately half of the health care costs of beneficiaries and one survey indicates that
the actuarial value of Medicare’s benefit package is in the 20th percentile of those of most
private employers.

-1-



‘The proposal outlined below, which is based on a premium support
model, aims to modernize Medicare's benefit design and correct the four "i’s". It will
allow beneficiaries to combine in an integrated and comprehensive form all sources of
support for their health care coverage while ensuring that Medicare is more efficient
and more responsive to beneficiaries needs. [t also guarantees low-income protections
so that all beneficiaries have meaningful access to quality health care, including the
traditional Medicare fee-for-service plan.

These recommendations should be a blueprint for Congress to enact
comprehensive legislation to fundamentally restructure Medicare over the next several
years. Our nation's health care delivery system is constantly evolving and given the
uncertainty of long-term health care spending projections and the advances in medical
technology, Medicare will have to be revisited at regular intervals.

SUMMARY

. This proposal would model Medicare on a system patterned after the Federal
Employees Health Benefits Program (FEHBP). [t would allow for a blend of
existing government protections and market-based competition. It would also
guarantee financial protection for low-income beneficiaries.

. Medicare's fee-for-service program will operate as part of this new system and -
HCFA will be given the tools it needs to modernize and compete accordingly.

. This proposal will reform the Medigap program to make it more efficient and to
try to minimize the adverse effects of first dollar coverage.

. The eligibility age for Medicare will increase to conform with the eligibility age

increase scheduled for Social Security. A proposal to allow seniors with delayed
eligibility to participate in Medicare will be established but the exact details are to
be determined.

L. PREMIUM SUPPORT

A. Administrative Structure

A Medicare Board will be established to oversee and negotiate with private
plans and the government run fee-for-service plan and to approve plan service
areas. The board will have authority to ensure financial and quality standards,
protect against adverse selection, approve benefit packages, negotiate premiums,
compute payments to plans (including risk and geographic adjustment), and
provide information to beneficiaries. :

B. Benefits Package
Plans participating in Medicare would be required to offer a standardlzed core
benefit package defined in statute (e.g., hospital, surgical, inpatient, etc.).
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Participating plans would have some flexibility on design details (i.e. cost-sharing,
copays) but the Medicare Board would have final approval: Private plans
participating in premium support will be required to offer benefits at least
equivalent to the package offered in the government-run fee-for-service plan.
Plans can offer additional benefits beyond the core package. Much like the
negotiations process between plans and OPM in FEHBP, benefits will be
updated through the annual negotiations process between plans and the board.
The board will be empowered to ensure that all benefits packages do not vary to
the point that they produce ineffective or unfair competition.

The benefits package in the government-run fee-for-service plan will be
revamped by modernizing cost-sharing and by combining the Parts A and B
deductibles. One example of a modernized cost-sharing structure would be to
have a combined deductible of $350, charging 20% coinsurance for everything
except hospital and preventive care and chagging 10% coinsurance for home
health.

Calculating Medicare’s Premium

The government-run fee-for-service plan will bid nationally based on its actual
and projected claims costs. Other plans can choose to bid nationally, regionally
or in local areas. The Board would oversee the designation of service areas to
ensure access in areas that would otherwise have limited plan availability.
Under an FEHBP system, total Medicare premiums for plans in a given area
will be based on a national schedule similar to that used in the FEHBP system.
The overall cost of plans will be based directly on their bids and the negotiations
process with the Medicare Board.

Government's Contribution

The government's contribution will be based on a percentage of the national
weighted average premium. Based on the cost of the benefits package, the
government's contribution will be capped at some point so that beneficiaries pay

~ the incremental costs of choosing more expensive plans. The government's

contribution as it is made to the plan that the beneficiary chooses will be adjusted
for health risk and other factors.

Beneficiary's Contribution

The beneficiary's contribution will be based on the cost of the

plan chosen with beneficiaries paying a minimum percentage of the premiums
based on their income. The government contribution will stop increasing and
beneficiaries will pay the full incremental costs for plans above a certain threshold
(e.g., 100% of the cost of average plan). Both the beneficiary and government
contribution toward the cost of the average plan will rise and fall in the same
proportion as the cost of that plan changes from year to year.

. Higher-income Medicare beneficiaries should be required to pay a larger share
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of their Medicare premiums than moderate and low-income beneficiaries.
Income-related premiums will apply to both private plans and the government-
run fee-for-service option.

Premium support subsidies should be sufficient to ensure that low-income
beneficiaries have access to necessary health services and have a meaningful
choice of plan options. The revenue generated by income-relating the premium
for upper-income beneficiaries will be primarily dedicated to subsidizing
premiums for low-income beneficiaries.

MODERNIZING MEDICARE FEE-FOR-SERVICE

The traditional government-run fee-for-service plan will be preserved and
improved so that it can compete with private plans and to ensure that it remains

a viable, affordable option for all beneficiaries. In accordance with Congressional
and Board oversight and approval, the government-run plan will have flexibility.to
modify its payments rates and its arrangements with contractors as well as offering
benefit enhancements if they are financially feasible in a competitive environment.
The government-run fee-for-service plan will have a premium just like the

private plans participating in a premium support system. To enable the
government-run fee-for-service plan to compete with private plans in a premium
support system, HCFA would be given management tools adopted by the private
sector. These reforms include things such as enhanced demonstration authority,
flexible purchasing authority, competitive bidding, negotiated pricing authority,
selective contracting and preferred provider arrangements.

‘MEDIGAP REFORM

In order to keep fee-for-service costs affordabie Medigap should be reformed to
minimize the effects of first-dollar coverage on utilization and so that the pr1ce of
Medigap policies reflect their true cost.

MISCELLANEOUS

Medicare's eligibility age will be gradually increased to match the Social
Security retirement age. It is also recommended that Social Security and
Medicare be reformed in conjunction with each other because of the interrelated
effects of these programs on the retirement security of older Americans.

A proposal to allow seniors with delayed eligibility to participate in Medicare
will be established but the exact details are to be determined.

Graduate Medical Education: Payments for Direct Medical Education (DME)
would be carved out of the Medicare program--financed and distributed
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independent of a premium support system. The Chairman assumes that
federal support for DME would continue through either a mandatory or
discretionary appropriations program. Since the funding source would shift
from the HI payroll tax to general revenue, the Chairman believes that it is
appropriate to include institutions not currently eligible for Medicare GME
support that conduct approved residency programs, such as free-standing
children's hospitals. Similarly, the long-term solution for indirect medical
education (IME) may involve a carve-out from Medicare. For now, however,
the Chairman believes that the Medicare program should continue to pay for
differences in costs between teaching and non-teaching hospitals through the
indirect medical education (IME) adjustment. However, the Chairman
recognizes that the level of the Medicare IME adjustment may need to be
aligned gradually over several years with what analyses show is the actual
statistical difference between teaching and non-teaching hospital costs. The
Chairman believes that Disproportionate-Share Hospital (DSH) payments and
other subsidies within the Medicare program should be revisited to ensure that
Medicare's support is reasonable and appropriate. The Chairman notes that
these subsidies could be carved out of the Medicare program and financed
through a mandatory or discretionary appropriation program. However, the
Chairman recognizes that any changes in federal support should continue to
recognize the additional costs to hospitals of treating large numbers of low-income
individuals.

REVENUE AND FINANCING

The primary source of income to the Hospital Insurance (HI) trust fund is the
payroll tax. The 2.9 percent tax on all earned income accounts for 88.3 percent
of the total $121.1 billion in income in 1996. Additional income sources

include premiums paid by voluntary enrollees, government credits, interest on
Federal securities, and taxation of a portion of Social Security benefits.

The Supplementary Medical Insurance (SMI) trust fund is financed from
premiums paid by the users of Part B and from general revenues. When the
program first went into effect in July 1966, the Part B monthly premium was. set
at a level to finance one-half of Part B program costs. Premiums over time
dropped to 25% of program costs because Part B costs increased much faster
than the inflation computation that was used to compute the upward premium
adjustment. , '

Under current law, the proportion of financing sources are expected to change
over time, with the portion represented by payroll taxes decreasing and the
portion represented by general revenue increasing. By 2030, premiums and
payroll taxes are expected to fund only 31-35 percent of Medicare’s
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expenditures compared to 63 percent in 1997. In 2030, 64-70 percent of
Medicare will be funded through general revenue (or other funding) as
compared to approximately 37 percent in 1997.

The changes proposed in this document are intended to put Medicare on surer
financial footing by creating savings due to competition, efficiency and other
factors, and by slowing the growth in Medicare spending. In addition, these
reforms will result in Medicare offering a benefit package that is more comparable
to health care benefits offered in the private sector and will enhance our ability to
stand by our commitment to today's and future beneficiaries. Even if projected
budget surpluses materialize, without these changes, significantly greater revenues
and/or beneficiary sacrifices will be required in the future and beneficiaries will
not receive the greatest value for the total health dollars spent on their behalf.

AREAS THAT NEED RESOLUTION

DRUGS--open issue--the Chairman is explormg several optlons for including
a prescription drug coverage.

Changes to provider payments "i :
ALTERNATIVE DESIGN OPTIONS

The following are examples of elements of a premium support system that could
be changed to arrive at a different model than. the one descrlbed above.

National vs. Regional Bidding: Under a national bidding structure, a geographic
adjuster is necessary to create a fair and equitable system. A geographic

adjuster would also address the fact that Medicare spending varies by a factor of
more than three across regions with seemingly similar populations and with no
demonstrable differences in health outcomes. Under a national schedule

national plans such as the government-run fee-for-service could compete ina

straightforward and fair way. Beneficiaries in national plans would pay the same
Famount tegardless of where they lived.-Under a regional bidding system, a

geographic adjuster would not be required but some provision would have to be
made to allow fair competition between local and national plans such as fee-for-
service.and to prevent regional inequities in beneficiary premiums.

Benefits Package: Plans would be required to offer and compete on a core

. benefits package. Unlike the model described above, additional benefits could

only be offered in a supplemental plan that would have to be sold and marketed
separately from the core package. This would ensure that plans compete on the
basis of cost and quality, not on the basis of the benefits offered.

. -6—
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BIPARTISAN COMMISSION ON ENTITLEMENT AND TAX REFOR

!
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= I . -

The Hoﬁomblé ‘William J. Clinton . _ l} mart we‘n be ‘%QY-‘ .
The White House . '

|

; |

Washington, DC ] (X kf,ﬂ)’ Com MISSIOhL t
| o |

Dear Mr. President: ‘ o -

When you created the Bipartisan Commission-on Entitlement and Tax Reform, you charged us with
add:essiﬁg perhaps the most challenging fiscal issues facing this country. Left unchecked, the Federal gov-
emment’s loﬁg—(erm spending commimments on entitlement programs and will lead to excessively high
deficit and debt levels, unfairly burdening America's children and suﬂmg standards of living for this and
future generations of Americans. The prdblcm, however, is not simply one of numbers. In addition to
demographic problems created by the aging of America’s population, we are also faced with human prob-
lems caused by the increasing inadequacy of Federal health care and retirement programs.

The Commission was not formed to “sugar coat” the issuei or provide easy but dishonest answers.
" Rather, it was created to frame the long-term issue, educate the American people and policy leaders
about the problem and potental choices, and make specific recommendations on how 1o bring our

future entitlement commitments and revenues into balance.

- On August 8, 1994, the Commission adopicd by a 30-to-1 vote an Interim Report that graphically lays.
out the ecoriomic and social future the cdunn-y faces if action is not faken. It is a stark call to action,”
alerting Americans about the burden that is being shifted to futurc generations, about the deteriorating
nadonal savings rate, the squeezing out of public funds for essential and appropriatc government invest-
ment, and the impending insolvency of both the Social $Security and Medicare Trust Funds. The
Commission echoed the 'urgiﬁ_g of the Trustees of two of our most successful support pfograms —_— .
Medicare and Social Security — by calling for action that would result in their continued solvency for

' this and future generations of Americans. The issue has heen framed.’

- Educating the American public is the second essential step to a successful reform effort. With public
 education, people will have an unprecedented opportunity to participate in the problemsolving process. A
- person with any ideological orientation can solve the problem, provided that we — as a Nation — acknowl-
edge it exists, ' o
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- Bpartisan Commission an Ectilemént and Tax Reform

The Commjsamn has taken Its public education obhgauoz} very aenow#v. All Commission hearings
and meetings were carried on C-SPAN. Our meetings and hearings werc aimed at deﬁnmg the problem
in a way that the American peopie could understand and evaluate. In addition, Commission charts and -
materials were used by Comrnission membem, and other Members of Congress, on the House and
Senate floors and in town meenngs

~ The Comrnission has publjshed materials designed to stimulate debate about the future of Federal
“entitlernent programs, and to help the public better understand options for reform. The Commission

has published an Interim Report and a Final Report. The Reports are short and graphic. By presenting

the information in a short and understandable manner, the Commission sought the broadest base of
readership for the Reports. -

The Commission Staff created “Budget Shadows,” a userfriendly interactive computer model tat
lews the American people see the fiscal furure and design different policies to alter it. The Commission
has given the public access to the computer model by placing it on numerous online cbmputer net
works as well as preparing diskettes for those who do not have access 1o these services. While the com-

~ puter model is not meant to be an exhaustive list of policy options, it provides the user with more than

50 choices and lets him or her see the range of potential solutions and the tradeoffs that must be evalu-
ated, The model went one step beyond prnblem identification and invited the Amencan omplc to join
the debate on potensal solutons. ‘

The Commission Staff has also prepared “Cmssmads a CD-ROM available to the American public
starting in January — that contains a comprehensive database of Cormmssmn documents, transcripts
and reports. Finally, the Commission Staff prepared a report cconwmmg more than 50 options (most -
with numerous variatons) compiled from Commission member suggestions, government, and other
sources. All of these tools should be use'ful in furthering the pubhc debate.

In the end, the Commission was uhable fo settle on a specific set 6f recommendations on how o
combat the issue it framed in the Interim Report. That should not be surprising in an environment,
where political leaders in both parties are focusing more on short-term initiatives than the lzmg—ténﬁ, :
polircally sensitive econornic and social issues that sit on the horizon.

:‘ - But there is encouraging news. Before this Commission began, entitlement reform was a hollow con- N
| cept. The Commission fostered a shift in the entitlement reform debate. By the end of the Commission’s
tenure, members were openly speaking about the need for reform and the magnitude of the cconomic
and social consequences we face as a Nation if action is not taken, In this Final Report, we are forwardmp;
o you many recommendations for reform submitted by various Co:nmtsswn membcrs You will find that
many of the individval proposals arc common te more than one reform plan. The dcbate now Certers on
the best means for reform. The sea change in the debate has been important. There is no mrning back.
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Bipurtisan Commission on Euudemens and Tax Reform

The Comnﬂséion voted 24 0 6 to reccmnnend broad. princ':piés to be used when cmfting‘solutiom o
our ﬁscal problems. First, reform of our tax and spending programs should be made with reference to a
time period longer than the traditional five year budget window, such as the 30-year timeframe rehed
upon in the Commission’s Interim Report. This will not only enable future beneficiaries to plan fox pro--
gram changes, but will also provide for informed debate and decisions with less reliance on g;mmuk.w
that so often play« a role in five-year budget plans. Second, current laws must be changed to create a 5
future in which we balance onr cntilement commitments and the funds available to honor those
promiscs. This is important for génemticmal equity. Therd, we TSt empower the American people to
participate in devclc‘zping satisfactory solutions. Washington does not have all of the answers and unléss
the public participates, reform will not take place until more dramatic solutions are required. Fourth, the
Administration and Congress should consider reform of the tax system, Fj ﬁz the Commission, in this |

\

 Final Report, restates its plea for immadiate action on reform. S T

We strongly believe that the Commission’s work is the bt:gihning of the pmess While the road to
reform may be difficult, we are embuarked on a counse of hope and promise. ()ur\solunons can embrace
the notions we cherish as a people: we are selfreliant; we welcome responsibility usd account.ablht\r and
We are cager to ensure grcater opportunities and beuer lives for our children. \ \

\ \

We thank vou for esubhshmg this Commission and thank the Cﬂmxmssmu membcm for their dedi-
cated commitment. We look forward to working with you and (Longrecs in gmdmg a course for a sound

Respectfully,

L, RS e YA S ATy L

J- Robert Kerrey o - John C. Dgnforth
Chairman , S Vice-Chairman
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BIPARTISAN COMMISSION ON ENTITLEMENT AND TAX REFORM

Dear Mr. President:
The Bipartisan Commission on Enttlement and Tax Reform concluded in its Interim Report that:

.. the government must act now. A bipartisan coalition of Congress, led by the President,
must resolve the long-term imbalance between the government’s entitlement promises and the funds
it will have auailable W pay for them.

According to our Report, we acquire false optimism when we look only five years ahead, as we do
‘with our waditonal budgeting process. Only when we look at the next 30 years — the horizon of our
children — does the problem and its size. come into full view.

The future impact of current law is described in the chart that follows this letter. It is clear from this
chart why we are lulled into complacency. Life looks good for the next five years. However, the next 30
- vears is a period of significant increases in entitlement costs plus net interest. Two crucial moments con-
spire 10 make our lives miserable,

* The first moment is the year 2001 when the Medicare Hospital Insurance program (currendy fund-
- ed with a4 2.9 percent payroll tax) becomes insolvent. Rapidly rising health care costs and longer life-
spans combine 10 make our policy choices very difficult

The hard fact is that we must confront the inexorable laws of arithmetic and demographics. As
important as it is wo idendfy ;md‘eliminat‘e waste, fraud, and abuse, and as vital as it is for reform to bcgiﬁ
- with congressional and govarmm’ﬁ[ programs, our principal challenge is the good news that we arc liv
g longer, We are an aging population.
. This condition becomes painfully evident when we arvive at the second crucial moment In 2008, the
Mt of the Baby Boom generation — Americans who are now 48 years old — will begin o retire. In a
sutple decade, while our overall pupul;mun increases by 2 percent, our ‘retired populaton will increase

S nearth 0 percene Thus, inasingle decade. the ratio of the number of Americans working versus
7 Amepicans petired will be cut by 40 percent, from 5:1 to 3:1,

While thrs snation sas hase relatively linde impace on Americans over tie age of 48, it may have
- comsdetable smpdcd on sounger Americans. Specifically, if we delav action now, the choices will be high-

et tnes tor Anencans sull in the workforee or karger benefie reductions for retirees,
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Bipartsan Commission on Engtlemnent and Tux Refor

Thus, the first and most important of our recommendations is that our major spending and tax deci
sions should be made with reference 1o a time period longer than the traditonal five-year budget win-

- dow, such as the 30-ycar dmeframe relied on in the Commission's Interim Report {or a 10- or 20-year

period when available data does not allow use of a %}'ear timeframe), so that appropriate planning is

incorporated in budget decisions. When discretionary spending was the largest share of our budget,

shortterm planning may have been appropﬁé;te However, today we are in the business of operating the

world’s largest social insurance progl‘eu'ns, and their costs are expected to exceed theu— revenues subﬁtan-
tally over coming decadcs '

The Commission's Interim Report has established that the projected imbalance between spending
and revenues — particularly with regard to health care and retirement enddement programs — will,

‘together with interest on the Federal debt, underine America's capacity to make appropriate invest-

ments in the well] bung of our citizens and undcnake Other essential government functons, such as
national defense. ‘

Our second recommendation is that we change our current Jaws to create a future in which we bal-
ance our Cnn'dement commitrments and the funds available to honor those promises, We must restore
balance to our Social Security Trust Fund and btrcngthen dw— mnhdence of all Americans that Social
Security will endure on a sound foonng

To be clear, this Commission could not reach agreement on the details of a plan 1o achieve our
objective. Nonetheless, those of us who are prc.pared to recomimend partial or complete solutions have

included our pmposals in this Report.

Qur third recommendation is that we cmpower the American people to participate in dcvelopihg
sar,isfadory solutdons. To that end, we believe the computer program produced by this Commission
should be maintained and ixxiprovrd by the Office of Management and Budget and/or the - -
Congressional Budget Officc. The program can be part of the public education process and help us
honesty and calmly assess the opuons that aﬂ‘ect our economic funre.

_ This Report contains the numerous policy options which the Commission staff has developed, none
of which have been specifically endorsed by the Commission as a whole. While the list is by no means all

inclusive, it makes clear that few easy and popular decisions are available to the American people. Thatis §
where ieadership is so urgently nceded. We must describe the future that current law dictates so that
Americans will know why tough action is necded sooner rather than later. And, we must describe the
alternative future as well as the benefits that will accrue to all Americans, '

Eliminating this long-term problem will go a long way towards balancing our budger. It also will help
stabilize our currency and preserve a low inflation-high growth econormy which lifts the American stan-
dard of hwng
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Buguarziiai § eantinsvnn e Frngkensent and bk Refor:

The Commission believes there is a window of opportunity for policymakers to enact reforms now.
Ading ~ooner pather than later enables us to protect current beneficiarics from financial hardship and
alems tuture beneficiaries to take steps Lo offset the effects of any changes.

tm the qu’l»sxinn of tax reform, the Commission heard criticisin of the suructure of the current tax
entenn. This is 4 wpic that has been gettng increased attention. The Commission recommends that the
Adimmisiration and Congress consider reforn of the tax system. :

While this Commission does not cndorse detailed recommendations «— our most ambitious goal —
this Final Repon forwards many solutions to be considered in addressing the problem and underscores
the need for immediate action.

Respecifully.,

Dol Bampion [t i3St (Ol
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- ' ‘ h ) : Ripastixan Comnrision oo Enddement and Tax Reform

Thc gap between Federal spending and revenues is growing rapidly. Absent policy changes, entidement
spending and interest on the national debt will consume almost all F&deml revenues in 2010. In 2030,
" Federal revenues will not even cover entitlement spending.

En ltlgment
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BIPARTISAN COMMISSION ON -
ENTITLEMENT AND TAX REFORM
aka Kervey-Danforth Commission

Established by President Clinton by Executive Order 12878, November 5, 1993,

Membership 32 Members: Ten from House (5 Dem./S Repub. }, Twelve from Senate (6 Dem./6 Repub ) Ten from public or
privale sector, : 7 .

Functions Recommend potential long-term budget samngs measires involving: 1) revistons to statulory entitlement and
other mandatory programs; and (2) alternative tax reform proposals.

Staff _ 27 members. Funded by HHS. No staff from HHS or otl‘m agencnes Mosl staﬁ came from pnvate seclor or
were ex-congressional staff.

Time Frame ' | Began early 1974, Final report was originally due 6 months afer establishmerit but was extendt:d to one year
afier establishment, .

Meeﬂngg Approximalely 6 hearings, all in Washington, DC, and televised on C-Span. 2 mark-ups, one for inlerim and -
one for final report, also televised on C-Span. '

Reports Published an interim and a final report. Fina! report was published i in January 1995, but did net include any
recommendations supported by the entire commission. Also created “Budget Shadows™, an interactive
computer simnlation, and “Crossroads”, a CD-Rom with all of the Commission documenls

Result None. Commission could not agree on final recommendations, so various commissioners outlined their

proposals. Fmal Report mcludes a mwliitude of ideas for changes. None lmvngeen acted upon.
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Memhershlp of Bipartisan Comuii;slon on Entittement and Tax Reform:

1, S. Senators
J. Robert Kerrey, Chairman, (D-NE)

‘John €. Danforth, Vice-Chairman, (R-MO)., Fmanoe Commitiee

Dale Bumpers (D-AR)

Thad Cochrsu (R-MS)

Pete Domenicl (R-NM), ranking minority of Budgcl Committee -

Judd Gregg (R-NH), Budget Committes

Carol Moseiey-Braun (D-1L)

Deniel Patrick Moynihan (D-NY), Chatrman of Finance Cmmnmee
Harry Reid {(D-NV} .

Jim Sasger (D-TN)

Alan K. Simpson (R-WY), Fmance Commitice

Malm!m Wallop (R-WY)

U.S. Representafives
Bill Archer (R-TX), ranking minority of Ways and Mzans Committec.

‘Michael N. Castle (R-DE)

Eva M. Clayton (D-NC)

Christopher Cox (R-CA), Comumerce Cummitwe

E. (Kika) de I8 Garr~ (D-TX)

John D, Dingell (D-MI), Chairman, Cemmewe Commitice

Porter J. Goss (R-FL)

J. Alex McMillan (R-NC) ’
Dan Rosteakowski (D-1L), Chairman, Ways and Means Conumuec :
Martin O. Sabo (D-MN), Chairman, Budget Commmae

Private Se_c;(or Reuresenmgws
Thoman J, Downey, Thomas J. Dmvnzey & Associates, Inc.

Sandra W. Freedmas, Mayor, city of Tampa, FL.

William H. Gray, HJ, President an d CEQ, United Negro Collegv; Fund
Robert Greenstein, Center on Budgei and Policy Priorities

Karen N, Hore, Chairman and CEQ, Bank One Cleveland

Thomas H, Kean, President, Drew University

Peter G. Peterson, Chairman of the Blackstone Group

Roy Romer, Governor, State of Colorado o
Richard L. Trumkn, President, United Mine Workers of America
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Dec. 16 ¢ Administration of Ronald Reagan, 1981

¢

National Commission on Social Security
Reform ‘ '

Exerutive Order 19335,
December 16, 15381

By the authority vested in me as Presi-

dent by the Constitution of the United

States of America, and to establish, in ac¢-
cordance with the provisions of the Federal
Advisory Committee Act, as amended (5
U.S.C. App. 1}, the National Commission on
Social Security Reform, it is hereby ordered
as follows:

Section 1. Establishment (a) There is es-
tablished the National Commission on Social
Security Reforrn, The Commission shall be
compased of fifteen members appointed or
designated by the President and selected as
follows: )

(1) Five members selected by the Presi-
dent from amang officers or employees of
the Executive Branch, private citizens of
the United States, or both. Not more than
three of the members selected by the Presi-
dent shall be members of the same political
party;

{2) Five members selected by the Major-
ity Lesder of the Senste from among mem-
bers of the Senate, private citizens of the
United States, or both. Not more than three’
of the members selected by the Majority
Leader shall be members of the same politi-
cal party;

{3) Five members selected by the Speaker
of the House of Representatives from
among members of the House, private citi-
zens of the United States, or both. Not
more than three of the members selected

" by the Speaker shall be members of the

same political party.

(b) The President shall designate & Chair-
man from among the members of the Com-
mission. :

Ser. 2 Functions. (a) The Commission
shall review relevant analyses of the current
and long-term financial condition of the
Socizl Security trust funds; indentify prob
lems that may threaten the long-term sol-
vency of such funds; analyze potential solu-
tions to such problems that will both assure
the fnancial integrity of the Social Security
Systemn -and the provision of appropriate
benefits; and provide appropriate recom-
mendations to the Secretary of Health and

~

Human Services, the President, and the
Congress. ‘ ‘

(b) The Commission shall make its report
to the President by December 31, 1982

Sec 1 Administration. (8} The heads of
Executive agencies shall, to the extent per-
mitted by law, provide the Commission .
such information &5 it may require for the
purpose of carrying out its functions.

(b) Members of the Commission shall
serve without any additional coropensation
for their work on the Commission. How-
ever, members appointed from among pri-
vate eitizens of the United States may be
allowed travel expenses, including per diem
in lien of subsistence, as authorized by law
for persons serving .intermittently in the
government service (5 US.C. 5701-5707), -
to the extent funds are available therefor.

{c} The Commission thall have a staff
headed by an Executive Director. Any ex-
penses of the Cornmission shall be paid
from such funds a5 may be available to the
Secretary of Health and Human Services.

Sec. 4. Genevsl (a) Notwithstanding any
other Executive Order, the responsibilities
of the President under the Federal Advi-
sory Committee Act, as amended, except
that of reporting annually to the Congress,
which are applicable to the Commission,
shall be performed by the Secretary of
Health -and Human Services in accordance
with the guidelines znd procedures estab-
lished by the Administrator of Geners)

{b) The Commission shall terminate thirty
days efter submitting its report.

Ronald Reagan
The White House,
December 16, 1981,

[Filed with the Office of the Federal Regis-

© ter, 2:22 p.m., Decernber 16, 1981)

National Commission on Social Security

_Reform

Appointment of the Membership.
December 16, 1981 :

The President today announced his inten-
tion to appoint/designate the following indi-

Weekly Compilation of Presidential Documents, Monday, December 21,

1981; Volume 17 -- Rumber 51; Pages 1371-1394
‘ Appendix A, page 1
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viduals to serve on 8 15-member bipartisan
National Commission on Social Security
Reform. Alan Greenspan will serve as
Chairrnan.

Establishment of the Commission fulfills a
pledge made by the President in Septem-
ber to create & bipartisan task force to work
with the President and Congress to reach

two specific goals:
—To propose realistic, long-term reforms
to put social security back on a sound
financial footing, and

.—To forge a working, bipartisan consen-

sus so that the necessary reforms can be .

passed into law.

Robert A. Beck, chairman of the board and chiel
" executive officer, Prudentia! Insurance Co. of
America. Newark, NJ. He is a member of the

" President's Export Council.

Mary Falcey Fuller, vice president, finance, Shak-
lee Corp., San Francisco, Calif. Previously she
was senior vice president and direetor, Biyvth
Eastman Dillon & Co. Inc, New York, N.Y.

Alan Greenspan. chairman and president, Town- -

send-Greenspan and Co, Inc., New York, N.Y.
He &5 a member of the President’s Economic
Palicy Advisory Board :

Alezander B Trowbridge, president, National As-
sociation of Manufacturers, Washington, D.C.
He is a member of the President’s Task Force
on Private Sector Initiatives.

Joe D. Waggonner, Jr., consultant; Bossier Bank &
Trust Co., Plain Dealing, La He represented

the Fourth Congressiona) District of Louisiana
during the 57th to 95th Congresses.

. Senate Majority Leader Howard Baker, in

. consultation with Senate Minority Leader

. Rober: Byrd, selected the following individ-
uals to serve on the Commission:

William Armgtrong, United States Senate (R
Colo.}, chairman of the Subcommittes on Social
Security: of the Senate Finance Cominittee.

"Robert Dole, United States Senate (R-Kans),
chairman of the Senate Finance Committee.

John Heinz, United States Senate (R-Pa.), chair-
man of the Senate Special Committee on
Aging. '

Lane Kirkland, president of the American Fed-
eration of Labor-Congress of Industrial Organi.
zations. )

Dianiel Patrick Moynihan, United $States Senste
{D-N.Y.}, ranking minority member of the Sub-
committee on Social Security of the Senate Fi-
nance Committee. .

Weekly Compilation of Presidential Documents, »Mouday.'Decemher' 21,
1981; Volume 17 — Number 51; Pages 1371~1394
‘ Appendix A, page 2
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House Speaker Thomas P, O'Neill, in con-
caltation  with House Minority Leader
Robert Michel, selecied the following indi-
viduals to serve on the Commission:

Williorn Archer, United States House of Repre-
sentatives (R-Tex.), ranking minority member
of the Subcommittee on Social Security, House
Ways and Means Comrnittee.

Robert M. Ball, was Commissioner of Social Se-
curity in- 1962-73. He is senior scholar, Insh-
tute of Mcdicine, National Academy of Sci-
ences. '

Barber Conable, United States House of Repre-
sentatives (R-N.Y.), ranking minority member,
House Ways and Means Committee.

Movtha E Keys, former Assistant Secretary of

" Health and Human Services. She served in the
94th and B5th Congresses.

Dlaude D, Pepper, United States House of Repre-
sentatives {(D-Fla.), chainman, House Select
Committee on Aging. »

P.83
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the wing's first Alr Foroe Inspection in July. -
1995, the {irat ever for & composite wing and
the largest in Alr Foree history: and :
““Whereas, the opening of a training range
nesar Mountain Home Alr Force Bage is as-
sential to maintain the readiness and atrike
foree capabilltlea of thix nnique military
agget: - .

Now, therefore, be it “Rstotved by ‘the.

- members of the Becond Regunlar Sesslon of

the Fifty-third Idaho Legisiatore, the House
of Representatives and the Senate coneur-
ring therein, That we wge the Congress of
the United States to P83 necessary legisla-
tion to establigh and fund the training range
st .the Mountain Home Afr -Forcs Base.
Idabo.

“8e 1t further rasolved, That the Chief Clerk
of the House of Representatives be, and ahe

" {8 hereby authorized axd directed to forward

a capy of this Memaorial t¢ the President of
the Senate and the Speaker of the Houss of
Representatives of Congress, and the .con-
greasional delegation representing the State
of Idaho in the mngreas of Lhe United
Srates.”

POM-678. A joint resolusion adopred by the
Lagislature of the State of Alasks: to the
Commitiee on Commerce, Sofence, and’
Traunsportation, K . B

“RESOLVE No, 39

“Wheress more fish were dlscarded in the
!edemlly managed fisheries of the North Pa-
cific Ocean than were landed by American
fishermen in the North Atlantle Ocesn 'in
1292 and

“Whereas. in 1984, 25881596 kliogmms of
balizat and 1866272 kil | of herring
were discarded by fisheries in the North Pa.-
cific Ocean and the Bering Ses; and

“Whereas, in 1994, 15,458.258 cra were dis-
carded by {isheéries in the North Pacifié
Ocean and the -Bering Sea; and |

‘*Whereas, in 1994, 185,608 aslmon wem har:
weated in groundfish figheries of the North
Poacifie Ocean and the Bering S8éa: and .
. ‘Whereas thése discarded  herring, crab,

" ‘and saimon are resoufces mmaged by the

State of Alaska that wore, Lntereepu:d in off-
thore federal wgbem' and

" “Wheress these resources zre tlua aoonorxﬂc
and  cultural” Arevlood - for meny . Aliskans
Whé' ‘agpend o the aea for their valihoods

- an& subsistenmmzand
:UWhareds raagne wﬂd!i!e specles in Alisks

ma.ﬂne we.new: depend on fish for food
ars faced g o ons and a

. potential uaw endmgared ppecies; wg_
. S Whersas tnued wanton wagté dh- _;
) Aérmines gtgm mana.gement strat- -

Clegy for wu

and. re«.tveuwsheﬂea, and places che
" rural coninoslige of Alaska ntrisk and .

sormercial, ‘gubgistence,

YWheread olmene. 10 lmplemeént severs. pen—
sltles againat wemselg ‘reaporiblé . for h.isl_:

‘bycatch and dismsrd rates have fafled: and

~Wherdas misimizipg the catch of ungder-
sizad fizn and wducing ‘wanton wasts will
conserve fisherdes resources for present and
future zenerations of subsistence users, com-
merciai ard recresgional fishermen; :aeafood

- industries, cosgtal cozmnnmﬁes. eorsumem.

and the pation; and = - "7
. MWhereas fisheriescan uchnlcauy or oper-

attonally reduce wasta and the mcidcntal
" taking 'of- nontarget ¥pectes i given: 800
- nomic Ansentives: or fif- .appropﬁam regu-
. lavopy measures are applied; be it v o

“‘Rawived, by the Alasks Btave: Legislacure

" That %he wantonrwaste now occurring in fed-

eral fisheries of tha North Pacific Ocean and

the Bering Bea is.of utmost ecological. so-

cinl, and economical importance: Rnd be it -

wFurtker vesolved, That the. Alaska Btate
Leogislaturs respectiully-urges the Congress
to amend the Magnuson Fishary Conserve-

- ‘atbievad through. mcdlcam

HCFA-OLIGH
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tion and Management: ‘Act, or m enact other
legislation; encompsssing & koad rauge of

measures t0 reduce wanton-waste in North
Peclflc Ocean and Bering Bes figheries, In-

eluding harveat griority {ncentives for clean
fishing- nractices anq ut;herr mans,gemenc
wols.” -

REPOR’I‘S OoF COMMITI‘EES

The fouawlns reports of com;mttees
were submitted: .

By Mr‘ SPECTER., from che Sclcct Gom-
mittes nn Tutelligence, with amendments;

8. 1745. An original bill to authorize appro-
priations for fiscal year 1597 for miiltary ac-

tivities of the Department of Defense, for

military construction, and for defense activi-
ties of the Department of Energy. t0 pre-
scribe peérsonnel strengths for such fimcal
year for the Armad Forges. and for other
purposes (Rept. No. 104-278). -

By Mr. STEVENS, from the Commitiee oo -

Governmential Affairs, without amendment:

S, 1488. A bill 1o comvert ¢ertein excepted
service positions in the United States Fire
Administrasion to ¢comnpatitive service post-
tions, and for ather purposes.

R e R
INTRODUCTION OF BILLS AND
: JO]N"I" RESOLUTIONS

The fauowmg bills and. Joim: resolu-
tions were introduoed, read- the first
and second time by -unanimous con-
gent, and referred.as indicated: -

Ry Mr.'DOLE (for m.mse]: Mr, ROTH.

«.Mr., Sivesoln, Mr. PresgrER, Mr.
“HateH, Mr, CHAFER, Mr, Mc:mmwam.
and Mr. COCHRAN): )

2. 1856. A will to esf&hlish a commission to
study .and provide moommendamnns o6 re-
storing. 8olvency in. the rmedicare program
under title XVIIE of the Socuu Security Act;
to, nhe Committes on. Figancs. h

By Mr. DOLE:

B. 185T. A bill to estabxmh 2 bipe.rt,lsan -

commission on ca.mmlan practides und pro-
vide that jts recommendations be given ex-
" paditéa consideration: %4 the” Cammunee on
Rules and Admin:stmuon, -
By Mr. GRAHAM (for’ m;m;elr, Mr Bav-

. CU8, sndw FrYORY., . ._.

8! 1858 A bill to provids for Mnmved oo -

ordim.don. communioat.loﬁ., and enforve-

ment reldited to henlth care fraud, w,ut,e ﬁ.nd
abuse: to the Committes on Fintnce. .

By Mr! GRAHAM (for m::melrana Mr

© BAUCUB) ,~'-" : ;

8, 1859, A bm'_

svdse enforeeinent noﬁmm“ ror«purpoaes
other than improving the solvency of the
Federal Hoapital Ingurance . Trust Fund
under title XVIU of the Social Security Act,
to ansure the 1ntegrity of such trust fung,
and ok other purposgs: o tha comnmbee or
Rules and Admlnistmmon. o
- By Mr. MECONNELL (for hlmself‘ Mr.
~DoLE, T Mr. Mom ﬁmd Mr
<~ .. LIEBERMAN): . R TR
©$,.1860. A b)Y o pz'ovjda for leghl " refcrm
and.. consumer c¢ompeasationsirmiating to

motor vehicld tort eystéms;. and”for. other-
purposes: to the!Commirtee o1 Commerce,’

Belence, and Tranaportation. ity i

-6, 1861, A bl o provide for leaa,verOM'

and consumer compensation; and- for other
Wtcs 8 7#3 iﬁle CUmmitteﬁ on t,he Jadic!-
mjy b ""\ i
By Mr PR.ESSLER (for himaek! a.nd
- Mr. HATCH): - :
. 8. 1862: A Wl to pemut r.he Smrmw cus-
sribution of state-{nspected meat under ap-

June 11, 1991

propriate ‘clicumstances; to tha. Gcmnﬂtma
on Amculmm Nutrition, md For\m:ry
* By Mr. DASCHLE: | :

5. 1863 A bill to require the soamm;y o;‘
the Army to atqulre-permanest flowags ang
saturation’ éasementa over lsnd that ig lo
cated within -the 10-yesr floodplain of the
Jomes River, South Dakota, and-far other
purposss; ‘%0 the Commi:&oa cn Envu'onmen;
a.nd Public Works.,

SUBMISSION OF CONCURRENT. AND
SENATE RESOLUTIONS

The follewing conewrrent resolutions
and Senate resolutions were read, and
referred (or acted upon), as indicated:

By Mr, NICKLES (for bhimself, Mr.
DascELE, Mr, LOTT, Mr. FORD, Mp.
THURMOND, Mrs. KASSEBAUM, Mr.
AFRARAM, Mr. ARA¥Aa. Mr. AsacrorT,
Mr. BAUCUS, Mr. BENXETT, Mr. Riogn,
Mr. BINGAMaN, Mr, Boxp, Mru.
BOXER, Mr. BRADLEY, Mr. BREAlX,
Mr. BROWN, Mr. BRYAN, Mr. BuMFERS,
Mr. BURNE, Mr, BYRD, Mr. CAMPBELL,
Mr. CHAFEE, Mr. CoaTS, Mr. COCHRAN,
Mr. CoHEN, Mr. CONRAD, Mr
COVERDELL, Mr. CRAIG, Mr. D'AMaATO,

© Mr. DEWIRE, My, Dobb, Mr! Demmum.
Mr. ~DORGAN, Mr.: “EXON, Mr,
FARCLOTH, Mr. FEINGOLD, Mrs. FEN-
&TEIN, Mr. FRIST, Mr. QLENN, Mr.
Goﬂ'ros, Mr. GrRAHAM, Mr. GRaMM,
Mr. GRAME, . Mr. : GRABSLEY, Mr.
- GREOG, Mr. HARKIN, Mr. -BaTcy; Mr.
S HATFELD . Mr, HEFLIN, Mr. HEILMS,
Mr. HonLINGS, Mrs. HUTCHISON, Mr.
INHOFE, Mr. INQUYE, Mr. JEFFORDS,
Mr.. JOUNSTON, Mr. KEMPTHORNE, Mr,
‘KENNEDY, .Mr. KBeREY, Mr. ¥ERRY,

© My KoL Mr.X¥yL, Mr. LAUTENBERG,’
Mr. .'Lpany,. -Mr . LEVIN, - Mr,

LJEBERMAN,  MroivLUGAR, Mr,- MACK, -~

A MECMCOCAIN, Mr, MCCONNELL, Ms, MI--
cy KULay, . Ms. . MOsELEY-BRAUN, | My
¢ . MOYMIHAN.:. Mr., MUBRKOWERY,. - Mra.-
MURRAY, Mr. NUNN; Mr. -PELL,Mr,
~PRESSLER:. M. PRYOR, Mr: . REID,"Mr.
‘ROBB,, Mr, R«:mELLm, Mr. RorH,
~Mr.- SANTORUM. Mr. - SABRANES Mr.
SHELBY, Mr. 8MOR, Mr. StMPSON, Mr
o BMIPHE,- M8, SHOWE, Mr: SPECTER, Mr

v

R S@vaa. “Mr: THO)-!ASt “Mr; THOMP- '

_and Mr, WTDEN)-..

+-5. Res. 259, A& resolution Lo deaigna.te;m&
. ba.h:ony gdjuca‘.ut 12 rooma £-230 and-5-23t of
the United - StetesCapitol - Buliding as the

“Robery. J. - Dole Balcony"—cunxiﬂemd m:d'
sgresdto.

" STATEMENTS. ON INTRODUJCED -
BILLB AND JORT ’REBOLUT{ONS

By ng “DOLE (for himself Mr
~ROTH, Mi, SIMPRON, Mr. PRES-
- . SLER; -Mr. HaTcH, Mr. CRAFEE.
My, MURKowSla. and Mr CQCH

T RAN)C :

S 1856 A bﬂl to eatabljsh
sion to study’ ami p’rOVide recommenda-
+ions on rastormg solvendy | 10 ‘the Megd-
icare program, un andar mnexvm of the"
Social. Seeuriby 4&.«.-,1;n t.o ::hﬁ Committ.ee
on Finance. ) ooy

. 'I‘KEHEDIC&BE REB'I‘DB.A‘X‘IO)! Ul'

Mr "DOLE: "Mr. “Préstdént,”
Wednasda,y the Mea.u:am trustees re-
leased thelr report on the stats.of the
Medicare trust .fund, and the. _report
was gyim. Inst.ea,d of going bankiupt 1o
2002;.a48 they pre\dmmy forscasted; the

1ast :
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. cdnclude that Medicare will go
-' -in- 200i—fust & years from

' rnhepaatyma.ndahall’ tmaRer
Kblican Congress has attempted to
Hionestly and forthrightly with the’
ipending Madicare meltdown.

We put forward & dudget that. would
tect, presarve, and etrengthen Medi-
re by reducing its unsustainable rate
growth, while still allowing for &
althy growth rate.
We did not olaim that our plan was
rfect or that it solved the long-tarm
oblen:- But it was & real attempt to

sliaviate a crigls tkat will immediately
& impaot 37 milljon senlors and disabled
Arpericans; and will have repercussions
on tens of millions more.

-In May 19985, T callad for a bipartisan
Commission to be get up to save Medi-

% oial Security. Unfortunately the White
‘Houre dismissed the idea sand decided
£ to attack Repuhlican plans to save t:he
Medicars systein.

Thit ia why I rise today to mtroduc-e
the Medicarse Restoration Act to estab-
lizh & blua-ribbhon bipartisan advisory
commission to help deal with this cri-
Bis,

In my viaw, lea,demhip mea.ns more
than just talking . about probiems. It
a.lBo means. doing mmeth.lns {0 solve

- .”his Commiasion will be responsible
for 'reviewing the current, short-term
Jong-tern condttion ‘of. the, Medi-
“[yust funds. The Commiszion will
am;)osed of.15 membera appeinted

_he aumemml we ‘ranst put
on a hipm‘tiaa.n

nnwﬂltngtodotha-

inrFebruary- 1995, Pmsldent’ Glmt;on e

d & budget that, oonta.imd no
ans for-saving Med{cars:-
1995 M :

per .benaﬁcmx'y"bo, inc:rease
0 per. DerﬂOn to 37.290 per DEF'

yoars. O, . .
0 an nndenla.ble :L’smt tha,t: m

care atmilar to the one that saved So-

,@mom.snnm*m

lon ‘-frheconmssﬁsdathat—- RO
.j‘ql}thamommmmmmderﬁmexvm<
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And when the. Preament was nsked,
not Jong &&£0 -4t £ news conference, why
he-continued to.use these terms -even

though they are not true, his response -
was esgentially that the medm made

him doit.

With the release of the tmbees re-
port, the {nesbapable conclusion is that
while the. rhetoric flew, Medicars was
pat at further risk.

And those who say that talk is cheap
shonld know -that 18 months of mis-
leading rhetoric may have gained one
side points in the oploion polls, It also
put Medicare another $90. billion—plus in
the red,

.The bottom line is that the 87 million
Americans who depend on Medicare de-
serve better. Futurs generations of
Americans who. will need Medicare de-
serve better.

I call on the President to come fore
ward and support thia bipartisan com-
mission so we ¢an prezsrve the Medi-

-care Program and to join with Repub-

licans on a bipartizan basgis, as I bhave
proposed before, to address this very
egerious problem.

I send the bIIT to the desk and ask it
be appropristely referrved. It is cospon-
sored Dby Senatare ROTH, SIMPSON,
PRESSLER, . HATCH, CHAFEE, and MURr-
EOWBKY, who are on the Senate Finance
Comumittes. 1 certainty welcome addi-
tional cosponsors on either side of the
alsle. This will be-a biparmsan commis-
sion. .

Mr. President 1 ask una.nimons con-

gent that the texn of chs bilY be prinbed i
'mthe RECORD. -
There being no ahjecuon‘ the mu was -

ordered to'be priated n the RECORD, a8
follow: . T .

' s 18.':6 '
Beizmdbym&nmmtdﬂmojﬂsp-

mm:n ofthe Uuited States of Mo; ‘“,

Congrass nesembled,’

This -Act sy, be: cumg
Rastaration Aot of 1906
@(‘- 1y WJSW. A

r.n'e._ .“Mﬁdiég;bq

of-the Booial Security Act provides essemuial "
" health care insprance to this Nation's senfor

-'ciuzena a.nd to Individuals with Aaabilities;

©(2)’ the ‘'Fedeta]l Rospital 'Insurdnee Trust

JFund will be bankyudt {a the year 2001, and
‘za.ces aven greater: solvency problems it the

long-run with thc a.gmg“ot tha baby boom
genemtlén' i :
{3) the u‘us‘cees -of. the-nwn funds of the

_,medloare program have reportéd that grawth:
1o Epending wmmx ‘the Fedaral Supple-

mmtuna-bla-' X

" n(4) expeditfous astion 1s ueeded 1n eder ta-.
_restore the Hscal health of the medicars pros

gram and, to maimtain’this Naton's commits

'ment 5 ‘senfor: am.u 'ud r.o mdividnm

with dtasbilitiessd
‘. BEC.4 DUTIER OF THE comnssmx.

- The Comimiesiol shallw ~ -

(1) review Televant 2nalyses of the current,
short-term, ‘and;long-tarm financial condi-
don of the Federal Hospital Insuranoes Trust

.~ -There: 5. esmbuahed a camnuss!cn 0. be-'
kncrwz:&s the “Natipnal Cominlaxign dMeals
- winmlsActaatha-»’

- the members of the Coammission, the Chalr-
* person shall appomt &.Direcmr ot me eom.

2826908168 P.@S
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Fuond. and u:e Federal supplemenmry Medi-
oal Ingurance Trust Fund onder f-ma xvm
of the Social Security Act; e

.+12) {dentity problems that- thmun she 8ol
vency of such-trust funds; .

(3) enalyze potentinl: solndlons . to -saoh
‘problems that will botk assure the financial
integrity of the medicars . prugram under
such title and.the provision. of- tmpﬂam'
benafity under puch program; :

(§) meke recommendations to restore r.he
short—rangs and long-range solvency of the
Federal Hospital Insprance Trust Fund, to
provide for sustainable growth of the Suppis-
mantary Medical Insurance Trust Fund, and
on related matters gs the Cornmigaion deems
appropriate; sad -

(5) review and aunalyze such other matters
a5 the Comumission deems snpmpnahe-

BBEC. 5, MEMEERSHIF. .

(83 NUMEER AND APPOINTMENT. -‘me Corne.
mission shail be compased of 16 membcrs. of
whom—

(1} flve shall be appointéd by the President,
of whom pot more than 8 shall be of the
same political party;

- (3) frve shall be appointed by r.he Majority
Lesder of the Senate, in consultation with

_the Minority Leader of the Senate, of whom

not more than 8§ shall be of the sarme politl- -
cal party; and

{3) five ahall be appointed by the Speaker .
of the Houge of Representatives, in consulta-
tion with the Minerity Leader of the Hounse
of Representatives, of whom not more thayn 3
shall bs of the same political party.

(b} COMPTEOLLER GENERAL.~The Comp-
treller General of the United States shall ad-
vist the Commiggion on the mathodology. to
ba osed in identifying prodlems and
ing pocenmx_‘! aolntﬂnnx in a.cc:czdanco with
sechion 4. - ’

(c) TERM OF. Ammmw—'x‘he membera
shall gorve on.the. Cammisaion fuz- t;he iife of
the Commission

(d) MEETINGS. —'I'he Commmxon uha.!l 10—

. cate {64 headquarters-in the Digtrict-of Co .

. lumbda,” sand smn meat: at; the ;gall.of

notice bf the vacadéy.. = .7 i
(hy’ Mmunow—Membem or tha eom ‘
misKion ghall recelive no: ‘sdaitional pay. el
“lownncas, or beneffty b}( ms.mn of m :
ice on the Comumimsion. * : .
. (1) EXPENSES.—Bach membo_ of :the Cmn- :
m!ssion ihall recéive Wravel expenses xud per
‘dem I iteuw. of subalstence In ascordancs -
with secdons: 5?02 a.nd 5703 of tzitle 5, Umned
States Code: e
@csﬂmmsvmmmcm .
- (8) DIRBUTOR~—~ ' _ o -
(1) APPOINTMENT. —Upcn comm]t.s.mon wit.h

mission. . - -

23 Coupms.s'nox.-‘i‘hﬂ Dlratbar ehal! be
patd the rata of hsaié pay for Xavql V of the-
Executive Schedile: " -,

{h) BTAFP.—With the B.p}m:fvul of :he CQmw,
migsion, the Director may appolnt such per:
.- sonnel a# the Director considers eppropriate.

{C) APPLICARILITY OF OTVIL SERVICE LAWS.—
“The staff of -the Commisaion aball ba.ap-
pointed wx;nour, reguerd W the pmvseio_ng of

:
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Hile 5 'Umted States Cods, governing ap-
Yointanents tn- the competitive sarvice, and
shall be paid without regard (o the provis
stong of chaptar 51 and subchapter II1.of .
. .chapter 58 of such title relasing to ulasmna-
. tion and Genaral Schedule pay rates. -

© (4) EXPERTB AND CONSULTANTE.--With the
Spproval : of  the Commisaton,. the ‘Director’
MRy procore  temporary - ind Interimittent
servi¢es under seotion 3109(!;) of tme s. Unlt«
od Btates Code.

(@) STAFF OF FEDERAL AGENCIES, —Upon the
request ‘of the Commisajon, the head of any
. Federsl agency may detail any of the peison-
nel of such agency to the Commission to as-
sist in carrving eut the dubles of the Com-

© mission,

. {f) OTHER RESOURCES.~-The Commission
ghall have reaspnable access to materials, re-
sources, statistical data, and other Informa-
tion from the Library of Congress and agen-
cies and elsctad representatives of the execu-
tive and legiglative hrenches of the Federal
Governmeant. The Chalrpsrsan of the Com-
misgion ghall make requeats for such agcess
in writiog whex nccessary.

(g) Puvsicar Facuwrmes —The Adminta-
trator of the General Services Administra-
tlon shall locate anicable office space for the

operation of the Commission. The facllivies
shall sarve as the headqusrters of the Com-
mission apd ghgll iInclunde all necessary

. equipment apd incidentals required for the
proper functioning of the Comunission. ‘
EEC. 7. FUWERS OF COMMISSIOR, .

(a) Hearmgs.—~The Commiasion ray oon-
duct public hearings or forumns ab the discre-
tdon of the Commisaton, at any time and
place the Commiasion 1s able to sacure facill.
tles ard witnesaes, for the purpose of carry-

- 4ng our the duties of the Commission, - -~
()] I)ELEGATION OF AUTHORITY¥ ~—ADY IDGmM-
~ ber o agsnt of the Cofmmisgion may, It au-
thofized by the' Commission, fake any adtion .
 the Commiasion i3 o.uthm'ized w hske by this .
muon ’ +
“(e) GirTs,  REQUESTS, A sza —-‘I‘ne

Not later than June 30, 1997, the Commia-
on s!u.u aubmxc & rewrc W - t.ne ‘Presigent -

" misglon fmbmita {tg report ' to ths Presldeut

K ‘mes Buall provide to the Commission, .ot of

fdh sams a5 are ne0eEsary w oarry
umoms of the Commission. .- ~,‘

'.'tioml Commission on, Medicam Be-
" form.,

* _report released last Wednesday; June-5,
‘the Medicare bosplt-afl insurance trust

.. Medicare's fiscal brisiss
- The 1983 National! Commfssion on Sao
018-.1 £y Fefo

date wmch is 30 daye afcer the date the Oom- »q aires thm Wa ot ba-a govern-

- ment, of emphy’ promises. We musec.re--
-- gtore: Medica,re :o mbmt hea.lth ’£or our -
1 o

cospommr of lsg'isln.mqn introduced, by
“sthe majority leader to' establish'a ‘Na-. *

Acmrding to the Medica.re r.mssees’ .
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fund- will be bankrupt earlier than ex-
pected. In:fact, the trustees, of whick

three -of the gi{x trustees are members.

of President Clinton's Cabmec mdicate

that the trust fund ‘ioay run’ out of‘

money a8 early s caldndar year 2000,
- Senator DOLE's proposal 1s consiscenc

with the recommendations of the Medi-

care trustees, The tristees recommend:

* = *» the establishment of'a gational advi-
s0ry group to examine the Madlicare Pro-
gram. The advisory group. would collect and
disseminats in{dTmation and belp develop
recommendations for effective solutione to

the long-term financing proviem. This work .

will be of criticgl importance to the adminis-
tration, the Congress and the Arasrican pub-
1i¢ in the sxtensive national discuasion tlmt
any changes would require. - .
We are now 2 years closer m insol-
vency of the Medicare trust fund than

- we were at this time last year. We lost

a year trying to address the problem,
and the program is 1 more year closer
to bankruptey than we axpected. Yet, [
regret, we are miles away from reach-
ing an sgreement on a solution.

QGiven the very short time that Med:-
care will remain solvent, and given the
large number of baby boomers who will
be joining the Medicare Program in
just a few years, we cannot afford more
delay. It 18 thme to put politics aside
and find a selution. ¢

‘What is -happening to. the Medicare
trust fund {4 pretty tasic. The program
is paying out rére than 1t s taking in.
This simple dynzumc, if left unchecked,
will lead ‘Medicare” to- banknxpt,cy in
less ‘thax b “years.’And, ‘simply- put,
bankruptey of the tfuss: fund means
thare will not be money to pay the hos-

) ", pital’ Billg of our sen,ior eitizens and

. Comimission Tiay actept, use, and dspose of *‘dxsa.bled mdivid 1g" rena.nt on Med!-
. &ifta, bequests, or devises of servicés or IOP-  earp- s
_ erty.both real dnd pemnal Tor e’ purpose ..
| of aiding or mnmm the _w rk ol't.ha Com:

. 'Ag‘a.in. I be&ieve 1v4s me 0 put: poli-

- ticewmside. ‘A MeEdioars Riform Commis-
. sion i’ aa’ important “eted in’'the Fight
direotion to“bringing tag‘a&her a bipar-

txaan. 1a.3t1ng agreem.ant“ 'resolving

‘ 541 ; :
'»bs.nkrupbey of- Soclil. _:Sec_urix;y, The
- - 1983 Cormmission- ‘brought’ together. pec:
‘ple ina cnopera«t&ve m:arttm gpirit.

; g.afly

. 'We ‘are facing ‘4 Grisis ‘.A orists” re-

; fands otherwise avallable to smch Becretary, -, -
&b

COMMIBBION ACT OF i90¢ .

Alegiszamve 81 !.ta.nguag'e“’fcr” j

“belleve thar. it woum ﬁawuﬁar td thke

M DOLE. Mr. President, a.s:I; pre-
‘pa,re to leave BH inscimuon in’ Wh.loh T

2026902168

have .served’ for over 35 yea.rs 1 .
mindful that in many ‘ways the pnhlm
hss lost confidence in the abiitty ty gt
legislators to repreaent thelr in%ereag&
not special ; mterests

- We¢ should Hot allow this to contiaua

_Repreaenmt.ive Damocrmy founded op

fair-énd competitive elections, isat the

. core of what Thakés America ‘great,

Yat, concern over how we flnance elec. .
tions threatens to erode’ the trust the
American people ha.ve in-our elected of.

ficialg.

As my colicagues know, Cougress has
tried repeatedly to grapple with this
issue and largely. failed. However, }
continue te believe that the very na.
ture of the problem makes it difficulc
to resolve in the normal give and t.akc—
of the legialative process, |

1n 1890, for example, Senator Mitchell
and I appointed a six-member commis-
sior of outside experts to look at thiz
issue and report back to us, but the re.
port was unfortunately ignored by Con-
gress.

I suggested in 199¢ and repeatedly
since then that a gimilar commission
be constituted %0 report back to Con-
gress, but witk an Iimportant dif-
feronce. This time,. the report should be
in the form of recormmended legislative
language which provides a solation and
Congress. ghould have an 0ppornumt,y
for an up and down vote. - ;

" A8 my- colleagues know both Pres:-
dent Clinton and Speaksr GINGRICHE en-
dorsed s similar concept.last year whern

. nhey met:in-New, Hampshim‘ S

I therefore sends to . the deﬁk é. hill

_that establishes-an elght-member com-

mission of. out.sida axparts. They: wounld
have the-broadest. possible marndate. to
think through Ahis, problem,. come up
with solutions andrepars back 1o Gom
gress not more: than 30 days a.n;e: the
convenlng of thé 105th’ congmss R

- The canuniaamn:wm send Congress

this lasue optb

- super-héated’ mrm L RL asphem' an

gliow’a- bipa.rtisaa ﬁbpma,c!f’ t0'be de-

veloped that Congress'cannot fgnare.
‘Mr. Prestdent, I-ask’ Wranimous con-

sent that the ,38 ] of uhe Big bé prmted

cna “Bipart-isnﬂ

Cam;mg.n mnm Cmﬁmjmmn Act "of

- “There ia aacabiished Y cmmiseion w b

K0Oown  ag the, B!m.t‘t;lsan c;xmmiaaion 072

TOTAL P. 85



