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The Two Parts of Medicare: 
.' 	

IJ:ospitaJ and Physician Services 
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The Medicare Prog~am has two distinct parts:..: . 
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'"~... 	 - • 1. Hospita~ insurance [HI] :orPart A 
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Part A pays for inpatient hospital care, skilled nursing facilities,II-

home health services, and hospice ca~e. 

. 	 . 

~ 

>­	 • 2. Supplemental Medical Insurance [SMI] or Part B 
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.....:: 	 .. . Part B covers physician services, along with outpatienthospital . 
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The Annual Trustees Reports 
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~."c:::> - • The Medicare Trustees submit 3IU1ual reports.to Congress each spring in which'. 	 c:::> 
p.., 

they review the performance of thee HI ,and SMI Trust Funds in the pri()~ fiscal 
year. The report also includes the Trustees projections about future trust fund 

. per~ormance and solvency . 
•' C"'> -" c-­

U">. 
• . The projections in the'Report are completed by professional actuaries in both 

en 

<:.0-	 ReFA and SSA. They are intended to convey professional judgment of howC> 
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future scenarios could affect the HI and SMI'Trust Funds. 
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The ill p~ogram -- Part A 
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. c::::> 
.: c::::> • Thein program is funded throJlgh the HI Trust Fund. The trust fund
,..~ 

receives about 86 percent ofits' income' from the HI payroll tax (2.9% of 
pa.yroll·, split between employers and.. employees).. 

CV"> ~ Other sources of H1 Trust Fund income include: 
c-­-­
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c:n 

<.0- Interest, which ~ccounts for about 9 percent of income. 
Revenue from the taxation of Social Security benefits, which 
accounts for about 3 percent·pf income. 

. :::­
..~, CI Other miscellaneous revenue, which is less than 2 percent of 
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~ mcome. 
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. Financial Status of the m Trust Fund 
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.• "Actuarial Balance" is the term used to describe the long-range (75-year) 
fmancial status of the HI Trust Fund. 

• The trust fund is considered to be in actuarial balance when income is projected 
to be approximately equal.to costs (both expressed as a percentage of taxable . 
payroll) over the long term. 

• For 1996, the 7S..year actuarial balance is projected to be -4.52%. 

. III-

i 
t 

This means that we would need to increase income or decrease costs by 4.52 
,percent (expressed as a percentage of taxable payroll) over the 75-year 
period to ~eep the trust fund in balance. 

5 




.- "', -- •. ,.... - .. '"' ........-;-.--,.---'--....-.....>.-~---:.....-.---........-.........~..... ~.,....:-'.~ ...----~~-....:- --- '--~-'+~ ... ,~.-~-. 


:.* 

m Trust Fund Experience --''19_9_5_,___ 


• Expenditures exceeded revenues bY'$36 million . . : C"""> 
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c ­= 
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'= • 	 The trust fund almost broke even one year earlier than projected by the 1995 ill 

Trustees Report, because: 

Expenditures were higher than expected in 1995. 
c_ 

C""">- ,. Hospital cases were more complicated. 
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C tr>.­c-	

Claims from all providers' were filed faster.en 	 II> 
c::> 
E-­

Revenues were lower than expected in 1995. ' 
>;' " 

:::­	 ~. Overestimated income from Social Security taxes. 
CI Wages grew slower than expected.
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__ .Change in the Financial Status, 199;;~_o 1996__ 


• From 1995 to 1996, the projected 75 year actuarial b~ance decreased from 
'" C"")',' = ~3 .52% to -4.520/0. 

co "'" = = 
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• The decrease in the long-term actuarial balance was caused by: 

II> Assuming higher utilization in SNFs and HHAs in the future (35%) , 
'/" 

II> Adjusting for actual 1995 performance (higher expenditures, lower revenues) (26%)
C"") 

I:"­-­u::::> 
w:-> ... Asswning more complicated hospital admissions in the future (19%) c:n -­
C> 
E-< 

II> Adding a poor performance year (2070) to the valuation period (10%) 

:: ­
... Updated economic and demogra,phic,asstimptions (10%) 
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Findings of-the 1996 m Trustees Report 
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• 	 The HI program remains severely out offmancial balan~e, and is expected to be 
depleted in 2001 J under intermediate assumptions. 

'. 	 HI expenditures exceeded income for the flfst time in calendar year 1995. 

, Trust Fund Income, 1995 SItS.O billion 

Trust Fund Expenditures, 1995 $117.6 billion 

Trust Fund Assets. 12131/95 $130.3 billion 


• 	 Spending on Hl benefits was $116.4 billion, a 13 percent increase. 
Averagespending per HI enrollee increased 11 percent to $3,170. 

• 	 Administrative costs were 1 percent of program expenditures. 

• 	The distribution of HI benefit spending to providers was as follows: 

Hospitals 70 percent 

, Skilled Nursing and Home Health 21 percent 

,Managed Care 7 percent 

Hospice 2 percent 
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Trustee Recommendations -- ill 


'<:"'" . " ..­= r­

..-< 
~ " The 'Trustee~ recommend proI!lPt, decisive, effective action to reduce growth in= .:>.... 

HI program costs and, extend the date of exhaustion. , 

.. ' . 

" • The Tru,stees recommend establishment of a national advisory group on Medicare,;...;. 

Reform to provide critical infonnation needed'in the djscussion and orderly <:"'" 

""'" 
", <.C 

c-- development oflegislative solutions to the III 'p'rogram' s long-rangefmancial 1.0 

""'" en ,problems. " C> 
e­

• If timely and effective. action i~ 'taken"the Trustees believe' solutions will be found 
::­ that can restore and maintain the financial integrity of the HI program.
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TheSMI program --' Part B 
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= <=>-. • 	 Part B is funded through the' SMl Fund. Th~F.Und rec~ives income fr9m two 

primary sources: general revehue~:,'ap4>pre~~lJl1ls,paid byenroUees. 
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,. c Part B premiums are:drrectlydeducted, out.of.the monthly checks of ' 
C"'":> 

c-	
Social Security beneficiaries~ ",In 1996, premiums are $42.50 per mo~th.-­<.0 
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 .. 	 While SMI or Part B ,growth affects the federal budget deficit,the 8MI 

Trust Fund could never become insolvent,{unlike the ill trust fund).;': 

:: ­
c~ 

...,,'
E3= 
r.z.:Ic 

c 


:Z;cc 


< 
<=>-. 
..." 
< ,cc C> 

::s'C> 
P:l 
~ 

<=>-.== 
<.0 
C'-I 

;it ~ . 10 
,~ ~ 

I 
t..n 

~> ••~ 
. I . 
, u::> 

= 



~ 

..:~ .. "...-.-.'---~",. ~~" --;- ...... ,. '-' .. _. _'...,£ ,,, • '< '.~ _" .;.... .,!....".l.;~.·••~_,~~_.~ ..'..........~~H._~._"'., .~... 


~.: 

.;., 

...:. 
~. 
,,~. ) The Financial Status of the Part B Trust Fund 

T") 

" ­ • In the 1996 report, the Medicare Trustees report that the financing es~ablished for 
'-l 

:,:::::> the SMI program for calendar year 1996 is estimated to be sufficient to cover 
program expenditures and preserve an. adequate, contingency reserve. 

;~: , 

:;:: •. , • " The financial adequacy of the 8M} Trust Fund is expressed as the extent to which 
~'."'~­r ,4":V-> 
';:,'.qo its assets exceed its liabilities for that year. ' 
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.. : .' Under intennediate assumptions, assetS would exceed liabilities by about 25 
,f 

percent of the following year's outlays byD~cember 1996. 
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Trustees RecolDmeo'dations -- SMI 
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• 	 Given the past and projected costs' of the program, the Trustees urge the Congress 
to take additional'action to control SMlcosts in the neartenn . 
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-For the J0J?gerterm, Congress should develop.1egislativeproposals to address the. 
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process used to address HI costs. ' 
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Health Care q . DEPAIlTMENTOE HEALTH a. HUMAN 5 ElIVICES Financing Admir.istration 

Memorandum 
June 4. 1996 

Date 

Chief Actuary. HCFA 

Estimated Year ofExhaustion for mTrust Fund under Senate Budget Resolution 
&.!bject 

To Ac;lministrator. ReF A 

This memorandum responds to your request for the estimated year ofexhaustion for the 
Hospital Insurance trust fund under the Medicare savings targets specified in the Senate 
Budget Resolution. It is our understanding that the resolution would require Medicare 
expenditure reductions of the following amounts (in billions, by fiscal year); 

.li21 1m l.222 . ZQQQ 1D.Ql 2002 Imal· 
HI $5 SIO $16 523· 530 $39 5123 

SMI $2 $2 $6 $9 $12 $14 $45 
Total S7 $12 522 $32 $42 $53 $168 

Based on the intermediate set ofassumptions in the 1996 Trustees Report. we estimate that the 
assets of the HI trust fund would be depleted in the first half ofcalendar year 2004 if the 
specified savings targets were implemented. Under present law. trust fund depletion would,. 
occur early in calendar year 2001 (based on the same assumptions). Thus. the savings 
proposed under the Senate Budget Resolution would postpone the year ofexhaustion by 
roughly 3 to 3% years. . 

This estimate of the year ofdepletion under the Senate Budget Resolution is 'subject to several 
important limitations. First. it is our understanding that the specified savings amounts 
represent targets, as opposed to the estimated financial effects ofa specific package of 
legislative provisions. Our estimates ofthe effects ofsuch a package. once it is developed. 
could differ from the savings amounts shown above. 

Second. we believe the savings targets are consistent with the assumptions and estimates 
developed by the Congressional Budget Office. We have made a rough adjustment to these 
amounts to place them on a basis consistent with the intermediate assumptions from the 1996 
Trustees Report. Actual savings amounts. estimated directly on the basis of the intennediate 
assumptions. could differ somewhat. 

Third. the savings targets were available only through fiscal year 2002. We extrapolated this 
series by assuming that the savings in later years would represent the same percentage 
reduction from present-law expenditures as in 2002. In practice, subsequent savings could be 
either larger or smaller than the extrapolated amounts. 



Finally, the financial operations ofthe III trust fund will depend heavilY,on future economic. 
, and demographic trends. The estimated year ofdepletion under the Senate Budget Resolution 

is very sensitive to the underlying assumptions and could vary significantly ifactual future 
economic and demographic trends differ from these assumptions. ' 

For these reasons.. the estimated year ofdepJetion presented in this memorandum represents 
only a crude estimate ofthe effects ofSenate Budget Resolution's Medicare savings on the HI 
trust fund. As additionalinfonnation becomes availab1e on the specific provisions underlying 
these budget targets. we will be able to prepare more refined ,estimates. Please let us know if 
we can provide additional information in the meantime. 

n/~~-~ 
Richard S. Foster. F.S.A. 

-' 2­
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....•..-" 	 Health Care (*':/' DEPARTMENT OF HEALTH &. HUMAN SERVICES 	 Financing Administration 

\ t: 	 .------- ­
,... ' 	 Memorandum 

June 4, 1996 Date 

From 	 Chief Actuary, HCF A 

Subject 	 Estimated Year ofExhaustion for HI Trust Fund under Administration's 

Balanced Budget Proposal 


To .Administrator, HCF A 

This memorandum responds, to your request for the estimated year ofexhaustion for the 
Hospital Insurance trust fund under the Medicare provisions in the Administration's balanced 
budget proposal. Based on the intermediate set of assumptions in the 1996 Trustees Report, 
we estimate .that the assets of the HI trust fund weI tid be depleted in mid-Cl_alendar year 2006 
under the Administration"s proposal. ' 

In the absence of corrective legislation, trust fund depletion would occur early in calendar year 
2001 under the intermediate assumptions. Thus, the Administration's proposal would 
postpone the year of exhaustion by roughly 5 Yz years. 

The financial operations of the HI trust fund will depend heavily on future economic and 
demographic trends. For this reason, the estimated year of depletion under the 
Administration's balanced budget proposal'is very sensitive to the underlying assumptions. In 
particular, under adverse conditions such as those assumed by the Trustees in their "high cost" 
assumptions, asset depletion could occur significantly earlier than the intermediate estimate. 
Conversely, favorable trends would delay the year of exhaustion. The intermediate 
assumptions represent a reasonable basis for planning. 

The estimated year ofexhaustion is only one ofa number of measures and tests used to 
evaluate the financial status of the HI trust fund. If you would like additional inform(4~ion on 
the estimated impact of the Administration's Medicare proposals, we would be happy to 
provide it. 

n~~.~ 
Richard S. Foster, F.S.A. 
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.May 9, 1996 

Honorable 1. James Exon 

. Raoking Minority Member 

Committee on the Budget 


-=:-=-----tJnited States Senate 
Washin~ D.C. 20510 

At)"OUr request, the CongteSSional Budget Office (CBO) has examined the effeCts ofthe 
AdministIation·s budgewy proposa1s on the Hospital Insuraitce (Ill) ttust ftlnd.Undec 
CtI1Te.Dt Iaw:t the HI trust find isprojected to become insolvent in 2001. . CBO estimates that 
the ~on'sproposals. would postpone this date to 2005. . 

cc: Honorable Pete v. Domeoici 
Chairman 

http:CtI1Te.Dt
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J NEWS 

FROM ' THE COMMITTEE ON WAYS AND MEAN~ 
FOR IMMEDIATE RELEASE CONTACT: Ari Fleischer ot' Scott B. 

April 29, 1996 (202) 225-&. 


New CBO Report Shows Medicare Declining Far 
. Faster than the Clinton Administration Projected 

Thomas Calls on President to Submit New Plan to Save Medicare 

CBO Projects $444 BJllion Medicare Deficit in 2006, 
with Deterioration Accelerating 

Washington -- Congressman BiD Thomas, Cbairman of the Health Subcommittee of the 

Committee on Ways and Means, today released a new report by the Congressional Budget 

Office showing that the Medicare trust fund balance is declining far faster than the 1995 

report issued by the Clinton' Administration's Medicare Board of Trustees. 


"This new report," Thomas said, "confinns the worst fears about the Medicare Trust Fund. 
Medicare is in worse shape than we were told last year and its balance is declining every day. 
. Medicare must be saved from bankruptcy and I urge the Clinton Administration to heed this 
urgent new warning by submitting an updated plan to the Congress on how to save Medicere, 
without increasing taXes. The President shouid submit his plan along with the 1996 Medicare 
Trustee report." 

The ceo. fig'J.!'es released today by Thomas are the first official confirmation that the 
Medicare Hospital Insurance Trust Fund, also known as Medicare pan A .. wiU be bankrupt in . 
2001, one yeer earlier than the Trustee's 1995 report projected. The deficit will then drop 
exponentially over the next five years to $444 billion, according to the CBO. fer in excess of 
the projections made in 1995 by the Clinton Administration Board of Trustees. 

"Based on this new information, President Clinton's existing Medicare proposal is out of date 
and it appears to be a band-aid on a severely hemorrhaging patient. The President should 
submit to the Congress an updated plan on how to save Medicare. We must work .together to 
save Medicare and Republicans are committed to preserving and strengthening Medicere so it 
will always be there for those who need it. In 1993, President Clinton raised taxes .to boost 
Medicare and it obviously didn't work. His new plan should contain no tax increases." 

Thomas added that today's CBO numbers are more stark than the 1995 Medicare Trustee's 

Report. . 


"If the 1995 Medicare Trustees report was a 6.0 earthquake, this new report is an 8.0 
earthquake." TIl0mas said. The 1995 Trustee report said Medicare would suffer a $6.7 billion 
.deficit in 2002. CBO shows that the Medicare deficit will acrually be $86 billion, surging to 
a $444 billion deficit in 2006, blowing the overall federal deficit totally out of control. "This 

. dr.amatic difference clearly shows that Medicare is in worse shape than we were told," 
Thomas said. 

The CBO report, part of the April 1996 baseline. also indicates that the accelerating Medicare 
crisis is not caused by demographic changes. According to the their analysis, approximately 
37 million senior citizens will be enrolled in Medicare in 1997, increasing to 41 million 
seniors by 1006, a increase of just 1.2% annually. 

"Before the baby boomers even retire. Medicare is severely out of balance and both parties 

must work together and rethink how to save this important program," Thomas said . 


. "This would not h~ve happened if President Clinton hadn't vetoed the Republican plan to· save 
Medicare." Thomas said. "Instead of working together to save Medicare, the President 
unfortunately chose to play partisan politics by scaring senior citizens and demagoging the 
issue. The time has come to save Medicare. I urge the President to submit a new plan to the 
Congress that can achieve strong bi-partisan support." 

-30-­
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Monthly Treasury Statement 
of Receipts and Outlays 


of the United States Government 


For Fi'IO,,1 YeOl' 1996 Through MiJrdI ]1; 199(,. ar'ld Oth~r Periods 

Highlight 

The. cumulative outlays fof.the Earned Income Credit are $13.8 billion. $5.9 biUion more 
tha~Fiscal Year 1995. This is due. primarily to. elimination of delays experienced in 1995 

that . were associated with Internal Revenue SelVicefraud prevention measures." "'" ' , ,"' . , 
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Table 15--3. INCOME, OUTGO, AND BALANCES OF MAJOR TRUST FtINDS-Continued 
(In biUlons of dollars) 

199919117· i!001 

HIghway Trwt F,md 

BaIanca. start 01 yeN ......_ ...................... _ ..._.....__...._..................... . 
 21.417.9 23.9 27.6 33.119.0 41.1 SO.S 
Inc:omo: 

26.124.6 25224.922.S 26.625,' 27.1,.=!~::::::::::=::::::::::::::::::::::=:::~~:::::::::::::::::::::::::: 
Receipb;from Federal !md$; 


.Interest .................._........................................................................ 
 1.71.4 2.01..2 1.3 1.5 2.4 2.8 
othet ........_ ........._......................................................................... 0.10.1 0.1 0.1 0.10.1 0.1 0.1 

.Receipts Iiom Trust funds .................................................................. 
~----r---~----~----~~---+-----+-----+----

27.SSubtolal. Income ........................................................................ 
 26.926.023.9 26.4 29.0 30.0· 
Outgo: 

22.0To !he pubnC ...................................... , ......................... _.................... 
 20222.7 23.9 23.2 19.323.6 20.4 
Payments fa OIhGr funds ...........,.................................,..................... 


f---'---\-- ­

22.0 20.2SUbtotal. 0ufg0 ._........................................ - ......................... . 
 22.7 2'3.9 23.2 19.323.6 20.4 
CtiangElln !md balarIa!: 

SuIpIus or deficit: 

Exc!udlng iiterest .............__....................................._.......:....... 
 3.81.1 2.1 6.0 7.41.1-' 6.8 
Interest ..............._ ...~................__........._ ................;.............__... 1.2 1.3 1.7 2..01.4 1.5 2.4 2.8 

r----+----+----+----~~~----~----~~ 
2.5 5.5 a.aSubtolBl. surplus Or dalleit .......... ; ............... _ ............ :............. 1.1 
 2A 3.6 9.7 9.6 

~. 

T~rsIIapSes (net) ................._................................................ 

Other ~ ......._ ............................................................... 


r-~-+----+----+----~--~----~----~---
Tocal. Change in M1d 'balaIw::l! .....,.....;.................................,....... 1.1 
 2.4 2.5 3.6 5.5 8.0 9.7 9.6 

~==~~~==~==~~~==9====F=== 
13a1anc::e. End of Y__............_ ......_ .............................................. 19.0 
 33.1 41.127.6 60.421.4 23.9 

1IIIedictre: Federal HospbIII\SUI\VI~ (HI) Trwt t'1JRd 

t$3.2126.5 130.1 131.9BalanOIl, stilt of year " ...~.........- •._ ...._................_._._.................... 1211.8 
 123.4 12a.a129.5 
Inc:cme: . "'" 

126.9114,3 133.1108.l! 120.5 139.!! 
~ receipts ......_...._...._ ........:............:........._.................. 1.0 
~ recelp!s .........:...........__....................;....................,,:.. . 96.0 
 101.8 

1.2 1.5 
Receipts from Fedara! fmds: 


. IJIIemst ._................. ; ........... _....... _ ........................................:..... 10.9 


12 1.3 1.41.1 1.1 

11.1 8.S9.7 9.59.910.5 8.3 
8.47.97.0 7.4 7.5 B.8 9.3 

~ts.from. TIUSl, funds ...:................._;.......,..:...........................~.. 
~--~~---4--~-4-----4-----+----~~---+----

Ollar. :.._...................._ .........;......................:.....,...................,.."'''' 7.0 


139.1 152.11272 147.7 159,1Subtot.el. iK:ortJe .___..................-_................,..................... 114.6 
 120.5 
OUlgO: 

To II1e pub!Ic .....~...U>...............__..........................: ......._................. 114.9 144.5 162.9 
Puymenl$1o OCher fI.I1I.b ___...................._ .....................__• 

131.91242 130.3126.5 

~----~--~~--~~---4----~--~~--~~-----
137.9130.3 163.5 162.9 

Change it hnl balanC8: 
Surplus or deflc:i (-): 

,&bIoI.aI. outgo _..._..............................._..................___...... 126.5 
 124.2 

ExduI:Iing hIIHast .................._ ...................__....._..............._... -to.9-16.6 -6.9 -7.4 -82 -8.0 -10.2 -12.1 

j

InIereSt ..__...,..................__......................_ .....................,......... \--_10_.9~1-_10_.5~1-_9_.9-lr-_9_.7---!__9.5_+-_'~1._'-+__8._8--t__8_.3_ 
 \, 
SWlola!. MIIpIus or deIiciI H ...........::::::_.,......................it -' -6.1 3.0 2.3 12 3.2 -1.4 -3.8 t 

AdjunTIardS: 
TIlIIlSII~ (net) .................... _ ........................... __............ -' 

, 0Iher adjuSImanlS .............. - ............................... - .................... .' 

~--~~--~r---~-----4-----4-----+----~-----

TOIal. change in ~ Ila.Iance .............--..............- ................ F==-'==f=",;,...-8_._,=f==""3._0~F==2.""3--+;;===12=F==3,.;.2~r=_-_1.'"'4=t"""""=-3"".B= 


Balance, end 01 year _._................_ ....................___................. 129.5 123.4 126.5 128.8 130.1 133.2 131.9 128.0 


TOTAL P.05 

i 
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DEPARTMENT OF THE TREASURY 
WASHINGTON,.D.C. 

SECRETARY OF THE TREASURY 	 . April 18 " 1996 

Dear Mr. Chairman: 

Thank you for inquiring about the status of the Medicare Hospital Insurance trust fund. 
As you know, the Administration has always been and remaio~ c;ornmitted to the fiscal 
integrity of the Medicare program and to the health security of our natior{s-e"tiiedy. 

As you will recali, I and the other trustees have repeatedly called attention to th~ need 
for action to preserve these funds. Over a year ago, we wamed that, without it, the HI 
trust fund would be depleted within seven years. 

The Administration followed up with a set of concrete proposals to preserve Medicare. 
The President's FY 1997 budget proposal preserves Medicare, expands choice and 
preventive benefits, and cracks down on fraud and abuse, while balancing the budget. 
It would strengthen the trust fund and extend it well into the next decade. That would 
provide the President and the Congress the time to make longer-tenn reforms to the 
Medicare program and its finances. 

The Congressional majority, too, has made proposals. We continue to believe, most 
strongly, that the Congress and the Administration can and should act. We should 
resume discussions and reach an agreement on balancing the budget and . 
strengthening the Medicare Trust Fund. . 

In your letter, you asked that we make every effort to complete the 1996 Trustees' 
report,' and we are. As Secretary Shalala described in her letter to yau in February, 
and as she and I testified before your committee, that report has been delayed as' a 
result of the partial govemment shutdown and attendant work stoppages that resulted 
from this year's harsh winter. These combined both to slow down the work of the Social 
Security Administration staff. and to delay production of some of the economic data on 
which their projections are based. 

Only last month, Congress enacted a change in the Social Security eamings test. This' 
increased the workload of the Social Security Administration and required a 

.. 	recalculation of the OASOI and HI trust fund cash flows, causing a further delay_ As 
you noted in your letter, the Social Security actuary now reports that he hopes to be 
able to provide a draft for the Trustees' approval by early June. We anticipate the 
report to be completed no later than June 10th. 
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As you might expect, we have. been monitoring this situation closely. My staff has been 
in contact wE!ekly with the offices of the chief actuaries at the Social Security • 
Administration and at the Health Care Financing Administration to ensure that every 
effort is being made to issue the Report as soon as possible. In the meantime, we 
continue to publish the receipts and outlays of the H I trust fund every month. 

I should reemphasize the point that I made when I testified before your committee 
several months ago - that anyone year's results will not change the need for us to act. 
Both the Administration and the Congress have proposals. As the President has 
indicated, there are sufficient savings right now to balance the budget and extend the 
life of the Medicare HI trust fund. We should not delay our joint efforts to balance the 
budget and shore up this program that helps provide health security to our nation's 
elderly. We remain ready and eager to work together. 

Sincerely, 

Robert E. Rubin 
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WASHINGTON 

February 28! 1996 

The Honorable Bill Thomas 
ChQirman, Subcommittee on Health 
Committee on Ways and Means 
Bouse 	of Representatives 
Washington, D.C. 20515·6348 

Dear Mr. Chairman: 

I appreciate the opponuniry to respond to your lener suggesting that the 
Administration failed to fully and properly discloseinfonnation about the performance of the 
Medicare Trust Fund In fiscal year 1995.. I hope the information in thi~ leiter will make clear 
that the infonnation was widely circulated and analyzed hy Congre!;sional and olltside expens 
in late 1995. A~ Chairman nomenici's F ebnmry 12.. 1996 Budget Bulletin stated. the . 
information "fir!':t became available last October, in the Monthly Treasury Statement' (MIS) 
summarizing outlays for FY 1'l95. This new data was incorporated by CBO into their revised 
December baseline." 

The following i~ a detailed ~unimary of the actions the Administration took to release 
information on the performance of the Tnm Fund in fiscal year 1995 and the extent to which 
people outside the Admini~tration, including the Congrf!lsional Budget Office. were aWAre of 
the Trul\t Fund'~ performance in fiscal year 1995. I believe.it will make clear that the 
information was fully and properly disclosed: the information WAS sent to every Member of 
Congress (with multiple copies to your O\l/Tl Committee). was analyzed in IYY5 by CHU 'and 
actuarial groups, and was even incorporated into the CBO revised lJecember baseline. 

. . 

. , 	 The Administration reported the Medicate Tntst Fund's income. outlays. ~nd 
invest~d assets at the end of the' tiscal year 1995 in the "Final Monthly 
Treasury Statement of Receipts and Outlays of the United States Uovernm'ent" 
on .october 27.. 1995. 

• 	 Nearly 4.000 copies of the Treasury Department's report were distributed to the 
public, including individual copies tor every Member of Congress. ,with 'i() 

extra copies to your House Ways and Means Committee. as well as the Senate 
Finance Committee. the House and Senat~ Budget. Appropriations. and 
Bi:lnking Committees, gnU lhe CBO. ' 

http:believe.it
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The summEU')' of the Report (pA) clearly stated that Iloutlays from the Hospital 
Insuro.nce Trust Fund (Part A) exceeded the MSR estimate by$2.9 billion." . 
Clellrly. this fact would not have been highlighted in the summary if there were 
Q,ny intent to conceal the information: . 

• 	 The table of contents on the from page of the official Treasury Rcpon gives 
th~ page number for a few jtem~, incluuing the table on h federal trust 
funds/securities." The table -. whh;h liSI~ the year-cnd slalus of all the m~or 
trust funds •• is widely analyzed and shows that the $129 billion Medicare 
TrWil FWlU ran a $36 million deficit in fiscal year 1995. . 

• 	 While your letter suggests that the information was. not highlighted for pollcy 
makers, the eBO analyzed the Treasury repon and widely circulated iIS . 
Nuvember 7, 1995. "Analysis of the September Treasury Statement," includln2 
mailing a COPYIO Administration officials. 

eBO then us~d this infolination and incorporated It imo its December baseline. 

The American Academy of Actllarie!'l. chaired by Guy King, also analyzed the 
Treasury Department report and mentioned the fiscal year 1995 perfonnance of 
the Trust Fund in its "Comments and Recornmendations on Medicare Reform," 
dated December 21. 1995. 

As Chairman Domenici'g February 12, 1996 Budget BulleTin stated, the Trust 
Fund information reported in the New York Times, "first became available last 
October. in the Monthly Treasury Statement (MTS) summarizing outlays for 
FY 1995. This new data was incorporated by eBO into their revised 
December baseline. It was partially offset by Medicare part B expenditures 
which came in lower than projected." The Majority Staff of the Senate Budget 
Committee concluded in the Budget Bulietin that "the recent changes in 
projections do not significantly affect the long-run Medicare situation." 

Congressional and Administration staff experts may not have raised this information to 
the level your letter seems to suggest they should have because the Trust Fund's fiscal year 
1995 perforItulilcc is but one factor upon which the HCFA flctuQ.I'ies base their projections of 
the Trust FWld's long-term performance and its projected depletion date. In making their 
projections, the: HerA actuaries analyze a range of factors, including the Trust Fund's 
performance in the current fiscal year, andcurrcnt d£lta on health care costs, interest rate 
expectations, and HI payroll tQ.X income. As you know, the actuaries, are currently in the 
proee~s of analyzing these and other factors for the Trustees' 1996 report. While it is possible 
that when everything has been analyzed, the Medicare Trust Pund performance in fiscal year 
1995 may contribute to slightly movins back the depletion date, it is still not clear. , Inuee"L 

.the change from projections tor t1scal year 19~5 was within. the range of norm111 ye;sriation. 

2 
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I would also note that the Trust Fund did not go "broke" in fiscal year 1995. as yOLir 
lener states. Far from being "broke.11 the Trust Fund had a balance of morc than S129 billion 
at the end of fiscal yeilr 1995. The $36 milliondefidt in fiscal yeM 1995 reduced the Fund'~ 
net assets from $129.555 billion at the begiMing of the fiscal year to $129.520 at lh~ end of 
the fiscal ycar. 

I hope this infonnation helps clear up any misunderstandings about the release of this 
information. We all agree on the imponance of stren~Hhenini the Medicare Trust Fund. A~ . 
you know. the President'S 1993 Economic Plan included three controversial proviSions that the 
Presidem fou2ht for and that helped add three years to the life of the Trust Fund. The 
Administration and Congressional leaders now have enough savin2s in common to balance 
[he budget and funher strengthen the Medicare Trust Fund by several years, and we have 
repeatedly mad!! the floinr that we should continue effons to find common ground on both 
balancing the budget and strengthening the Medicare Trust Fund. 

\;10:: The Honorable Pete Stark 
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MIKE MCCURRY STATEMENT 	 \_­

QUESTION: 

Mike Mccurry downplayed the importance of'Riok FOlltar'. 
stataments t.o the N,y.Xor~TimBi, ~8.yinq that perhaps they
"overstate6W the preliminary HCFA dat~f that it amouhtG4 to 
only a "fraotionaP difference. Yet a. ·Decerebar memo from Rick 
roster to Bruce Vladack &lay. that "thiB IFY 11UUil experienoe
1••1in1floan~ly 1••• favorable than •• t mated 1ntha lii5. 
'fruit••• k.port. ••• " Which 1& it? 

ANSWER: 

... 	 The lQi'5 'l'tu8ta•• Report projected that HI Trust FWld 
inoome ~Quld exceed expend1turam by $4.7 billion in 
FY1QQS; however, it turne4 out that expenditures a.ctually 
oxo••d,ec;t 1nc01ll. J:1Y Slft m1111Dn. In FY 95, fund 
axpand.1t1.lr•• wor. $114.083 billion. 

.. 	 Th. aOLlroe of the 41fterence.between til., projeot.e4 and. 
actualtund balanCUit WAS a 1.2 per".nt ove:r••tim&tiol'\ of 
tot61 HI Tru.t Fund incon\l;~ tmc1 a 3. 1 parClent
undarBBti1!1atlon of total HI 'l'rUGt Funcl Q.)Cpenditut'oa. 
Con••quently, vhile the effeot on the HI Trust lUnd 
balanoe va. 81ghlficant, thlaotualprojection errore 
w4lre amal1 4.nd qu.ite within· re.aSOn. 

.. 	 I bellev. ~i. Mccurry val allo makl'n; the pOint that the 
parfot=ance of tho 'ru.t rLlnd. 1n tiecal year 19~~ leone 
ottha lI\.any faotor. ul:lon wh10h the HorA act.uad.es base 
tlulait' projaotion ot the r~n4' I performance.o\'er the 
long4r tarJl, and itl project.ad aepletion d.at,o. Other 
factore include na~ economic p~oj.o~1on., naw ~r01eotions 
ot HI income and expenditures, and t1."lna. ir- health oara 
ooata and utilization. 

~ 	 While thole L. a aivnificant tlnd1nq~ it did not . 
clra.tioally ohAnqa the ove.l.'all outlook for tho life of 
t.h.. HI 'fl;-\.l.t rund. In OLlr May report, basad. on final 
aoono~!o projeotloh .n~ new ••tiftat.oG ot health CAre 
cost» And utilization, ~. will be able te report tha 
Actual total change in tho HI Fund'e dapletion dDt. for 
199!5. 

, I 
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(' 35) 
PRESiDENT'S PLAN DOES NOT ACHiEVE LONG-TERM'-" . 

SOLVENCY 

QUESTION': 

In tn. minutes troll! the April 3 1 1995 Board of Trustees 
ftaotin, HePA A4mini.trator Druoe Vl~~eck i& quoted ~s saying
that to br1ng the HI proQram into aot.uarial balanoe for the 
f.f.rst 25-yncu: proj.ction, eit.her outl&.y& win have to C1eclinQ
by 30 percent or income incraame by 44 percQnt <or aome 
oombinatioft t.h.reof). It d.oes not Gpp80r to me tnat the 
Pfes14.nt 1. avan eloao to movinq in this dirootion with his 
current M.~iuar. proPQ8Gl. Wheni. he go1ng to qet serious 
about tn. .olvenoy of the TruQt Fund? 

ANSWER: 

~ 	 ~AO Pre.ident 1.'v&r~ ~orlou. Qbo~t irnprQvini the 
M.lilcare program ana UpholcUn; our COI'IIJllttl'llant to eut-rent 
benetio~.arioG nnd tuture generrltion6. ,We have spent the 
be~~er part or ~he past year focusing on d~valopln9 ' 
Medica:i:'e ,proposals to do this. 

.. 	 Aft part of his compI'ehensive plon to balance the Federal 
bUdtjJet , the President hag proposed MQdicare savintjJ6 
prOVisions totaling ~124 bl11ion over the hex'!: sevan 
ysarA. Th@ Presidont. 'iii Madicare plan would, extend the 
life ot the HI Trust Fund tor at least the next deold-G. 
This wi1.l giv. the Adminietration and the Conqreas time 
to a~dt.5& the lon~-t.rrn problems that will ariae from 
1:h. retirement. ot thG bOoby boo~.r., whioh 'Will begin iil 
2010. 

BACKGROUND: 

Th~ ti9ure. cit.~ 1n th. q~e.tlon 30 pefuant dear.ase 
in outl.ya or 44 paroant 11\01'.... in revenue _... appear on 
P598 21 ot tb. rt~lt••• report. 

" .. " '. 
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Il\fPACl' ON BUDGET NEGOTIATIONS 

QUESTION: 
, . 

Don't you think it the budqet ne;ct:.1..torlJ had\thia intoZ"ZOt.tion 
available to tham wh~n tne Departftant know it that 11: might
have 	affected th9 cour.e ot the neqotiAtiona? 

ANSWER: 

.. 	 First, tne :bUc:!q8t negotiators did have this information 
avaIlable to them: in Novem'ber, both sid.., aqr8ad. to Use 
revi5eO CBO estimates durin; tho discussions. CDO 
revi.ed. its ,baseline at this time, and reflected, aaon9 
other Ohanges and update., the latest figures from the 
Treaaury.on the status ot the Trust lund. 

... seoondo, the difference between the projection. and the 
.ac'tual experienoe 'ot the Trust Fund last year was not 
SUffioient, I !:lellev., to affeot the coura. ot budq4ilt
nafJot1at1one. 

... 	 Finally, when we consider .o~e of the kay point. ot 
contention 1n the Medicare debate, it. is hard t.o .hl\'''iine 
how AJ'l.Y Trust fund data could have .i.nformed our 
discussions, 

• We 0Ppo.. the itapubli(lt\n increa&aa in the Part B 
premium whioh 1ncr..AR~~ oosts for ••n10ra without 
contributit'lO'to aolvancy of t.haPart A Trust Fund. 

• We oppo•• ~liainQtion of 11ft1~. on !:It.lonoe billing 
-- advooated by Republioane ~- whioh shift ooste to 
a.niora without affectin9 the eolvonoy .of the Trust 
Pund. 

• We oppose Republ1oQ,n NDAs -- ",hioh CaD·hila 
••ti~ated will raieo Madieere costs by more than $4 
billion. 't'heY.'«ill actually hasten the d.pletionot
the TrUGt Fund. 

• Wo oppose R.publioan pl'oviaions that 'WElaken 
ottOt'tli to comollt fraud and o.bUbe. 

i· 
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MEMORANDUM 	 February 17, 1996 

FROM: 	 Richard S. Foster 

Office of the Actuary 


SUBJECT: 	 Comparison of Actual versus Estimated Income and Expenditure Amounts for the 

Hospital Insurance Trust Fund' ' 


Considerable attention has recently been given to the financial operations of the Hospital In­
surance (lfl) trust fund in fiscal year 1995. In particular, the fund was estimated in the 1995 
Trustees Report to increase by $4.7 billion but actually experienced a slight deficit of $36 million 
instead, Chart 1, attached,' shows the Trustees Report projections of III income and expenditures 
for fiscal years 1995-2004 based on the intermediate set of assumptions. As indicated, income 
exceeded expenditures (by varying degrees) for many years but the gap recently narrowed, due to 
expenditures increasing at a faster rate than income. The Trustees Report estimated that income 
and expenditures would be approximately equal in fiscal year 1996, with steadily increasing 
deficits thereafter. 	 ' 

Instead, the crossover of income and expenditures occurred in fiscal year 1995, as illustrated in 
chart 1 by the point showing actual income and expenditures in 1995. (Only one point is shown 
since the two amounts are virtually identical.) Total HI income was 1.2 percent less th/:J.n 
estimated and expenditures were 3.1 percent greater than estimated. 

Chart 2 compares estimates ofHI income and expenditures from the 1985 through 1995 Trustees 
Reports with subsequent actual amounts. The comparison is based on the "one-year-ahead" 
estimates, that is, the estimates for the first fiscal year of the projection period from each report. 
Estimated III income for fiscal year 1985, for example, as shown in the 1985 Trustees Report, 
was $50,991 million. The actual amount of $50,933 million proved to be 0.1 percent lower than 
the ,estimate. 	 The other first-year estimates ofHI income were all within the range of about ± 1.5 
percent. Overall, actual i.ncome was greater than estimated in 7 of the 10 years. 1 

Actual III expenditures exceeded the Trustees Report estimates in 6 of the 10 years, by amounts 
ranging from 0.4 percent to 5.6 percent. The estimates for 1987, 1990, 1992, and (to a somewhat 
lesser degree) 1995 significantly understated the subsequent actual level ofexpenditures. ' 

There has been a general tendency for the income and expenditure estimates to err in the same 
direction, for example, both understating actual amounts. To some degree, this result might be 
expected since ill payroll tax income and benefit expenditures are both heavily affected by wage 
increases from year to year. In both 1994 and 1995" however, the estimation errors occurred in 
opposite directions. In 1994 the effect was favorable, with actual income exceeding the estimate 

1 The estimates in the 1989 Trustees Report are excluded from the comparison, since the actual values for 
fiscal year 1989 were known by the time the report was issued. ' 



2 

and actual expenditures below the estimate.- Conversely, in 1995 the estimates were each in the 
. adverse direction-actual income fell short ofthe estimat~ and expenditures were greater than 
estimated. . . ­

Compared to the range ofaccuracy from past Trustees Reports, the results for fiscal year 1995 

are not unusual. Although greater accuracy in these estimates is desirable, and the Office of the 

Actuary continually strives to improve its data sources and estimation methodology, substantial 

reductions in estimation errors may not be feasible. Health care costs are subject to many influ­

encing factors and consequently tend to exhibit more volatile rates of increase than expenditures 

for many other private and social insurance programs. As the Trustees Report notes, projections 

are intended to illustrate how the III program would operate under specified, reasonable 

assumptions concerning trends in employment, wage increases, health care prices and utilization, 

and other factors. Actual future trust fund operations Will almost always be somewhat different 

than any specific projection. . 
. . 

n~~~-· 
Richard S. Foster, F.S.A. 
Chief Actuary 

Attachments (2) 
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Chart I-Actual vs. estimated FY 1995 Hospital Insurance income and expenditures 
(In billions) 
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Chart 2-Comparison of estimation accuracy for 

HI income and expenditures 


(Amounts in millions. Based on intermediate Trustees Report estimates for fiscal year of report) 

FY 

1985 $50,991 $50,933 $48,868 $48,654 -0.1% -0.4% 
1986 56,190 56,442 49,347 . .49.685 0.4 0.7 
1987 62,086 62,751 49,000 50.803 1.1 3.7 
1988 67,642 68.010 52,776 52.730 0.5 -0.1 
1989 75,116 75,116 58,238 58,238 0.0 0.0 
1990 78.451 79,563 . 64,099 . 66.687 1.4 4.0 
1991 84,494 83,938 70,178 69,638 -0.7 -0.8 
1992 91,425 92.677 77,619 . 81,974 1.4 5.6 
1993 96,488 97,101 91,240 91,604 0.6 0.4 
1994 104,798 106,195 104,559 102,770 1.3 -1.7 
1995 116,184 114,847 111,481 • 114,883 -1.2 3.1 

Notes: 
1. The 1989 Tnistees Report was completed after the end of the 'fiscal year. Therefore. there was no difference 

between the estimated and actual amounts. 
2. Through 1990, estimated a!J1ounts are based on alternative II-B. Amounts for 1991 and later are based on 

. alternative II.' . . . 
. 3. In payroll tax income and revenue from the taxation ofOASDI benefits are estimated by the Office of the 

Actuary, Social Security Administration. All other In income and expenditure components are estimated 
by the Office of the Actuary, Health Care Financing Administration. 
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Date; February 1 S. 1996 
'To: Ctuis Jennings, Nancy Ann Min, Mark Miller 
. Fr'om: Debbie Chang 
Re: Clearance ofFact Sheet on Medicare Trust Fund Status 

·In response to a request from the Congressional Budget Office, we have prepared a "Fact Sheet" 
. on the Medicare HI Trust Fund that outlines information similar to that which was included in last 
·.week's letter to Congress but with a bit more technical detail. We are requesting clearance on 
i.this docwnent by COB Friday so that we may forward to CBO. Please contact Colleen Tynan 
(690.S510)in my office with any comnients_ . 

r~ .~' 
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o What were die prillUU"f reasons that payNtU revenues were overestimated? 
. -+ The Social Security A4ministration was inexperienced II estimating payroll revenues under a new 

law (passed in OBRA 1993) that removed the cap on the amount of income that is subject to the 
. hospital insurance (HI) tax. Revenues from this tax are the prima.ry source of income for the HI 
Trust Fund.. 

+ 	 The average taxable payroll amount was tower than expected. 
+ 	 These factors led to a L6 percent overestimation of payron tax receipts: 

6 What were the primary reasons that benefit payments were underestimated? . 
. + volume: Hospital admissions i.ncreased by approximately 3.5 percent The Trustees had estimated 

3 percent growth in hospital admissions. 
+ 	 Intensity: The "case-mix" index (CMI), which measures the severity ofhospital cases, was proj~ted 

to grow at 0.85 percent. The CMI actually grew by 1.5 percent. meaning that on average hospitals 
. treated sicker patients than last year. This increase is driven by tess severe cases being treated in 
. outpatient settings. While the shift of less sei/ere cases to outpatient settirigs alone would result in 
lower F-ll Trust Fund expenditures (since outpatient claims are not paid from the HI Trust Fund), the 
combination of 8. higher average case-mix and more ad:rnissions translates into greater than expected 
Part A expenditures. - . 

;+ . Decreased lag time in filing claims: Hospitals shottened the amount of time between delivering 
services and billing the intermediary. Consequently, more claims were paid during FY 1995 than we 
expected. 

. + 	 These three factors accounted for $3 billion (90 percent) (If the difference between projected and 
actualo~s. 

o Wbat is the latest estimate of the date of bankruptcy for the mTrust Fund? 
+ 	 Projections of:m Trust F'lI:"d solvency are made annually by the HeFA actuaries and included in the 

annual Trustees Report. This report is typically delivered in April. butit will be delayed by about 6 
. weeks this year because of the government furloughs and snow storms. . 

+ 	 Performance ofthe Trust Fund in FY 1995 is just one of many pieces ofinformation that the 
actuaries use to project the Trust Fund's performance over ilie longer term and its depJetion date. 
They also analyze the factorS that affect HI benefit growth, updated projections ofIn payroll tax 
income and revenu~ from the taxation of OASDI benefits and current interest rate expectations. 
They are currently engaged in this activity. 

+ 	 Without the detailed analysis that these projections involve. it is too soon to draw finn conclusions 
about the extentto which the performance of the Trust Fund in fiscal year 1995, or the many other 
factors that affect the Fund. \\iU affect the Trust Fund's estimated depletion date. 

+ . 	Using old intermediate assumptions from the 1995 Trustees report, updated only by reflecting actual 
FW'ld operations in FY 1995, the projected depletion date would move up from 2002 to 2001. 
However, this estimate does not take into tlCcount changes to other assumptionS that have occurred 
during the last year. 

o Sources of'laformation: 
+ 	 Table I.el ofthe 1995 Trustees Report shO\\'S that the Trust Fund Balance was supposed to increase 

by $4.7 billion in FY 1995 under the Trustees' intennediate assumptions, and end at $134.2 billion. 
The Trust Fund was estimated to have a slight smpius in FY 1996 ($4$ million) and to experience a 
significant deficit ($5 billion) in FY 1997. 

... 	 Table 8 ofthe Final Montb1y Treasury Statement ofReceipts and Outlays ofthe U.S. Government 
for FY 1995 through Septemoer30, 1995 shows that the balance of the lD Trust Fund actually 
decreased"by $36 million in FY 1995, ending at $129.9 billion. 

TOTAL P.04 
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F'A€T, SHEET ON THE STATUS OF THE 
MEDICARE 'HOSPITAL INS'VRANCE TRUST FUND 

, 0 How bas actual e:lperieDee with tb.e Trust Fund compared witb the 1995 T.,... proJectiODl? 
" + Each year, the Trustees evaluate the financial adequacy of the Hospital Insurance (HI) Trust Fund 

under three alternative set.~ ofassumptions: low cost, intermediate, and high ·cost. The intermediate 
,set of assumptions represents the Trustees' best estimate of the expected future economic and 
demographic trends that will affect the financial status of the Medicare program. 

',+ Based on the intermediate set ofassUmptions. the 1995 Trustees Report estimated: (i) that mTrust 
Fund income would exceed expenditures by $4.7 billion in FY 1995. (ii) thatinc:ome would 
approximately equal e.xpenditures in FY 1996. and (iii) that income would fall short of expenditures 
by approximately $5 billion in FY 1997.' , 

+ 	 "'The Final Monthly Treasury Statement ofReceipts and ·Outlays of the United States Government" 
includes the a4,"tua! fund balance of the ill Trust Fund at the end ofeach month. According to the 
Statement released on October 27, 1995, the balance of the Trust Fund a.::tually decreased by $36 
million during FY 1995. . 

o Why was the discrepancy in the status of the m Trust Fuod Ilotreported to the public? 
+ 	 In fact, these results were released in public documents last fall. The "Final Monthly Treasury 

Statement ofReceipts and Outlays oftheUDited States Govemmerif' for September 30.1995, 
which included receipts and outlays for the HI Trust Fund for FY 1995 , was released by the 
Financial Management Service ofthe Department ofthe Treasury on October 27. 1995. 

+ 	 Four thousand copies ofthis report were distributed to the public. including individUal copies for 
eve:ry Congressman and extra copies for me Budget and Appropriation Committees in the HeISe 
and Senate and the Congressional Budget Office. . 

+ 	 The Administration.did not make a specific announcement about the status of the Trust Fund 
because this information is' officially reported to Congress in the annual HI Trustees report. This 
report is 'typically delivered in April but wilt be delayed by about six weeks this year because ofthe 
government furlough and snow storms. , . 

+ 	 Furthermore, the HI Trust Fund balance at the end ofthe year is only one of the factors considered 
in projections of the long term solvency ofthe HI Trust Fund. 

o How did the Trustees estimates of HI income and expe,ndimr18S for FY 1995 compare to the actual 
results! 

+ 	 Total income was overestimated by 1.2 percent. (see below) . 
+ 	 Benefit payments, and total disbursements. were underestimated by 3.0 percent. (see below) 
+ 	 Such differences are within the range ofnormal variation. Over the past 10 years. estimates oftotal 

income have consistently fallen \\'ithin =1.5 percent of actual experience. In 9 of the past 10 years, 
. estimates of total disbursements have fallen within ::1:4.0 percent ofactual a-perience. 

Proi~ction Actual Diffe[§!lGe 
Total Income S116.2b .. S114.8b .. 1.2% 

Payroll taxes 99.7 98.1 - 1.6 
Other income ..16.5 16.7 +1.2 

Total disbursements Slll.5b S1l4.9b +3.0% 
Benefits 110.3. 113.6 +3.0 
Ad.rninistrative 1.2 ," .1.3 +8.3 
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February 8, 1996 

BY FAX 

The Honorable Charles A. Bowsher 

Comptroller General of the United States 

U.S. General Accounting Office 

Washington,' DC 20548 ' 


Dear Mr. Comptroller General: 

I read with sadness the February 6 letter tOYOll from Rq;tesentatives Archer and 
Thomas asking for an investigation ofwhenthe'Admirlistration knew that the Medicare 
,'Part A TruSt Fund balances were lo\ver than eii>ected. ' 

\. ,The" ariswer of course is that the whole \vorld kitew when Treasury issued its Monthly 
Statement forSeptetnber. The infontlatiorl' is on page 28, as plain as the noSe on yoUr ' 
face. (I note frOm the Monthly statement for December received in my office today 
that for the last three 'months of 1995, we are back in the black with a surplus'-over­
outlays of $747 million-'-and one couId ask when the RepubliCan 'memberS Williearil of 
this and issue a press release about this good news?) 

Their request is a totally' unproductive, wasteful, irresponsible use of GAO resources. 

,They probably expect First Cat Socks to be the one responsible for their not reading 

the Treasury's public docu:rnent. Be sure to check for paw tracks. AIrierica's seniorS 

d~s,erve a more' constructive and responsible attention to the problems confronting 
Medicare. ' , 

Don't spend more than $10 on it (attached is ,a ten dollar bill to cover the cost). but 
please include in your reporithe cost to GAO, and the cost to all the Executive Branch 
employees you contac~ of the tiIhe· and resources 'spent on this witchhunt. Also please 

,include ihfomiationon.when any Legislative ;Btanch· staff (and which sta.ff) were 
informed o~ the. September shortfall. Thanks for your help. 
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NEWS > Congressman PeteStiiik 

Callforrtia- Thirteenth DiStrict u.s Hoose of 
Representatives 

ForteleaSe Contact: Ellen Dadisman 
Feoruary 8, 1996 , 202-225-4021 

REPLiBLicAN MEDICARE PROPoSAL pER.\4m 'H...'I.Os tOCHARGE SEl\']:ORS 

EXTRA FOR B~I\SIC BENEFITS~t'EEDSl\:tlLLJON DOLLAR SALARIEs O}' SOME' 


HMO. EXECUTIVES, 


Rep. Pete Stark (D., CA) today criticized the latest'Republican Medicare proposal as Pro\lidiilg 
a windfall to HMOs and rheir managers arid ~kjng seniOrs with extra bills for basic Medicare , 
services. The propos:.al~ are contained in the latest. ,version of the Republican offer to ,the 
Democrat "Blue Da,g" coalition.' , ' ,

~ ", . ' 

, "The Republicans propOsal to let HMOs chatgeseuiors and disabled IUore fOl~ the basic " 

Medicu:re benefits is an outtageou.~ gift [0 Cor-profit HMOs who~e executives are already 

making millions;' said SIMk.. ''The Republican bill would let anHMO charg~ a Medicare 

bel1efiCiary anexlr3 premium if the government's payment to the plan does no[covcr the cost 

of providing the Medicare paCKage of services. What incentive is there fot the HMO to , 

control costs? They can just extra bill the patient and keep drawiil'g outrageou!; salaiies and 

20 [0 30% overhead. Thi~ propOsal desaoys the concept of HMOs as ,a coot conta.in.til:ent ' 

deVice." 

, ' 

"Bltle,dogs aren't dumb dogs. and I b'~lieve the Coaliuon will sec th:tough this gross ',',' 
sliift ofcosts to senion;:: said Stark.. "When 1] 5 million seniars ate living on less than $8500 a 

,year-in income. we don't I!eca to'let t.'le newwave6f'for-profit HMO, increa~c their prOfits at 
retirees' expense. t· , 

Stark. pamted lO pre~~ repOrts of ~einbet 27 on ,the Crystal RepOrt of executive 
cQmpen.<;ation. Thestu:dy by Graef S. Crystal. a Califo'trua-based sped-a1lst ()D. eXeCutive 

, compensation. fo~d that total pay, bonus and optiOn packages for bi:alth care msiliance 
executives is now higher than for any other indusrty. For example. the report fOriod that " 
Daniel Crowley of Foundation Health CotpOtatioIl made $6.1'million and Le6nard Abr~on 
of US HeaJthcare made $3.99 million." , ' 

, , 

,";'he Rep~bIic3Il bill would Inake sure these kinds'of ciecutives can continu~ to live in the , 

stYle to which they are accustortied. while rili,llions of low-iOCotne seniors will pay more." said 

Stark. ' 
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The Republican Medicare bill will cost the nation's seniors an extra $6.8 billion per 
year in doctors' bills, predicted -'-'-_"'"-'--'-­

J\1r~ Speaker: 

. 	 . ' " 

The Republican Medicare bill ,",ill cost the nation's seniors ail extIa $6.8 billion p'er 
year in doctors' bills. There is no way to determine' this number for surey but I prediCt 
we will retuin to the same 'tate of balance billing we had before 1985--the year that 
Congress started to encourage doctors not to charge s~niors extra . 

.	Why would doctors return to this high rate of extra'charg~s? Because the Republican 
bill undoes the consumer provisions in Medicare that 
protect retirees against doctors charging more than Medicare's fee schedule. 

the Republican Medlcare bill all6wsdoct,oIS to set up fee-fot-service plans where 
there are no limits on how much can ,be charged. It allows HMOs to charge more for 
the basic package of Medicare services. It peTInitS specialists that abeneficiary goes to 
see outside of his or her- iDanaged care plan to charge anything they want. Those '\-\rho 
elect the Medical Savings AccOlmtoption will also lose all protection against 'the­
sky's,-the-limit' billings. The Republican plan so starves payments for'traditiohal 
Medicare fee-for-service programs that doctors.wilI want to switch to these new 

. systemS where they can charge \\ithout . limit. ' 
.' 

.Thafs why I predict we will re1:tlri1'to at least the old levd of balance biHing. 

Begirining in 1985, Congress passed a, senesof laws deSigned to enC()11rage doctorS' to 
accept as payment in full-the amoUnt proposed by Medicate. As a result, Medicare 
beneficiary liabilitY for exce~sive doctors' bills fell from $2)812,700,000 in 1985 to 
$1;317.000,000 in 1992. In current, 1995 dollars, that is adedine from $5.5 billion to 
$1.5 billion. When you factor in the gro'Wth in Medicare arid assume a retlJill to the old 
ratio ofbalance billing, you get $8.3 billion in extra charges. Subtract the current $L5 

. . billioh in extra billing, and you have an additional cost of $6.8 billion from the 
Republican plan. ' '" , . 
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• i Seniors have been paying less out of pocket for medical bills in recent years, because 
assigmnent rates (thepetcent of allowed charges for which physicians accept the 
Medicare fee as payment in full) has gone up, from 70% in 1986 to 92% iri 1993. 
Balance biIling:--charging SeIDors more than the Medicare fee schedule--has also 
declined draniatica1ly. 

In plaihEnglish" this simply m:eans that when ~" senior goes to see a doci()r~ chances 
are he or she won~t h~ve to pay more than 20% (the co-insurance) of a set fee. There 
won't be ext:racharges .. The 75% of Medicare patients who have incomes of less than 
$25~OOO, won't have to pay mote to the a\terage doctor,' whose annual incom~ in 1994 
"vas $150,000. 

The Republican bill changes all that. 

If we tefutn to the rate of extra charges that we had in 1985'"'-and I prediCt we will-.. " 
then the increased cost to' seniors will be aboUt $6.8 billion per year, or an in<?tease of 
$187 per senior in out of pocket expenses. The Republicans will also charge seniorS 
$120 mote per year in Part B premiums than the President proposes. Put" the two 
together, and" the average indh"idual senior Will see an increase of $307--a couple 
$614·-in increased out-of-poCket costs. " 

Managed care can be promoted. Medicare can offer mote choices of managed care 
plans to seniorS--but we don't need to return to the days of w3.IIet biopsies and price 
gouging. 

I urge that in wh8:tever Medicate changes ate made, we preserVe the limitS oil 'doctors' 
exira charges. ." 

, , 
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the Honorable Bill Archer 
Chairman 
Com.rtlittee on Ways and Means 
U.S. House ofRepresentatives 

Washington, p. C.20515-6348 


Dear Repre~entative Archer: 

I am responding to your letter ofFebruary 5, 1996 regardirigthe status of the Hospital 
Insurance (HI) Trust Fl.i.nd. ­

Before I respond dire~tly to the questions you posed, I would like to clarify :one point. 
Your letter states that the HI Trust Fund "went broke" in 1995. The Trust Fund did not go 
"broke" in fiscal year 1995: The term "broke;' is'generally used to mean that a rond is out of 
money, which is nouhe case with the III Trust Fund. In fiscal year 1995, total expenditures fro'm 
the Trilst Fund ($114.883 billio'n) slightly exceededthe fund's totaliricome ($114.847 billion). 
Consequently, the fund's net assets remained above $129 billion, declining from $129.555 billion 
at the beginning of fiscal yeat 1995 to $129.520 billion at the end ofthe year. _ . 

The Trustees make three set's of projections concerning the futoi-e' sfaius ofthe Trust Fund 
each year. To reflect the inherent uncertainty in projections, the future of the Trust Fortd is 
examined under three alternative sets ofassumptions: intermediate, Io~ cost, arid high cost. The 
intermediate set of assumptions represents the Trustees' best estimate of the expetted futiire 
economic and demographic trends that will affect the'flnancia't status of the program. 

_Based on the intermediate set of assuI11pt.ions~ the 1995 Trustees Reportestirnated that: 
(1) tIl Trust Fund income would exceed expenditures by $4.7 billion in fiscal year 1995;' (2) 
iricome would approximately equal expenditures in fiscal year 1996; and (3) income would fall 
short of exp~nditures by approximately $Sbillion, in fiscal year 1997. The estimates rely on'a 
number of assumptions, including projections ofthe number ofbeneficiaries, changes in the age 
-and health status ofbenefltiaries, trends in health Care inflation, increasing use ofriew 
technologies, and changes in the use ofhealth services, a.mong other factors. Estimates of future 
health care expenditures ate inherently less certain than estimates for many othet Federal 
programs because so many factors affect expenditures. Actual expenditures in the Trust Fund 

~ were 3.1 pertent higher than estimated by the HCFA actuaries . 

. The Congressional Budget Office also ~stimates the future operations 6ftheTrustFtind., 
TheCBO estimates were very similar to the irnerrriediate Trustees Report estirrhltes, and also 
projected a surplus. For comparison purposes; the CBO estimates for fiscal year 1995 are showh 
below together with the intennediate estimates from the 1995 Trustees RepOrt (amounts in 
billions). For co'mparis6n purposes, the CBOes~imates for fiscal year 1995 are shown below_ 
together With the intermediate estirriates ftomthe 1995 Trustees Report (amounts in billions). 

\ 
L' 

...j 

j 
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. 1995 Trustees CBOMarch 
RtpOI'\ 

1995 baseline Actual 

Income ....... , ..... . $116.2 $116.6 $1148 

Expenditures ........ .. 111.5 113.6 114.9 

Net change in asSets ..... ' 4.7: . 3.0 e) 
131.7 .Assets at end ofyear: ...' . 134.3 129.5 

I Iritermediate set of assumptions.. 

2 Deficit of$36 million. ' 


Your first q~estionasks when' the Administration became aware of the performance 6fthe 
Trust fund in FY 1995. Each nionth, the. Treasury Department issues public reports thattta'ck 
cash outlays and the balance in the Trust Fund, Information on the ill Trust Fund income and 
outlays together with the Fund's invested assets at the end offiscal year 1995 was reported in the 
"Final Monthly Treasury Statement ofReceipts and Outlays of the United States Gove'rnment" for 
September 30, 1995, This was released by the Treasllry Depattjnent on October 27, 19'95 .. In 
late November, the HCF A aCtuaries received more detailed information from the TreasurY . 
Department based on this report. The actuaries infotmed HCFA Administrator Bruce Vladeck of 
the Trust Fund's status on December 2, 1995, The Administrator subsequently briefed me on 
these findings in a meeting on December 9, 1995. The Administrator, as Secretary to the Board 
of trustees, noted the Trust Fund's performance for FY 1995 at the Trustees' regular meeting 
on December ,13, 1995. 

Your second question asks why the Administration did not make this information public 
until February 5th. Four thousand 'copies of the October 27, 1995 Treasury DepBrtIilentreport 
were distributed to the public, iOcludingindividual copies for every Member ofCongtess,with 
extra copies for the Budget and Appropriations Committee, the Ways and Means Committee, the 
Finance Committee and the Congressi6nal Budget Office, Moreover, performance ofrhe Trust 
Fund was also noted'at the December meeting ofthe HI Board ofTrustees, which includes twO . 
public trustees. 

. Data about the actOal perform'ance of the Trust Fund are available through~)Ut the year and 
at y~ar's ehd. HOWever, the Trustees' artaIysis offac~ors affecting the furidand prQjections fOT 
future years are flot made available until the Tru~tees issue thei('annual report. Although their 
report is typically issued in April, the RCF A actuaries have informed me that this year"s report 
may be delayed by about six weeks because of the government furlough and snow storms. 

In your third question, you ask for the latest sOlvency projections for the Trust Fund. 
the fItFA actuaries have provided me with the following preliminary information. Ifno other 
,chang~s In assllmptions were made from the 1995 intenne~iate Trustees Report estimates, other 
than to reflectthe.actual experience in fiscal year 1995, they would estimate that the Trust Fund 
would be depleted in about the middle ofcalendar 2001 (as opposed to late in calendar year 2002 
as estimated in the last TruStees Rep'ort). However, the 1996 Trustees Report will reflect 
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additional months' of experience subsequeht to fiscal year 1995, new analyses ofthe faCtors 
affecting HI benefit growth during 1990~95, updated projections ofHl payroll tax income and 
revenue from the taxation of OASDI benefits, current interest rate expectations, and several 
othe'r factors. After taking aU of these factors into account, the estimated depletion date for the 
Trust Fund will probably be earlier than shown in the 1995 tepon. A mote precise estimate will 
not be known until the new projections are completed. 

This Administration remains committed to extending the solvency ofthe Medicare Trust 
Fund and achieving a balanced budget. The President's 1993 budget bill added three years to the 

. life of the Trust Fund. Further, based on currerit estimates, the President's seven year balanced 
budget plan would e'xtend solvency of the Trust Fund to 2011 -- 15 years from today. . . 

.A simllar letter is being. sent t6 the other authors 6fyour letter. 

. . Sincet~ly• 

. , 

Donna E. Shalala 

TOTAL P.04 
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( t6 OElIARTMENT OF HEALTH & IJVMAN SERVICES 

~ 	 . , 

Health care Flf'anclnl' Administration 

", Washington 0.0.,20201 - 0001 

Date: 	 February 7, 1996 

From: 	 Chief Actuary~ HCFA 
. " 

Subject: 	 Estimated Year ofExhaustion for III Trust Fund under the Administration's Balanced 
Budget Proposal 

, To: Administrator, HCFA 

The purpose of this memorand~m is to respond to your request for the estimated year of 
exhaustion lor rhe Hospit.al fnsurance Trust Fund under the Medicare provisions in the 
Administration's bal.anced blldgetproposal. Based on the intermediate set of assumptions in the 
1995 Trustees' Report, we estimate that the assets of the HI rrust Fund would be depl,eted in the 
fir'st haIr of calendar year 2012 under the Administration's proposal. . 

In the absence of corrective legislation, the Trustees Report estimatedihat HI Trust Funq 

depletion would occur in the fourth quarter of calendar year 2002 under the intermediate 

assumptions. Thlls, the Administration's proposal would postpone the year ofexhaustion by 

about 9 years. 


The tinanci~l operations of the HI Trust Fund will depend heavily on futllre ec~nomic and 
demographic trends. for this reason, the estimated year ofdepletion is very sensitive to the 
underlying assumptions. In particular, under adverse conditions such as those assumed by the' 
Trustees for their "high cost" projections, asset depletion could occur roughly 2 to 3 years earlier 
than the jn~CrtllCdiatc estimate. Conversely, favorable trends could delay the year of exhaustion 
significantly. The 1996 Trustees Report, to be issued this Spring, will incorporate the latest data 
on medical eare costs, utilization levels; ek Based on the updated assumptions, the estimated . 
exhaustion date could change somewhat.; however it is 1ikely that the Administration's proposal 
would still postpone theyear of exhaustion by abqut 9 years compared to present law., ' 

..' 	 . 

, The estimated year of exhaustion is only one of a number of measures and tests used t9evaJuate ' 
the financial status of the H[ Tmst Fund. Ifyou would like additional information on the 
estimated impact of this proposal. I would be happy to provide it. 

ntt.e-rJ( 5. ~ 
Richard S. Foster, F.S.A. 
Chief Actuary 

£0' d . 8918 069 c0c 	 i:;:JIlO 61:81 9661-~0-83~1 
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Washlngtolll .o.C~20201 - 0001 

, . 
February 8) 1996. lJPAf2·.··r.·...'. 
The Honorable Thomas.DaSchle ~----,1W '.,

. United States Senate , .' ',.'. ' " . 
W~hirigton, D.C.20S 10 

"I, 

Dew-Senator Daschle: 

This is in resp~nse' tOyourr~uest formfo~ti~n about theeff~t ofthe Medicare savings 
, proposal in the Administration's balanced budget proposal on the eXhaustion date ofthe Hospital 

Insurance (ID) Trust Fund. We anticipate the~e Medicare proposals would achieve $124 billion in ,~ 
savings over 7 year~ using CBO economic and tecliriica1 assumprlcins: . 

. J. ' ," . , . -' 

Attached is a memorandum that I have received from the Chief Actuary ofthe Health Care 
Financing Administration (ReFA), This ·memQ indicates that ,the Medicare Savings proposals . 
would postpone the insolvency date from late in 2002 to earlyin2012., thereby postpomng.the 
year of exhaustion ofthe ill Trust Fund by about 16 years. This estimate is based on the 1995 ;' " 

Annual RepoIt ofthe Board ofTrustees ofthe Federal Hospital fusurance Fundintennediate 
, 

aSsumption·baseline and could differ somewhat onc~the 1996 estimates are available. 

. Please let me know ifrcan 'provide any. furtlier. inf6nnation. 
, \ ' '/' '. 

Sincerely, ' 

'Bruce C. Vladeck 

, ' , 

eG'd .8918 069 eGe. t::l8IlO 81:81: 9661-",0-8:3.::1 
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FebrUary 7, 1996 

.' , 

Mr. Gcne Sperling 
Deputy Assistant to, the President 

. for economic Policy 
, The White House 
2nd Floor, West Wing. 
1600 Pennsylvania Avenue 
'W8shingl()n,'I~C 20502 

near Mr. Sperling: 

In response to my concern over whether the Clinton Adminislration withheJd 
information' from the public about Medicare's jWt1--c:liscovered financial shortfall, I couldn't 
help but notice in yesterday morning's papers that you dismisSed. my inquiry by stating that 
the Adminj~tration had released the newsabout the shortfall in W1 October 27, 1995, report 
fmm the Treasury Department. 

As you may know, however, Secretary of the Treasury, Itoberl Rubin, who also 
happens to he a Medicare Trustee, and DireCtor of the Office of Management and Budget, 
Alice Rivlin, stated in yeslerday's Wall Street Journw that they were unaware of the shonfal! 
until thcy read about it ill Monday'S Ne~ York Times. 

The October 27 rePort you cite was issued by Secretary Rubin and nirector Rivlin. 
Accordingly, there seems to be a conflict bctween your statement and thc;irs. On the one 
hand, you 58YYOU made the information public; on the other hand, senior Administration 
officials were unaware of the infonnation. even though they issued it. . . 

1remain deeply concerned that the ClintOn Administration failed to fully and. proPerJy. 
disclose that Medicare had gone ,brokc when it,first Jearned thc'information. 

Clearly, somCf.lne in the .(\dministration knew enough about the shllrtfall to, hide it in 
un arCane 47;"page statistical release from the Department of the Treasury's Finaneia1 
Management Scrvice that listed all receipts and outlays: for the entire United States 

.Government.· . 



J.U; 

. Page 2 

Yet, no one in the Administration. saw .fit to highlight the ioforrnation so lhal policy 
.1. makers in Congress couldbeeotne aware of it. Indeed, ~pparently no one in the . Clinton 

Administration brougbt It to the attention of Secretary Rubin or Director Rivlin so they could 
undcrstand what was in thc statement they ·themsclves issued on October 27th. ' 

1 decply reSrctthat the.Administration continues tu play political sames with the fate 
of (.lui nation's Medicare program. At 8 time when Medicare faccs bunkruptcy, perhaps 

. sooner than cxpet.1ed, it is most unfortunate that the Administration would hide relevant facts 
in an eHbrt to derail the Congressional bill to save Medicare. 

Knowing the Administration's ability· to publiciZccertain information that suitS the 
President's political purposes, 1 fmd your statement that you released the news about the 
shortfall last October unacceptable and laCking in candor. ' . 

. Chairman Archer and r havc already contacted Secretary Sh8181a to request aU relevant 
documents concerning the manner in which the Clinton Administration handled the news' 
about thc .carlier·than·cxpected Medicare shortfan .. 

1 look forward to receiving· aU appropriate information so that the Congrcsscan 
completely and thoroughly review the. Administration actions on this most important matter. 

Sincerely, 

Bill Thomas 

Chairman 
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MEMORANDUM 


~
... 
TO: Distribution / October 31, 1995 
FR: Chris J. 'k"di. nd )RE: ' Intra-Program Reven~e T.,.nsfers andth~care,Trust Fu~ 
cc: 

In virtually every major Medicare restructuring proposal that is now before the 
Congress (with the apparent exception of the Sabo/Stenholm plan), there are provisions to 
transfer Part B,revenue into Part A and/or to transfer Part A liabilities into Part B. The 
Senate and House-passed Republican Reconciliation measures and both Democratic 
Leadership alternatives contain at least one of these transfer mechanisms. 

Background 

There are two driving forces pushing the Congress to alter traditional funding stream 
allocations within the program. First, the unprecedented and hyped up focus on the Medicare 
Trust Fund exhaustion date and the competitive desire to push backthe date as far as 
possible. And second, the desire to reduce the burden, of the Medicare cuts on Part A 
providers, particularly hospitals. (In some cases, there is also a desire to ensure that Part B 
providers, particularly physicians, carry their "fair share" of the load.) 

The most utilized transfer mechanism is a straight general revenue transfer from 
Part B to Part A. It can be found in both Republican budget bills and in the Senate 
Democratic package. Like the Part A home health liability transfer (discussed below), this 
mechanism is being used'to add years to the Trust Fund and to·moderate the Part A cuts. 
The Part B transfer, however, makes Republicans more vulnerable, to tne critique that they 
could have just as, easily reduced their tax cut and used the resulting excess general revenues 
to extend the Trust Fund exhaustion date. ' 

The 9ther transfer mechanism tapped by Republicans and Democrats in the House 
simply redirects the liability of some portion of home health care expenditures from Part A to 
Part B of the program. The home health transfer, which has some policy rationale but also 
has budgeting and administration complications, has the advantage of enabling policymakers 
to reduce the amount of traditional. Part A cuts (froni providers like hospitals) that are 
necessary to strengthen the Part A Trust Fund . 

'... -Attachedare-tabtes 0~utUnblg:1heJJ,et irppac~. on Medic,(!.re, Part. A t4at result§.Jrom the .. 
transfers used by various Gongressional· bills., As'one·looks through these plans, the· question 
arises as to whether we should consider supporting or advocating similar types of measures. 

http:Medic,(!.re
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SENATE REPUBL!.ICAN RECONCILIATION ITEMS AFFECTING SENATE DEMOCRATIC RECONCILIATION ITEMS AFFECTING 

PART A SAVINGS , 
(Source: CBO, 10/20/95) 

Source 
t-------~ 

: ; 
~ Part A - Provider SavingS/1 

Transfer of Certai,n Part B Savings/2 

Total Part A Budget Effects 

PART A SAVINGS 

(Source: Preliminary CBO Staff Estimate, 10/25/95) 


," 
I7-year Savings Estimates ~ 17-year Savings Estimates 

(CBO estimates, 1996-2002) ~ Source (CBO estimates, 1996-2002) 

$120.5 Part A Provider Savings /1 $66.5 

$67.5 Transfer of Certain Part B Savings 13 $23.6 
" 

$188.0 c!c:>taL~an A Budget Effects I . $90.1 

/1 Includes managed care, fraud &abuse, Medicare secondary payer (assumes 60% savings are Part A) 

12 The savings resulting from the Part B premium ($44.2 billion), deductible ($10.5 billion), 
and high income premium ($12.8 billion) will be placed in the HITrust Fund 

~ < 

13 The proposal appropriates to the HI Trust Fund amounts equal to Part B savings. 

i 

, ,I 

l ' 

~ , 
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I 

; l 

HOUSE REPUBLICAN RECONCILIATION ITEMS AFFECTING PART A SAVINGS 
(Source: CBO, 10/2(/95) 

7-year Savin\Js Estimates 

(CBO estimates, 1996-2002)Source 

Part A Provider Savings 11 
j 

Repeal of OBRA!'93 Social Security tax for HI 
j; 

I,:',
Subtotal 12 , , 

Transfer General Revenuesl 
,Pay for OBRA '93 tax repeal 13 

I 

Home Health Transfer from Part A to Part B 14 

Total Part A Budget Effects 15 
{i 1.\ 

,I 

I 

, i 

I 

'! 


$128.2 

($36.6) 

$91.6 

$36.6 

$54.3 

$182.5 

' ' 

NOTE: The lock-box 'provision would hold savings from Part B In a Trust Fund. There leno provision at this point 
to transier ot'these m:onies to the HI Trust Fund. Beginning with FY 2003. ,the secretary may expend funds In the Trust Fund, 
but only to the extent; p'rpVided by Congress In advance through a specific amendment. 

j " 

'I " 


11 Includes 600,i, of saVlngs from these provisions: managed care. fr'aud and abuse, medical liability reform, regulatory relief, Investigational devices, 
, I ." ' 

failsafe, ,and Medicare 8~condary payer " ' 

I, " 

!: : j:

12 In general, as passed Qut of the House Ways and Means Committee 
, I' I" . ' 

!, " . 
13 Transfer of Home Healt!! from Part A to B would result In an Increase of $54.3 billion In Part B expenditures , ;

, I . , 
14 This analysis assume~"hatthe OBRA '93 tax repeal Is separately paid for with non-Medicare provisions. If the money forthe tax repeal 

were taken out of Medicare; this would affect the $270 billion Medicare savings estimate. 
ii', . 
I I, 

15 As revised, pre-House floor action 
i 1 
• I 
I : 

16 Includes fraud and labuse, managed care, and Meelcare 88condary payer prOvisions (assumes 60% of savings are Part A) 
, I '1­. ' . 

f7 The proposal limits, home health visls under Part A to 120 vistis. All eub88quent visits would be paid 
by Part 8, This results In a transfer of outlays from Part A to Part B. 

~ 

HOUSE DEMOCRATIC RECONCILIATION ITEMS AFFECTING 
PART A SAVINGS 
Committee Action (Source: CBO, 10112/95) 

7-year Savings Estimates 

Source (CBO estimates, 1996-2002) 

Part A - Provider Savings 16 $68.4 

Savings from the Transfer of 
Home Health to Part B 17 $59.0 

Total Part A Budget Effet'::ts_____ $127.4 
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The Clinton Administration On Strengthening the Medicare Trust' Fund 

The record is clear that President Clinton and his administration have taken strong 
steps to protect and strengthen the Medicare trust fund since the beginning of the Clinton 
Administration. It is equally clear that Speaker Gingrich's and ,others' sudden interest in 
this issue has been driven simply by the need to justify the large Medicare savings they 
need to make good on their arbitrary campaign promises to balance the budget and to cut 
taxes excessively. 

One week after President Clinton presented his plan, his top economic spokesperson, 
Treasury Secretary Lloyd Bentsen, made the case for strengthening the Medicare trust fund: . 

"Mr. Chairman, let me speak to you for a minute wearing my hat as Chainnan of the 
Board of Trustees of the Sociai Security Trust Funds. I know that you share my . 
concern over the financial health of the Medicare fund, which according to the 1992 
Trustees Report will be exhausted by 2002. 

"Therefore, I am sure thar you are as pleased as I am that we are proposing that the 
. savings from increasing the portion of Social Security benefits subject to tax' go into 
. the Medicare trust fund. ' 

"This money, and the savings from reducing payments for providers, will not solve 
. the entire problem --' to do that we need comprehensive reform ofour health care 
. system -- but they will exte'!d the period ofsolvency. The many Americans who . 
depend on Medicare for their health care, will be reassured by our efforts' to improve 

. the financial health of the trust fund. n, 

--Testimony before the Senate Finance Committee, February 24, 1993 

Through conversations and negotiations on the President's economic plan and health 
care proposal, the need to strengthen Medicare was repeatedly stressed: 

"President Clinton's health reform plan provides universal coverage; it improves and 
protects the Medicare program; and it achieves real cost containment that will help 
ensure the solvency of the Medicare Trust Fund. ,,' . 

-- Letter to Editor from Bruce Vladek, President 
Clinton's· Administrator of the Medicare program,' Los 
Angeles Times; June 9; 1994 
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"Lowering the rate of growth in Medicare sPending is perhaps the most important 
thing. we can do for beneficiaries. Lower expenditures mean that beneficiaries pay 
less out-of-pocket in the form of coinsurance and' deductibles. It also means that, . 
future beneficiaries can look forward to a stronger, more financially sound Medicare 
program because reducing costs in both the Medicare program and the private sector 
will serve to improve, the long-term integrity of the Medicare trust funds. II 

-- Bruce Vladek, President Clinton's Administrator of 
the Medicare program, in testimony before the House 
Ways and Means Committee, February 2, 1994 

"In addition to our savings proposals, we are also submitting revenue proposals ·to 

. increase the Hospital Insurance Trust Fund by $55.8 billion ... ," .. 


. -- Department of Health and Human Services, Press Release, 

"The Fiscal Year 1994 Budget" 


"I ~ the intent of the President and of the policy is very clearly to maintain and 
strengthen ,the Medicare program." . 

. -- Bruce Vladek, President Clinton's Administrator of 
the Medicare program, in testimony before the House 
Ways and Means Committee. . 

, "Medicare's financial condition would improve significantly as a result of general 
"'cosecontainment under the President's health-care-reform proposal. II 

-- Secretary Donna Shalala, Los Angeles Times, April 12, 19.94 

"The Medicare program will be the most secure of the programs, because we're not 
going to change it dramatically. No matter what you hear, the Medicare program is 
going to stay intact. More importantly, we're going to strengthen it." 

-- Secretary Donna Shalala, Los Angeles Times, September 24, 1993 

"I am here to say today that I don't want Medicare to be used as a bank for other 
people's designs. I do want to strengthen Medicare." 

-- President Clinton, USA Today, February 18, 1994 

"And I promise you this: We'll fight to protect and strengthen Medicare." 
-- Vice President Al Gore, Fort-Lauderdale Sun-Sentinel, July 27, 1994 
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The. trustees of the Medicare trust fund, most· of whom are officials in the Clinton 
Administration, have als.o repeatedly stressed the issue and called upon Congress to act by 

. enacting comprehensive health care reform: 

"With the magnitude of the projected actuarial deficit in the HI program and the 
high probability that the HI Trust Ftmd will be exhausted before the tum of the 
century, the Trustees urge the Congress to take additional actions designed to control 
HI program costs through specific program legislation ,and as a part of enacting' 
comprehensive health care refonn." 

--1993 Annual Report of the Trustees of the Federal , 
Hospital Insurance Trust Fund, April 7, 1993 

"Rising health-care costs have left the Medicare trust fund with only enough money 
to pay hospital benefits for senior citizens and disabled Americans through this 
decade, according to a federal report released Tuesday .... the [Medicare J trustees also 
suggested Congress address the Medicare trust fund's problems by controlling 
medical costs through a comprehensive health care refonn package." 

-- uMedicare May Go Broke by 2000, U.S. Report Says," Chicago Tribune. April 7, 1993 

"Raising what is becoming a perennial alarm. the federal government said yesterday 
that Medicare program' that pays hospital costs for the elderly and disabled will run 
out of money around the turn of the century, and officials urged Congress to conirol 
costs, in part through health care' reform. " 

, -- "Medicare Funding Remains a Concern," The Baltimore Sun, April 12, 1994 

"As part of OBRA '93, Congress took certain actions to increase revenue and reduce 
HI program expenditures to improve the financial status of this trust fund .. ,While 
the status of the HI Trust Fund has improved since last year's report, it still does not 
meet the short-range test of financial adequacy.',' 

-- Medicare Trustees' Letter to Speaker Foley, April 11, 1994 

"The HI Trust Fund is expected to be exhausted in 2002. While the status of the HI 
Trust Fund has thus improved slightly since last year, it still does not meet the 
Board's test q.f short-range financial adequacy," 

-- Medicare Trustees' Letter to Speaker Gingrich, April 3, 1995 
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September 17, 1995 

MEMORANDUM FOR WHIlE HOUSE STAFF 


FROM: GENE SPERiING 


SUBJECf: Speaker Gingrich's misleading statements about Medicare 


Speaker GiDgrich has said that it is important that the American people be told the 
truth about Medicare. But the fact is that many of his comments and arguments about 
Medicare have been seriously misleading and often outright wrong. Furthermore, while 
anyone can misspeak, he has constantly repeated these misleading claims and they are at the 
heart of much of his case for unprecedented Medicare savings. 

Below are five examples of central arguments on Medicare that the Speaker has made 
that are fundamentally misleading. ' 

-... ~" 



EXAMPLE #1. SPEAKER GINGRICH HAS REPEATEDLY SAID OR SI'RONGLY 
IMPUED THE REPUBUCAN MEDICARE CUTS WOULD BE USED TO 
STRENGTHEN THE MEDICARE PROGRAM AND THE PART A TR~ST FUND, 
AND NOT TO REDUCE THE DEFlCIT OR PAY FOR TAX CUTS. 

"IW]e have decided that welre taking Medicare into a separate box. Every 
penny saved in Medicare should go to Medicare. Every change should be 
made about Medicare. It should not be entangled in the budget debate." 

-- Newt Gingrich, April 28, 1995 

"It's not tied into the budget. It's nQt tied into getting to baltmce by 2002 
Now, it is tied into meeting the trust fund. requirements, making sure that the 
system is affordable, getting us to a point where the baby boomers someday 
will be able to retire without bankruptcy." 

-- Newt Gingrich, April 28, 1995 

Speaker Gingrich "promised to remove Medicare from deficit reduction 
demands -- and to use any savings achieved by restructuring Medicare solely 
to save the Medicare trust fund itself from looming bankruptcy. II 

-- The New York Times, May 3, 1995 

FACT: 	 REPUBUCANS RAISE MEDICARE PART B PREMIUMS THAT DO 
NOT GO INTO THE TRUST FUND: 

• Despite the constant comments by Republicans that the entire reason for . 
Medicare savings is to shore up the Medicare trUst fund, this is not true. The 
truth is not one penny of the premium increases in the Republican budget 
plan just unveiled will go to the Medicare trust fund. Instead, the premium 
increases go into general revenues. While a growing program can have a . 
negative impact on general revenues and therefore deficit reduction, such 

.. growth can be countered by any reduction in spending or general revenues. 
For example, if people feel that Medicare Part B growth is having too large of 
an impact on the deficit, one can cure that by other steps affecting general 
revenues -- such as lowering the size of a large tax cut. 



EXAMPLE #2: SPEAKER GINGRICH HAS REPEATEDLY STATED THAT 
REPUBUCAN MEDICARE CUTS ARE DRIVEN BY TIlE NEEDS OF THE 
MEDICARE TRUST FUND AND NOT THE NEED TO BALANCE THE BUDGET. 

"Everything we're doing in Medicare is driven by the actuaries' estimate of 
what it takes to build a savable system; it's not driven by a budget need. We 
are in fact prepared to reshape all the other spending in the budget to fit the 
'Medicare situation ... including defense. We're prepared to look at everything. 
I 'mean, rve always said everything's on the table." 

, , 	 -- Newt Gingrich, May 5, 1995 

"So we want to focus on Medicare as Medicare. Forget the budget pressure. 
Let's find out what number saves Medicare. We'll plug that into the budget. 
We're not going to find out what number the budget needs and try to reshape 
Medicare to that effect." 

-' Newt Gingrich, Meet the Press, May 7, 1995 

FACT: 	 MEDICARE SAVINGS ARE INTEGRAL TO TIlEIR PLAN TO 
BALANCE TIlE BUDGET AND ACHIEVE A lARGE TAX CUT,: 

• The clear fact is that the $270 billion in Medicare savings make up about 25% 
of the savings called for in their budget plan. CBO must certify that their . 
proposals produce these savings levels before Congress can consider the tax cut 
that Speaker Gingrich has called the "crown jewel" of his program. The 
Republican budget plan does not come close to reaching ,balance without their 
deep Medicare cuts. Indeed, Speaker Gingrich's spokeSperson, Tony Blankley 
candidly admitted, "At the end of the process, whatever solutions are reached 
on Medicare will be part of the budget's bottom line." [Washington Post, May 
2, 1995] 

/ , 



• 	 The troth is that the sudden concern with the Medicare tnJst fund has 
been driven by the. targets in the Republicans' budget plan. Speaker 
Gingrich never expressed, concern about the trust fund until 1995 when he waS 
developing his plan to balance the budget -- even when the trust fund was in 
greater danger tl1an it is now. Indeed, the only thing new in the 1995 

. Medicare trustees report was that the trust fund's solvency improVed by one 

year. 


Speaker Gingrich has refused to explain his inconsistency on this issue: 

"Dole and Gingrich insisted yesterday that Medicare was in crisis, holding 810ft 
a recent report by the Medicare trustees that the portion of Medicare that pays .' 

c.- hospital will of • ..,~ But ""_. ".'1-..-10. ·1Jirl·'·~~'ti'~'; .. 

lUI. expenses nIB out mo.ncy m .tfAIU"'- W-T --" ""I:""T --:. f.'i?,;.!,~:;~:"' 

out ofthe news collference after iIu:nt.r.rin,iy skeptlctd reporters pointetIOut:~-""~"''"~h~~.;Y. 

that the trustees' report this year was more positive than last year. The House 

Republican tax-cut bill also worsens the solvency' of the Medicare trust fund 

by repealing a tax Clinton passed in 1993 to shore it up." 


-- Newsday, May 3~ 1995 

... ' 
,;:;;"~'-': 

; 
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EXAMPLE 3: SPEAKER GINGRICH HAS CONTINUALLY CREATED THE 
IMPRESSION THAT THE CRISIS WITH THE MEDICARE TRUST FUND AROSE 
WITH THE RELEASE OF THE 1995 TRUSTEES REPORT. 

" ... House Speaker Gingrich Tuesday asked. President Ointon in a letter to send 
to each beneficiary a copy of the 1995 Medicare trustees' report saying the 
program would go broke in seven years. 'It is because of this impending 
bankruptcy that Republicans· in Congress are committed to bold. and decisive 
action to preserve, strengthen and protect Medicare ... '" 

-- Congress Daily, July 26, 1995 

"[w]e would need to refoIm Medicare because it goes broke. Medicare Part·~····· 
which is the hospital part, is a trust fund. That trust fund, according to the 
Ointon Administration trustees, goes broke starting next year and is bankrupt 
in 2002." 

- Interview with Charlie Rose, July 6, 1995 

FACT: 	 THE ONLY THING NEW ABour THE 1995 TRUSTEES REPORT 
WAS THAT THE TRUST FUND HAD IMPROVED BYA YEAR: 

• The truth is that Medicare trust fund solvency issues are not new. If the 
Speaker had looked at the 1993 and 1994 trustees reports, he would have 
known that when the President took office in 1993 the trust fund was suppose 
to be insolvent in 1999. 

• 	 The President laid down a plan in 1993 to strengthen the trust fund, and 
Secretary Bentsen and other top Administration officials repeatedly told the 
Congress of the need to pass the President's plan in order to strengthen the trust 
fund. Gingrich not only ignored the issue of the trust fund, he led the 
Republicans in all voting against these savings. In 1994, when the 
Administration stressed that health care refoIm was needed to strengthen the 
trust fund, Gingrich and others again ignored the issue. 

• 	 Indeed, the only provision in the Contract with America relating to the 
Medicpre trust fund made it worse. The Contract called for repeal of the 
increase in the Social Security benefits tax for high-income seniors -- a" 
provision that helped improve the financial status of the trust fund. If the 
provision in ~e Contract is enacted, the trust fund will go insolvent 8 months 
sooner. 



EXAMPLE #4. SPEAKER GINGRICH HAS SAID THAT MEDICARE COSTS 
SHOULD GROW AT THE SAME RATE AS COSTS IN THE PRIVATE SECfOR. 

"Well, if you "have a government program which is going up at 10-1/2 percent 
a year and you have private sector health care that is going up at one 
percent... it does seem to mean you start asking some questions about why is it 

. 	that this centralized government bureaucracy has a 10-112 percent a year 
increase when in the private sector. you're getting one, two, three, four percent 
increases?" 

-- Meet the hess, Sunday, May 7, 1995 

FACf: 	 CBO RECOGNIZES THAT THE CURRENT PRIVATE SEcroR 
GROWTH RATE PER PERSON IS ABOUT 7% -- NOT 1% AS 
SPEAKER GINGRICH HAS SUGGESTED: 

• According to CBO, "[t]he growth of private health insurance premiums will 
average about 7 percent a y~ between 1995 and 2005." leBO, The Economic 
and Budget Outlook: An Update, August· 1995, p. 84.] And the Medicare 
beneficiary population tends to have greater health care needs than people with 
private insurance. 

• The truth is the Republican budget plan would lower the growth of Medicare 
spending per person significantly below the private sector growth rate. The 
Republican $270 billion Medicare cUt would constrain Medicare to an 
unrealistic 4.9% per beneficiary growth rate -- well below the 7.1% private 
sector growth rate. 

;' ,." 
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EXAMPLE #5. SPEAKER GINGRICH CLAIMS THAT MEDICARE CURRENTI.. Y 
GIVES PEOPLE NO CHOICE AND IS PlAGUED WITH PROBLEMS. 

"We are going to rethink Medicare from the ground up ...... The current highly 
centralized bureaucratic structureof/ering one menu for everybody in a 
monopolistic manner is the opposite of how America works. And so we need 
to start from the senior citizens, with their help, thinking through how we get 
to a better Medicare system that actually works more effectively, that gives 
'them greater choices, but thal' is also financially more honest. II 

Newt Gingrich, January 30, 1995 

FACT: 	 THE TRUTH IS MEDICARE CURRENTI..Y PROVIDES THE VASI' • 
MAJORITY OF SENIORS WITH MULTIPLE OPTIONS. 

• Most Medicare beneficiaries choose to receive their health care services 
through the traditional fee-for-services delivery system, which allows them to 
choose their own health care provider and hospital. But millions of other 
benefiCiaries currently choose to enroll in managed care plans such as HMOs 
or competitive medical plans that have contracts with the Medicare program. 
A beneficiary enrolling in a managed care plan often has coverage for services 
not offered under Medicare, such as prescription drugs. [Source: 
Congressional Research Service, Medicare SELECT, April 19, 1995.] 

• , The truth is that Medicare is one of the most popular and successful programs 
ever created. Medicare is extremely popular among the American people 
because it has so successfully reduced the crushing financial burdens faced by 
seniors and their families. 
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CHANGING THEIR' TUNE: 

WHAT REPUBLICANS SAID ABOUT MEDICARE CUTS IN 1994 


Back in 1993 and 1994, Republican members warned that the cuts proposed in the Health 
Security Act (H.R. 3600) -- though significantly smaller than the $270 billion in cuts they 
now propose -- would devastate the system. 

"The Clinton plan may save the Government some money in the short run by imposing 
strong limits on Medicare and Medicaid -- but this will be to the detriment ofprogram 
beneficiaries. It is impossible to cut $238 billion from these programs without 
substantially harming the people 1'Ve are supposed to be helping." 

-- Senator McCain, "The President's Health Care Plan," 
Congressional Record, September 23, 1993, S 12281. 

"The. Clinton-Mitchell health care reform bill is not simple justice. There is nothing 
simple about this bill -- nothing. It is complex. I want to talk about the justice in this 
bill. Is it justice to take almost $200 billion out of the Medicare program, severely 
jeopardizing its future?" . 

-- Senator Hatch, "Health Security Act," Congressional Record, 
August 11, 1994, S 11834. 

"Make no mistake about it for the elderly in this country, [these cuts are J going to 
devastate their program under Medicare." 

-- Congressman Bill Archer, June 25, 1994, speaking against 
proposed Medicare expenditure reductions during Ways and 
Means Committee consideration of H.R. 3600. 

"The Medicare cuts proposed by the President would devastate the Medicare program ..... 
The committee must not approve these destructive Medicare cuts." 

-- Congressman Clay Shaw, May 18, 1994, press release referring 
to H.R. 3600. 

1/1 just don't believe that quality ofcare and availability of care can survive these 
additional cuts. And .that is the price that is going to have to be paid for these cuts. 11 

-- Congressman Bill Archer, June 25, 1994, speaking against 
proposed Medic;are expenditure reductions during Ways and Means 
Committee consideration of H.R. 3600. 



Back in 1994, Republicans warned that providers could not afford any additional increases 
in costs. Only one year later, Republican members (are supporting proposals to 
significantly increase these burdens. 

"The reimbursement levels of Medicare have reached potentially disastrous levels .... 1/ 

-- From the Minority Views included with the Ways and Means' 
Committee Report on the Health Security Act (H.R. 3600) signed 
by every Republican Member of the Committee, July 14, 1994. 

"For more than a decade Congress has cut back on payments to doctors and hospitals 
until they no longer cover the cost of care for Medicare ... . patients and the additional 
massive cuts in reimbursements to providers provided in this bill [HR. 3600} will reduce 
the quality of care for the nation is elderly. There will be no place else to shift. " 

-- From the Minority Yiews included with the Ways and Means 
Committee Report on the Health Security Act (H.R. 3600) signed 
by every Republican Member of the Committee, July 14, 1994. 

Back in 1994, Republican members decried any cuts in Medicare used to meet deficit 
targets or to fund tax cuts, little knowing that tbeir own party would soon follow precisely 
that path. 

"1 would love to believe that we could achieve the level of cuts you have in this bill .... 
But history· tells us that this isn't possible. And I think we are just playing games here, 
we are just making the numbers match. . That's all Democrats have done in your bill to 
make it revenue neutral. You have just estimated the number needed from Medicare to 
make the numbers match. and I think the public understands that. /I 

-- Congressman Jim McCerry, June 25, 1994, speaking against· 
proposed Medicare expenditure reductions during Ways and Means 
Committee consideration of H.R. 3600. . 

"Medicare Part A, I hope, will not be on the table [to fund tax cuts} because I would 
like to see that reserved for when we reform the health care later on next year. II 

, 

-- Congressman Bill Archer, Dec. 18, 1994, on "Meet the Press" 

"I think those of us on this committee especially well remember the lessons of Medicare 
catastrophic coverage legislation, and recognize that making changes without broad 
public support is a potential disaster." 

-- Congressman Clay Shaw, May 18, 1994, press release referring 
to H.R. 3600. 

Compiled based on documents prepared by the Democratic staff of the House Ways and Means 
Committee and others. 
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PRESIDENT CLINTON HAS TAKEN ACTION TO 

INCREASE THE SOLVENCY .OF THE MEDICARE TRUST FUND 


. . . 

The record is clear that from day one, the Clinton Administration has taken strong steps to 
protect and strengthen· the Medicare trust fund. It is equally clear that Speaker Gingrich's and 
others' sudden interest in this issue has been driven simply by the need to justify the large Medicare 
cuts they need to make good on their arbitrary campaign promises to balance the budget in seven 
years while giving an excessive tax cut to the wealthiest Americans. 

The President designed all of his budget and health care reform proposals within the context 
of strengthening the Medicare trust fund. 

·1993: The Economic Plan 

At the beginning of the Clinton Administration, the Medicare trust fund was projeCted to be 
insolvent in 1999 . 

. In 1993, one week after President Clinton presented his economic plan, his top economic. 
spokesperson, Treasury Secretary Lloyd Bentsen, made the case for strengthening the 
Medicare trust fund:· . 

"Mr. Chairman, !et me speak to you for a minute wearing my hat as Chairman of the Board 
of Trustees of the Social Security Trust Funds. I know that you share my concern over the 
financial health of the Medicare fund, which according to the 1992 Trustees Report will be 
exhausted by 2002. 

"Therefore, I am sure that you are as pleased as I am that we are .proposing that the savings 
from increasing the portion of Social Security benefits subject to tax go into the Medicare 
trust fund. 

"This money, and the savings from reducing payments for providers, will not solve the entire 
problem -- to do that we need comprehensive reform ofour health care system -- but they 

. will extend the period of solvency. The many Americans who depend on Medicare for their 
health care, will be reassured by our efforts to improve the financial health of the trust 
fund." 

--Testimony before the Senate Finance Committee, February 24, 1993 

The Administration displayed a strong commitment to increasing the solvency of the Trust 

Fund. ;. 


"In addition to our savings proposals, we are also submitting revenue proposals to increase 
the Hospital Insurance Trust Fund by $55,8 bi/Iion .. .." 

._-Department of Health and HUman Services, Press Release, 
"The Fiscal Year 1994 Budget" 



The 1993 report by the trustees of the Medicare trust fund called upon Congress to 
strengthen the trust fund by enacting comprehensive health care reform: 

"With the magnitude of the projected actuarial deficit in the HI program and the high 
probability that the HI Trust Fund will be exhausted before the tum of the century, the 
Trustees urge the Congress to take additional actions designed to control HI program costs 
through specific program" legislation and as a part of enacting comprehensive health care 
reform. II 

--1993 Annual Report of the Trustees of the Federal Hospiti1 
Insurance Trust Fund, April 7, 1993 

"The President's 1993 Economic Plan strengthened the Medicare trust fund and extended its 
solvency for another three yean: . '~0~i('~~I~~;~I:~:;:'[' 

"As part of OBRA '93, Congress took certain actions to increase revenue and reduce HI 
program expenditures to improve the financial status of this trust fund. While the status of 
the HI Trust Fund has improved since last year's report, it still does not meet the short-range 
test of financial adequacy." ­

-. Medicare Trustees' Letter to Speaker Foley, April 11, 1994 

The t:h.ree extra years of solvency were derived from: 

1. 	 Constraining the growth of Medicare, primarily through specific provider cuts. 
2. 	 Repealing the maximum earnings cap for the Medicare HI payroll tax. 
3. 	 Increasing the percentage of Social Security benefits of well-off seniors subject 

to taxation and dedicating that revenue to the HI Trust Fund. 
4. 	 Economic growth partly due to the President's deficit red~ctio.n plan. 

No Republicans voted for this strengthening of the trust fund. 

lL 	 1994: Health Care Reform Plan 

President Clinton's 1994 health care reform plan would have delayed insolvency another 
five years past the current date of 2002. In addition, President Clinton's plan would have 

"' - ;"" addressed the tfl:lSt funrl'$ solvency in the context of overall health care reform. 

"PreSident Clinton's health reform plan provides" Universal coverage; it improves and 
'"' protects the Medicare ;program; and' it achieves real cost containment that will help 

ensure the solvency of the Medicare Trust Fund" 

-- Letter to Editor from Bruce Vladek, President Clinton's 
Administrator of the Medicare program, Los Angeles' Times, 
June 9, 1994 
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"Lowering the rate of growth in Medicare spending is perhaps the most important thing 
we can do. for beneficiaries. Lower expenditures mean that beneficiaries pay less out-of· 
pocket in the form of coinsurance and deductibles. It also means that future beneficiaries 
can look forWard to a stronger, more financially sound Medicare program because 
reducing costs in both the .Medicare program and the private sector will serve to improve 
the long-term integrity of the Medicare trust funds." 

•• Bruce Vladek, President Clinton's Administrator of the 
Medicare program,· in testimony before the House Ways and . 
Means Committee, February 2, 1994 

"Medicare's financial condition would improve significantly as a result of general cost 

containment under the President's health-care-refonn proposal."· .,.;}'i;'~";:;:;;~ ~,:;!;;,rl:'!;,~~:~;;;l,.:, 


.- Secretary Donna Shalala, Los Angeles Times, 
April 12, 1994 

The 1994 report by the trustees of the Medicare trust fund once agaiJi called upon 
Congress to strengthen the trust fund by enacting comprehensive health care reform: 

"Raising what is becoming a perennial alarm, the federal government said yesterday that 
Medicare program that pays hospital costs for the elderly and disabled will run out of 

. money around the turn of the century, and offiCials urged Congress to control costs, in 
part through health care reform." 

•• "Medicare Funding Remains a Concern," The Baltimore 
Sun, April 12, 1994 

IlL 1995: Balanced Budget Proposal 

.	The President's balanced budget plan would extend the life of the trust fund through 2006. 

With the trust fund secure for better than 10 years from now, there would be ample.opportunity 

for a bipartisan approach to address the long·term solvency issues of the Medicare trust fund. 


. ·.Ironicaliy~ the only spe.cific component of the Contract with America that addressed the 
trust fund made it worse. The Contract called for repeal of the increase in the Social Security 
benefits tax for high-income seniors·-a provision thafhelped improve the financial status of the 
trust fund. If this provision iienacted, the trustfund will go insolvent 8 months sooner. 
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·	The Medicare trust fund's solvency issues are not new. The only thing new is that 
Republicans have developed a plan to arbitrarily balance the budget in 7 years and cut 
taxes deeply for those who need it the least. On 9 separate occasions, the trust fund has been 
projected to be insolvent in 7 years or less. Yet Speaker Gingrich never expressed concern 
about the trust fund until this year when he was developing his plan to balance the budget -­
even when the trust fund was in greater danger than it is now. In fact, in 1994 when President 
Clinton proposed to strengthen Medicare within the context of health care refonn, Republicans 
responded by accusing the President of trying to scare seniors. 

Republicans have refused to explain their inconsistency on this issue: 

"Dole and· Gingrich insisted yesterday that Medicare was in crisis, holding aloft a recent 
report by the Medicare trustees that the portion of Medicare that pays for hospital 
expenses will run out of money in 2002 ..But they abruptly walked out ofthe news· .. 
conference after increasingly skeptical reporters pointed out that the trustees' report this 
year was more positive than lost year. The House Republican tax-cut bill also worsens 
the solvency of the Medicare trust fund by repealing a tax Clinton passed In 1993 to 
shore it up." 

-- Newsday, May J~ 1995 
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