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The Two Parts of Medicare:

- Hospital and Physician Services

The~Medicare Program h,as‘ two' .dist»ii_ic'_t parts: |
. 1.Hospita_1 ,iné,uran_cﬁfe' [HI]‘:ox;PaVrtA

»  Part A pays for mpanent hospltal care, skxlled nursmg famhnes
- home health services, and hospxce care.

.2 Supplemental Medlcal Insurance [SMI] or PartB

- »  Part B eqvers physxclan servxce's, along with outpatxent.hOspltal '

services, laboratory services and durable medical equipment.
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The Annuﬁ‘al Trustees Reports

The Medicare Trustees submit annual reports to Congress each spring in which
they review the performance of the HI and SMI Trust Funds in the prior fiscal

year. The report also includes the Trustees prolectlons about future trust fund
~ performance and solven_cy

» The proj ections in the Report are completed by professwnal actuaries in both

- HCFA and SSA. They are intended to convey professional judgment of how
future scenarios could affect the HI and SMI Trust Funds.
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The HI‘”progi‘em -- Part A

The HI' prngram is funded thtough the HI Trust Fund. The trust fund
receives about 86 percent of its income from the HI payroll tax (2.9% of
payroll, spht between employers and employees)

- Other sources of HI Trust Fund income include:

-~ Interest, which accounts for about 9 percent of income.
--  Revenue from the taxation of Social Security benefits, Wthh
accounts for about 3 percent of income.

--  Other msceﬂaneous revenue Wthh is less than 2 percent of
income. |

!
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Financial Status of the HI Trust Fund |

“Actuarial Balance” is the term used to describe the long-range (7 5-year)
financial status of the HI Trust Fund.

The trust fund is considered to be in actuarlal 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 75-year actu_arial balance is projected to be -4.52%.

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 keep the trust fund in balance. |

+
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HI Trust Fund Experience -- 1995

Expen'ditures exceeded revenues by $36 million.

The trust fund almost broke even one year earlier than projected by the 1995 HI
Trustees Report, because:

Expenditures were higher than expected in 1995.
» Hospital cases were more complicated. |
> Claims from all providers‘ were filed faster;

" Revenues were lower than expected in 1995

> . Overestimated income from Social Seeunty taxes.
»  Wages grew slower than expected
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Chax}_ge in the Financial Status, 1995 to 1996

From 1995 to 1996 the pr03ected 75 year actuarial balance decreased from

-3.52% to -4.52%.

The decrease in the Iong-term actuarial balance was caused by:

. Assuming hlgher utilization in SN'Fs and HHAS in the future (3 5%)

»  Adjusting for actual 1995 performance (higher expendltures lower revenues) (26%)

»  Assuming more complicated hospital admissions in the future (19%)

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

» Updated economic and demographic assimptions (10%) -

i
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Findings of the 1996 HI Trustees Report

The HI program remains severely out of financial balance, and is expected to be

“depleted in 2001, under intermediate assumptions.

HI expenditures exceeded income for the first time in calendar yeaf 1995.

" Trust Fund Income, 1995 N "~ $115.0 billion
Trust Fund Expenditures, 1995 ' - $117.6 billion

Trust Fund Assets, 12/31/95 N $130.3 billion

Spen&ing on HI benefits was $116.4 billion, a 13 percent increase.
Average spending 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 2] percent
Managed Care 7 percent
Hospice L 2 percent
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Trustee Recommendations -- HI

—— M

The Trustees recommend prompt decrsrve effective actron to reduce growth n
HI program costs and extend the date of exhaustlon

" The Trustees recommend estabhshment of a natlonal advrsory group on Medrcare .

Reform to provide critical information needed in the discussion and orderly
development of leorslatrve solutlons to the HI program s long-range financial

| problems

If timely and effectrve actxon is taken the Trustees beheve solutions will be found

that can restore and maintain the ﬁnanmal integrity of the HI program.
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‘ The SMI program -- Part B

| LI Part B is ﬁmded through the SMI Fund The Fund receives income frcm two - '

pmnary sources: general revenues and premxums pald by enrollees

e

- Part B premlums are duectly deducted out of the monthly checks of

Somal Securlty beneﬁmarles In 1996 premlums are $42.50 per month.

While SMI or Pa.rt B growth affects the federal budget deficit, the SMI -

Trust Fund could never become msolvent (unhke the HI trust fund)

0 |
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The Financial Status of the Part B Trust Fund

In the 1996 report, the: Medicare Trustees report that the ﬁnane’ing established for

the SMI program for calendar year 1996 is estimated to be sufficient to cover
program expendltures and preserve an adequate contmgency reserve.

~ The financial adequacy of the SMI Trust Fund is expressed as the extent to Whlch

its assets exceed its habllltleS for that year ‘

Und_er intermediate as.sumptlons,_ assets ;would ‘exceed liabilities by about 25 |
percent of the following year’s outlays by December 1996. |

13
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Trustees Recommen‘dations -- SMI

~ Given the past and prolected costs of the program, the Trustees urge the Congress
to take additional action to control SMI costs m the near term

_For the longer term, Congress should develbp legislative proposals to address the

large increases associated with the baby boom’s retlrement through the same
process used to address HI costs.

12
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fm V Heslth Care
g DEPARTMENT OF HEALTH & HUMAN SERVICES ‘ , " Financing Admiristration
i‘ |
Memorandum
Date June 4, 1996 '

fom  Chief Actuary, HCFA

Subject Estimated Year of Exhaustion fér HI Trust Fund under Senate Budget Résolution

To Adrhinistrator, HCFA

This memorandum responds to your request for the estimated year of exhaustion 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):

1997 1998 1999 2000 2001 2002 Total-

HI $5 S$I10 $16 $23 . $30 $39 $123

SMI  $2 82 %6 $9 %12 314 %45
Total $7 S$12 $22 $32 $42 853 $168

Based on the intermediate set of assumptions in the 1996 Trustees Report, we estimate that the
assets of the HI trust fund would be depleted in the first half of calendar 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 Resolutzon would postpone the year of exhaustxon by
roughly 3 to 3% years _

This estimate of the year of depletion 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 of a specific package of
legislative provisions. Our estimates of the effects of such 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 intermediate
assumptmns 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. s
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Finally, the financial operations of the HI trust fund will depend heavily on future economic

. and demographic trends. The estimated year of depletion under the Senate Budget Resolution
is very sensitive to the underlying assumptions and could vary significantly if actual future
economic and demographic trends differ from these assumptions ‘

For these reasons, the estimated year of depletion presented in t}us memorandum represents

" only a crude estimate of the effects of Senate Budget Resolution’s Medicare savings on the HI
trust fund. As additional information becomes available 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.

//?ws&

R:chard S. Foster. F. S A

TOTAL P. @4
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DEPARTMENT OF HEALTH & HUMAN SERVICES Financing Administration
Memorandum
June 4, 1996
Chief Actuary, HCFA

Estimated Year of Exhaustion for HI Trust Fund under Administration’s
Balanced Budget Proposal

'Administrator, HCFA

This memorandum responds to your request for the estimated year of exhaustion 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 wenld be depleted in mid-calendar 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% 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 of exhaustion is only one of a number of measures and tests used to
evaluate the financial status of the HI trust fund. If you would like additional information on
the estimated impact of the Administration’s Medicare proposals, we would be happy to

provide it.

[ Cuu s St

Richard S. Foster, F.S.A.
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CONGRESSIONAL BUDGET OFFICE
U.S. CONGRESS
WASHINGTON, D.C. 20515

May 9, 1996

Honorable J. James Exon
- Rapking Minority Member
Committee on the Budget
=——1Jnited States Senate @@~ -
Washington, D.C. 20510

Dear Senator:

@oo01/001
PAGE b ¥ ]

June E O'Neit

At your mqumt, the Congressional Budaet Office (CBO) has examined the effects of the

Administration's budgetary proposals on the Hospital Insurance (HI) trust fund. Under
current law, the HI trust find is projected to become insolvent in 2001. CBO estimates that

the Administration’s proposals would postpone this date to 2005.

Sinoaély,

& flath

cc:  Homorable Pete V. Domenici
Chairman
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FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE ‘ CONTACT: Ari Fleischer or Scott B
April 29, 1996 ‘ (202) 225-5.

‘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 Billion Medicare Deficit in 2006,
with Deterioration Accelerating

Washington -- Congressman Bill Thomas, Chairman 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 Trustess.

"This new report,” Thomas said, "confirms 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 Medicare,
without increasing waxes. The President shouid submit his plan along with the 1996 Medxcare
Trustee report.”

The CBO. figures released today by Thomas are the first official confirmation that the
Medicare Hospital Insurance Trust Fund, also known as Medicare part A, will be bankrupt in-
2001, one year 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, far 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 hemorrheging 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 10 preserving and strengthening Medicare 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," Thomas said. The 1995 Trustee report said Medicare would suffer a $6.7 billion
deficit in 2002, CBO shows that the Medicare deficit will actually be $86 billion, surging to
" a $444 billion deficit in 2006, blowing the overall federal deficit totally out of control. "This
~dramnatic difference cleariy 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 2006, a increase of just 1.2% annually.

"Before the baby boomers ¢ven retire, Medicare is severely out of balance and both parties
must work togethcr and rethink how to save this important program,” Thomas said.

" "This would not have happened if President Clinton hadn't vetoed the Republican plan to save
Medicare.” Thomas said. "Instead of working together to save Medicare, the President
unfortunatcly chose 10 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 ac‘neve strong bi-partisan support.”

~30--




S SO VR B O

Monthly Treasury Statement

of Receipts and Outlays .
of the United States Government

For Fiscal Year 1996 Through Mafch.il,'1996. and Qther Periods

Highlight

The, cumulatwe outlays for thé Earned lncome Credit are $13. 8 billion, $5 9 billion more
than Fiscal Year 1995. This is due primarily to. elimination of delays experzenced in 1995
- that were associated with internal Revenue Service fraud prevention measures.

-

nECEim OUTI.AY& AND SURPt.usmanm‘r

‘Contents
. Summary, page 2

3

- Receipts. page 6

Outiays, page 7

Means of financing. page 20

‘Receipts/outiays by month, page 26

1 Federal Irust funds/securities, page 28
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" Receipts by source/outlays by
function, page 29

f30°‘ﬁ ’ o -'~  ., EEY - Explanatory notes, page 30
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ANALYTICAL PERSPECTIVEQ
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DEPARTMENT OF THE TREASURY
WASHINGTON,.D.C.

SECRETARY OF THE TREASURY ' npril 18, 1996

The Honorable Bill Archer
~ Chairman
‘Committee on Ways and Means
House of Representatives
Washington, DC. 20515-6348

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 remains committed to the fiscal
integrity of the Medicare program and to the heaith security of our nation’s elderly

As you will recall, | and the other trustees have repeatedly called attention to the need
for action to preserve these funds. Over a year ago, we wamed that, without it, the HI
trust fund would be deplsted w;thm sevenyears.

The Admimstratson foliowed 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-term 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
strengthenmg 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 you in February,
and as she and | testified before your committee, that report has been delayed as a
result of the partial government 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 earnings test. This:
increased the workload of the Social Security Administration and required a

- recalculation of the OASDI and Hl trust fund cash flows, causing a further delay. As
you noted in your letter, the Social Security actuary now reparts that he hopes to be
able to provide a draft for the Trustees' approval by early June. We ant;cnpate the
report to be compieted no fater than June 10th.
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As you might expect, we have been monitoring this situation closely My staff has been
in contact weekly 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 HI trust fund every month..

I should reemphasize the point that | made when | testified before your committee
several months ago ~ that any one 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.

QJO/Z{\Q

Robert E. Rubin
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February 28, 1996

- The Honorable Bill Thomas
Chairman, Subcommittee on [lealth
Committee on Ways and Means

[Touse of Representatives
Washington, D.C. 205]5-6348.

Dca: Mr. Chairman:

[ appreciate the opportunity to respond to your letter suggesting that the
Administration failed to fully and properly disclose information about the performance of the
Medicare Trust Fund in flscal year 1995. ‘I hope the information in this letter will make ¢lear
that the information was widely circulated and anaiyzed by Congressional and outside experts
in late 1995. As Chairman Domenici's February 12. 1996 Budger Bulletin stated. the
information "first became available last October, in the Monthly Treasury Statement (MTS)
summarizing outlays for FY 1995. This new data was incorporated by CBO into their revised
December haseline.” .

. The following is a detailed summary of the actions the Administration took to release
information on the performance of the Trust Fund in fiscal year 1995 and the extent to which
people outside the Administration, including the Congressional Rudget Office. were aware of
the Trust Fund's performance in fiscal year 1995. [ 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 vour own Committee), was analyzed.in 1998 by CBO-and
actuarial groups, and was even incorporated into the CBO revised December baseline.

» . The Administration reparted the Medicare Trust Fund's income. outlays. and
invested assets at the end of the fiscal year 1995 in the “Final Monthly
Treasury Statement of Receipts and Outlays of the United States Government"
on October 27,.1995, :

. Nearly 4,000 copies of the Treasury Department's report were distributed to the
public, including individual copies for every Member of Congress. with 50
extra copies to your House Ways and Means Committee. as weil as the Senate
Finance Commitee. the House and Senate Budget Appropﬂanons and
Banking Committees, and the CBO.,
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*  The summary of the Report (p.4) clearly stated that "outlays from the Hospiral
Insurance Trust Fund (Part A) cxcceded the MSR estimate by $2.9 billion."
Clearly, this fact would not have been highlighted in the summary if there were

any intent to conceal the information.

* . The table of contents on the fromt page of the official Treasury Report gives

the page number for a few items, including the table un "federal trust

funds/securities." The table -- which lists the year-end status of all the major
trust funds -- is widely analyzed and shows that the $129 billion Medicare

Trust Fund ran a $36 million deflcit in fiscal year 1995.

. While your letter suggests that the information was not highlighted for policy

maukers, the CBO analyzed the Treasury report and widely circulared its

November 7, 1995, "Analysis of the September Treasury Statement,” including

mailing a copy to Administration offlcials.

*  CBO then used this information and incorporated it into irs December baseline.

J The American Academy of Acnzarieé, chaired by Guy King, also analyzed the
Treasury Department report and mentioned the fiscal year 1995 performance of
the Trust Fund. in its "Comments and Recommendations on Medicare Reform,”

_ dated December 21, 1995.

'+ As Chaimman Domenici's February 12, 1996 Budger Bulietin 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 CBO it their revised

December baseline. It was partially offset by Medicare part B expenditures
which came in Jower than projected.” The Majority Staff of the Senate Budget

Committeé concluded in the Budger Bulletin that "the recent changes in
‘projections do not significantly affect the long-run Medicare situation.”

Congicssional and Administration staff experts may not have raised this information to
the level your letter seems to suggest they should have because the Trust Fur}d‘s ﬁg’cal' year
1995 performance is but one factor upon which the HCFA actuaries base their projections of

the Trust Fund's long+term performance and its projected depletion date. In making their
projections, the HCTA actuaries analyze a range of factors, including the Trugt Fund's

performance in the current fiscal year, and curent date on health care costs, interest rate
cxpectations, and HI payroll tax income. As you know, the actuanies are curréntly in the

process of analyzing these and other factors for the Trustees' 1996 report. While it is possible
that when everything has been analyzed, the Medicare Trust Fund performance in flscal year
1995 may contribute to slightly moving back the depletion date, it is still not ciear. Inficcd;
‘the change from projections for fiscal year 1995 was within the range of normal variation.

2
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I would also note that the Trust Fund did not go "broke" in fiscal year 1995, as your
letter states. Far from being "broke," the Trust Fund had a balance of more than $129 billion
at the end of fiscal year 1995. The $36 million deficit in fiscal year 1995 reduced the Fund's
net assets from $129.555 billion at the beginning of the fiscal ycar to $129.520 al the cnd of
the fiscal year.

1 hope thiy information helps clear up any misunderstandings about the release of this
information. We all agree on the importance of sirengthening the Medicare Trust Fund. As .
- you know, the President's 1993 Economic Plan included three controversial provisions that the
President fought for and that helped add three years 10 the life of the Trust Fund. The
Administration and Congressional leaders now have enough savings in commeon to balance
the budget and further strengthen the Medicare Trust Fund by several years, and we have
repeatedly made the. point that we should continue efforts to find common ground on both

balancing the budget and strengthening the Medicare Trust Fund.

Gene B. bper ing i

Deputy Assistant the President
tor Economic Policy

éc: The Honorable Pete Stark
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QUESTION:

Mike Mccurry downplayed the importance of Rick Focter e
statemente to the New York Tipeg, saying that perhaps they
“overstated” the preliminary HCFA data, that it amounted to
only a “fractional” difference. Yet a Decerber memo from Rick
Foster to Bruce Vliadeck says that 'thie EFY 1995] expariance
ie signifiocantly less favorable than sst matad in the 1485
Trustess Reporv ..." Which is it?

ANSWER:

> The 1995 Trustees naport projected that HI Trust Fund
inocone would exceed expenditures by $4.7 billion in
FY1995; however, it turned out that sxpenditures actually
oexceaded incoms by 636 million. 1In FY 8%, fund
expanditures wore $114.083 billion.

> The source of the differsnce bstween ths projescted and
actual fund balance was a 1.2 percent overastimation of
total HYI Trust Pund income and a 3.1 psroent
underestimation of total HI Truet Fund axpenditures.
Conseguently, while the effect on the HI Trust Fund
balangs wag sighificant, the actual projection errors
were snall and guite within reason.

> I believe Mr. Mocurry wag also making the point that the
performance of the Trust Fund in fiscal year 1953 is one
of the many factots upen which the HCFA actuaries base
their projection of the rund's gorformancs .over the
longer tarm, &nd its projscted depleticn date. Other
factors include new econonic projections, new projections
of HI income and expanditurés, and trends in hoalth oara
costs and utilization.

> While this is a significant finding, it did not
dragtically shange the overall outlook for thc life of
the KI Trust Fund. 1In our May report, based on final
aconomio projection and new eostimates of health care
‘costs and utllization, we will bs able to report the
actual total change in the RI Fund'’s depletien datc for

) 1995. _ . ;
e T e — e —— T —— —— T
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'PRESIDENT'S PLAN DOES NOT ACHIEVE LONG~TERM S
SOLVENCY

QUESTION:

In the minutes from the April 3, 1995 Board of Trustaes
maeting HCPA Administrater Bruce Viadeck is quoted as saying
that to bring the HI program into actuarial balance for the
firat 25-yaar projection, either outlays will have to decline
BY 30 percent or income increame by 44 percent {or some
combination eheroofi It does not appesr to me that the
Pragident is avan cloge to moving {n this direction with his
current Medluare propusal. When is he going to qet serious
about the sslvency of tha Trust Fund?

> The Proaident ia vary sorlous about improving the
Medloare program and upholding our commitmant to current
boneficiarics and future generations. . We have spent the
petteér part of tha pazt year focusing on davalop ng
Medicatre proposals to do this,

> Aa part of his comprehenﬁiva plan to balance the Federal
budget, the President has proposaed Madicare eavings
provisicons totaling $124 blllion over the hext seven
years. The President’'s Medicare plan would oxtend the
life of the HI Trust Fund for at least the next decade.
This will give the Adminietration and the Congress time
‘to address the long-term problems that will arise from
tha rotirement of thae baby boomers, which will begiu in
2010.

1 BACKGROUND:
> The figures oitsd in the guestiun =-- 30 pervant decrease

in outlays or 44 paeroent lncressa in revenus -- nppelr on
pags 27 of the Tzustous report,
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IMPACT ON BUDGET NEGOTIATIONS

QUESTION:

Don't yoﬁ think {f the budget nigotittorn‘had\thia informatibn
available to tham when the Department knew it that it might
have affectad the courge of the nagotiations?

| ANSWER°

> First, the budget negotiators dxd have this informaticn
ava;lable to them: in Novembsr, both slides agreed to usse
-revised CBO estimates during the discussions.. CBO
revised its baseline at this time, and reflected, anong
othar changes and updates, the latest figures from tha
Treanury oh the status of the Trust Pund.

> second, the differcncs between the projections and tho
.sdtual exparience of the Trust Fund last year was not

[§ sufficient, I bcliova, to affect the course of budget
nagotiaticna. _

> Pinally, vhen we ccnsidcr some of the kay points of
contention in the Medicara debate, it is hard to imagine
hov any Trust fund data could have informed our
discussions:

* We oppose the Republican increase in the Part B
premium whioch incraasas coste for saniors without
contributing te solvency of the Part A Trust Fund.

* We opposa elimination of 1imitn en balance billing
~= advocated by Republicans -- whioh shift costs to
seaniors without affoctinq the solvenoy of the Trust
Fund.

¢ Wa oppose Repnblionn NSAs -- wvhich CBO has
astimated will raise Medicare costs by more than $4
billion. They will actually hasten the dopletion of
the Trust Fund. _

s o oppose Republican provisions that waaken
sfforts to combat fraud and abuse.
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MEMORANDUM o 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 (HI) 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 HI 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 than
estimated and expenditures were 3.1 percent greater than estimated.

Chart 2 compares estimates of HI .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 HI 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 of HI income were all within the range of about +1.5
percent. Overall, actual income was greater than estimated in 7 of the 10 years.!

Actual HI 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 A
lesser degree) 1995 significantly understated the subsequent actual level of expenditures.

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 HI 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.



“and actual expenditures below the estimate. Conversely, in 1995 the estimates were each in the
adverse direction—actual income fell short of the estimate and expenditures were greater than
~ estimated. »

Compared to the range of accuracy 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 HI 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 operatlons will almost always be somewhat different
than any specxﬁc projection.

/e § et
Richard S. Foster, F.S.A.
Chief Actuary

Attachments (2)
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Chart 1—Actual vs. estimated FY 1995 Hospital Insurance income and expenditures
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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)

Total income Total expenditures Estimation error
-FY Estimated Actual . BEstimated | Actual Income | Expenditures
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 58,238 158,238 0.0 0.0
1990 78,451 79,563 - 64,099 66,687 14 4.0
1991 84,494 83,938 70,178 69,638 0.7 -0.8
1992 91,425 92,677 77,619 - 81,974 14 56
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 Trustees Report was compleled after the end of the fiscal year. Therefore, there was no difference
between the estimated and actual amounts.
2. Through 1990, estimated amounts are based on altematxve II-B. Amounts for 1991 and later are based on
- alternative II.
- 3, HI payroll tax income and revenue from the taxation of OASDI benefits are esumated by the Office of the
Actuary, Social Security Administration. All other HI income and expenditure components are estimated
. by the Office of the Actuary, Health Care Financing Administration.
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40% |-
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Percentage estimation errors

Lo oo Total income "~ [ e et e e o et s e
" 'mExpenditures| 7 o
3.0% | me e
T
1985 1986 1987 1988 _ 1989, . 1990 991 1992 1993 .1994 1995
, Year of Trustees Report '
Office of the Actuary

Health Care Financing Admin,
February 17, 1996
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Date; February 15, 1996

“To: Chris Jennings, Nancy Ann Min, Mark Mller

‘From: Debbie Chang

Re: Clearance of Fact 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 2 bit more technical detail. We are requesting clearance on

' this document by COB Friday so that we may forward to CBO. Please contact Colleen Tynan
-(690-5510) in my office with any comments.

\ Cor~ : . S e e e e e e

m "_\:/((—Mk f‘w_fe(ﬁk .
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o What were the primary reasons that payroll revenues were overestimated?

.

e
+

The Social Security Administration was inexperienced at estimating payroll revenues under a new
iaw (passed in OBRA 1993) that removed the cap on the amount of income that is subject to the

" hospital insurancs (THI) tax. Revenues from this tax are the primary source of income for the HI

Trust Fund.
The average taxable payroll amount was lower than expected.
These factors led to a 1.6 percent overestimation of payron tax receipts.

0 What were tlne primary reasons that benefit payments were underestimated?

+

4

Volume: Hospital admissions increased by approximately 3.5 percent. The Trustees had estimated

.3 percent growth in hospnal admissions.

Intensity: The “case-mix” index (CMI), which measures the severity of hospital cases, was projected
to grow at 0.85 percent. The CMI actually grew by 1.5 percent, meaning that on average hospxtals

. treated sicker patients than last year. This increase is driven by less severe cases being treated in
. outpatient settings. While the shift of less severe cases to eutpatiem settings alone would result in

lower MI Trust Fund expenditures (since outpatient claims are not paid from the HI Trust Fund), the
combination of & higher average case-nnx and more admissions translates into- greater than expected
Part A expendmues

~ Decreased lag time in filing claim Hospntals shortened the amount of time between delivering

services and billing the mtennedlary Consequently, more claims were paid during FY 1995 than we
expected.

These three factors accomted for $3 billion (90 percent) of the difference between projected and
actual outlays. ‘

o What is the latest estimzate of the date of bankruptcy for the HI Trust Fund?

+

Projections of HI Trust Fund solvency are made annually by the HCFA actuaries and included in the
annual Trustees Report, This report is typically delivered in April, but it will be delayed by about 6

- weeks this year because of the government furloughs and snow storms.

Performance of the Trust Fund in FY 1995 is just one of many pieces of information that the
actuaries 13¢ to project the Trust Fund’s performance over the longer term and its depletion date.
They also analyze the factors that affect HI benefit growth, updated projections of HI payroll tax
income and revenue 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 100 soon to draw firm conclusions
about the extent to which the performance of the Trust Fund in fiscal year 1995, or the many other
factors that affect the Fund, will affect the Trust Fund's estimated depletion date.

- Using old intermediate assumptions from the 1995 Trustees report, updated only by reﬂec:ting actual

Fund operations in FY 1995, the projected depletion date weuld move up from 2002 to 2001.

‘However, this estimate does not take into account changes to other assumptions that have occurred

during the last year.

o Sources of Information:

+

Table 1.C1 of the 1995 Trustees Report shows that the Trust Fund Balance was supposed to increase
by $4.7 billion in FY 1995 under the Trustess’ mntermediate assumptions, and end at $134.2 billion.
The Trust Fund was estimated to have a slight surpius in FY 1996 (345 million) and to experience a
significant deficit ($5 billion) in FY 1997.

~ Table 8 of the Final Monthly Treasury $tatement of Receipts and Qutlays of the U.S. Government

for FY 1995 through September 30, 1995 shows that the balance of the HI Trust F und actually
decreased by 836 mllhon in FY 1995, audmg at $129.9 billion. ,

TOTAL P.B4
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" FACT SHEET ON THESTATUS OF THE
MEDICARE HOSPITAL INSURANCE TRUST FUND

‘0 How has actual experience with the Trust Fund compared with the 1995 Trustee projections?
;+  Each year, the Trustees evaluate the financial adequacy of the Hospital Insurance (HI) Trust Fund
under three alternative sets of assumptions: 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 of assumptions, the 1995 Trustees Report estimated: (i) that HI Trust
“Fund income would exceed expenditures by $4.7 billion in FY 1995, (ii) that income would
approximately equal expenditures in FY 1996, and (iii) that income would fall short of expenditures
by approximately 35 billion in FY 1997.
+  “The Final Monthly Treasury Statement of Receipts and Outlays of the United States Government”
. includes the actual fund balance of the HI Trust Fund at the end of each month. According to the
Statement released on October 27, 1995, the balance of the Trust Fund acmally decreased by $36

- million during FY 1995,

o Why was the discrep’ancy in the status of the HI Trust Fund not repurted to the public?

+ In fact, these results were réleased in public documents last fall. The “Final Monthly Treasury
Statament of Receipts and Qutlays of the United States Government™ for September 30, 1995,
which included receipts and outlays for the HI Trust Fund for FY 1995 , was released by the
Finangial Managgment Service of the Department of the Treasury on October 27, 1995,

+  Four thousand copies of this report were distributed to the public, including individual copies for
every Congressman and extra copies for the Budget and Appropriation Committees in the House
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 will be delayed bry about six weeks thxs year because of the
government furlough and snow storms.

+  Furthermore, the HI Trust Fund balance at the end of the year is only one of the factors cons1dered

. in projections of the long term solvency of the HI Trust Fund. :

o How did the Trustees estimates of HI income and expenditures 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 of normal variation. Over the past 10 years, estimates of total
income have consistently fallen within =1.5 percent of actual experience. In 9 of the past 10 years,
estimates of total disbursements have fallen within 4.0 percent of actual exj»enence

Projection AActu'al Diﬁ'é@ce

 Total Income $1162b - $114.8b -1.2%
Payrol] taxes 997 T 081 -16
Other income 165 16.7 +1.2

Total disbursements  $111.5b = $114.9b . +3.0%
Benefits 1103 113.6 = +3.0

Adrmimstrative 1.2 .13 +83
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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 Gcneral

I read with sadness the February 6 letter to’ you from Representatn es Archer and

Thomas asking for an investigation of when the Administration knew that thé Medicare
- Part A Trust Fund balances were lower than cxpected '

'The.vanswer of course is that the v"vhole ‘wc»rld kﬁew when Tréasury isSucd_ its Morithly

Statemnent for September. The information is on page 28, as plain as the nose on your -

face. (I note from the Monthly statement for Deécember received in my office today

that for the last three moriths of 1995, we are back in the black with a surplus-over-
outlays of $747 million--and one could ask when the Republican members will learn of
this and issue a press release about this good news?)

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

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

the Treasury’s public document. Be sure to check for paw tracks. America’s seniors
deserve a more constructive and re5ponsxble attention to the problems confronting
Medicare.’ : ~

Don’t spend more than $10 on it (attached is a ten dollar bill to cover the cost), biit .
~ please include in your report the cost to GAO, and the cost to all the Executive Branch

B emplow ees you Zontact, of the time and resources Spent on this witchhunt. Also please
.include information .on when any Legislative Branch staff (and which staﬁ) were

mformed of the September shortfall. Thanks for your help

' 5
Péte Stark

Rankmc Mlﬁontv Member

il

2/5
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Congressman Pete Stw-k |

Lahforma Tlnrteenth D:strxct U.S House of
Representatives :

Foirelease . Couitact: Ellen Dadistmian
February 8, 1996 . - o 202-225-4021

REPUBLICAN \‘IEDICARE PROPOSAL PERMITS HM.Os TO CHARGE SENIORS
EXTRA FOR BASIC BENEFITS-FEEDS MILLION DOLLAR SALAR[ES Oor SOME
- HMLO. EXECUTIVES :

Rep. Petc Stark (D CA) today criticized the latest Repubhc,an Medicare proposal as providing
a windfall to HMOs and their managers and socking seniors with cxtra bills for basic Medicare
services. The proposals aré contained in the latest version of the Republrcan offér to the
Demecraz "Blue Dog" coalition.’ -

“The Repubhcaas pmpmal to let HMOs chargc scuiors and disabled more fcu the basic
Medicure bencfits is an outrageous gift to for-profit HMOs whose executives are already
making millions,” said Stark. "The Republican bill would let an HMO charge a Medicare”
beneﬁc:mry an ‘extra preqaium if the government's payment to the plan does not cover the cost
of providing the Medicare package of services. What incentive is there for the HMO (o
‘conftrol costs? They can just extra bill the patient and keéep drawing outrageous salafies and
gg to KG% ovcrhead This proposal destm;rs the concepz of HMOS as a cost contammem
vice."

"Bluc dogs aren't dumb dogs, and I believe the Coahuon will sec through this gross -
shift of costs (o seoiors,” said Statk. "When 11.5 million seniors are hvmg on less than $8500 a
- year in inCome, we don’ t need tolet the new wave of for-profit HMOs increasc their profits at

retirees’ expense.

Stark pointed to press reports o"’ December 27 on the Ctystal Report of excéutive

~ compensation. The stidy by Graef §. Crystal, a C alifotnia-based spechalist on excecutive

~ compensation, found that total pay, bonus and option packages for health care insurance
‘éxecutives is now higher than for any other industry. For éxample, the report found that
Daniel Crowley of Foundation Health Corporation made $6.1 million and Leona:rd Abramson -

. of US Healthcare made $3.99 million.

“The Republican bill would make sure thése kinds' of exccutives can wntmue to live i in the
style to which they are accustomod whﬂz mllhons of low-mcomc scmm> will pay raore," said
Stark.
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The chubhcan Mcdlcare bill will cost the nation’s seniors an extra $6.8 billion per
year in doctors bilts, predlctcd y

Mr: Speaker:

The Republican Medicare bill will cost the riation’s seniors an extra $6.8 billion per
year in doctors’ bills. There is no way to determine this number for sure, but I predict
we will return to the same rate of balance billing we had before 1985--the ye;ar that
Congrcss started to encourage doctors not to charoe seniors extra.

‘Why would doctors return to this high rate of extra’ charges7 Becausc the Repubhcan
bill undoes the consumer provisions in Medicare that
protect retirees agmnst doctors chargmg more than Medicare’s fee schedule

The Repubhcan Medicare bill allows doctors to set up fce-for-serwce 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 permits specialists that 2 beneﬁcxazy goes to
~ see outside of his or her managed care plan to charge anything they want. Those who -
elect the Medical Savings Account option will also lose all protection against ’the-
sky’s-the-limit” billings. The Republican plan so starves payments for tradmonal
Medicare fee-for-service programs that doctors. will want to switch to these new
" systems$ where they can charge without limit. :

(O 487

~ That’s why I predict 'W‘e-will return to at least the old level of balance billing.

Beginning in 1985, Congress passed a series of laws designed to encourage doctors to
accept as payment in full-the amount proposed by Medicate. As a result, Medicare
beneficiary hablhty for excéssive doctors’ bills fell from $2,812,700,000 in 1985 to
$1,317,000,000 in 1992. In current, 1995 dollars, that is a decline from $5.5 billion to -
$1.5 billion. When you factor in the growth in Medicare ard assume a return to the old
ratio of balance billing, you get $8.3 billion in extra charges. Subtract the current $1.5

" billion in extra billing, and you havc an addmonal cost of $6 8 bllhon ﬁ'om the
Républican plan

PAGE 475
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Seniors have been paying less out of pocket for medical bills in recent years, because
assignmerit rates (the percent of allowed charges for which physicians accept the
Medicare fee as payment in ﬁlil) has gone up, from 70% in 1986 to 92% in 1993.
Balance billing--charging semors more than the Medlcare fee schedule--has also
declined dramatlcally

In plain English, this s:mply means that whcn a senior goes to see a doctor chancés
are he or she won’t have to pay more than 20% (the co-insurance) of a set fee. There -
won’t be extra charges.. The 75% of Medicare patients who have incomes of less than

- .$25,000, won’t have to pay more to the average doctor, whose annual income in 1994
was $150,000.

The Republican bill changes all that.

If we return to the rate of extra charges that we had in 1985--and I predict we will--
thén the increased cost to seniors will be about $6.8 billion per year, or an increase of
~ $187 per senior in out of pocket expenses. The Republicans will also charge seniors
- $120 more per year in Part B premiums than the President proposes. Put the two
together, and the average individual senior will see an iricrease of $307--a couple
$614--in mcreased out—of-pocket costs.

. Manaved care can be promoted. Medicare can offer more choxces of managed ¢are
plans 10 semors——but we don’t need to return to the days of wallet bmpsws and price

mmg;nb

I urge that in whatever Mcdxcare changcs are made we preserve the limits on doctors
extra charges. ‘ ¥ S
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The Honorable Bill Archer
Committee on Ways and Means
U.S. House of Representatives .
Washington, D. C. 20515-6348

Dear Repre_sehta‘;iﬁe Archer:

- Tam respondmg to your letter of February 5, 1996 regardirig the status of the Hospital
Insurance (HI) Trust F und :

Before | respond dzrectly to the questions you posed, I would like to clarify one point.
Your lettér 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 génerally used to mean that a fund is out of
money, which is not the case with the HI Trust Fund. In fiscal year 1995, total expenditures from
the Trust Fund ($114.883 bill ion) slightly exceéded the fund’s total income ($114.847 bllllon)
Consequently, the fund’s net assets remained above $129 billion, declining from $129.555 bllhon
at the beginning of fiscal year 1995 to $129 520 billion at the end of the year. ' ‘

The Trustees make three sets of pro_;ecnons concernmg the future status of the Trust Fund
each year. To reflect the inherent uncertainty in projections, the future of the Trust Fund is
examined under three alternative sets of assumptions: intermediate, low cost, and high cost. The
intermediate set of assumptions represents the Trustees’ best estimate of the expected future
economic¢ and demmographic trends that will affect the financial status of the program

Based on the intermediate set of assumptlons the 1995 Trustees Repon estimated that:
(D H_[ Trust Fund incoime would exceed expenditures by $4.7 billion in fiséal year 19957 (2)
inicome would approximately equal expendxtures in fiscal yéar 1996; and (3) income would fall
short of expendltures by approximately $S billion, in fiscal year 1997. The estimates rely on a
nurmber of assumptions, including projections of the number of beneficiaries, changes in the age
-and health status of beneficiaries, trends in health care inflation, in¢reasing use of new .
' technolomeg and changes in the use of health services, among other factors. Estimates of future
health care expenditures are inhereiitly less certain than estimates for many othet Federal
programs because so many factors affect expenditures. Actual expenditures in the Trust Fund
. were 3.1 percent hxcher than estimated by the HCF A actuanes ~ :

The Congressnonal Budget Office also estimates the future operations of the ‘Trast Fund.
The CBO estimates were very similar to the intermediate Trustees Report estimiates, and also
. projected a surplus. For comparison purposes, the CBO estimates for fiscal year 1995 are shown
below together with the intermediate estimates from the 1995 Trustees Report (amounts i
billions). For comparison purposes, the CBO estimates for fiscal year 1995 are shown below
together with the mtermedxate estimates from the 1995 Trustees Report (amounts in bill xons)

\3_"-:,
e
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11995 Trustees - CBOMarch
' 1995 baseline Actual

Income _....... . sils2 s1166 © si1438
Expenditures .......... ms 0 onzs 1149
_ Net change inassets. .. .. - 47 | 3.0 A

Assets at end of ycar o133 137 1_29,'5

! Intérmediate sct of assumptions..
* Deficit of $36 million.

Your first questlon asks when the Administration became aware of the perfonnance of the
Trust Fund in FY 1995. Each month, the Treasury Department issues public reports that track
cash outlays and the balance in the Trust Fund. Information on the HI Trust Fund income and
outlays togéther with the Fund’s invested assets at the end of fiscal year 1995 was reported in the
“Final Monthly Treasury‘Statement of Receipts and Outlays of the United States Governtnent” for
September 30, 1995. This was released by the Treasury Depattmeént on October 27, 1995.. In
late November, the HCFA actuaries received more detailed information from the Treasury |
Department based on this report. The actuaries informed 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 Decetnber 9, 1995. The Administrator, as Secretary to the Board
of Trustees, noted the Trust Fund s performance for FY 1995 at the Trustees’ regular meetmg
on December 13, 1995 - : : : L

Your secorid question asks why the Administration did not make this information public
until February Sth. Four thousand copies of the October 27, 1995 Treasury Department Teport
were distributed to the public, inchiding individual copies for every Member of Congress, with
extra copies for the Budget and Appropnatrons Committee, the Ways and Means Comrnittee, the
Finance Committee and the Congressional Budget Office. Moreover, performance of the Trust
Fund was also noted at the December meéting of the HI Board of Trustees, which includes two
public trustees. :

- Data about the actual performance of the Trust Fund are available thmuohout the year and
at year’s end. However, the Trustees’ analysis of factors affecting the fund and projéctions for
fiiture years are not rriade available until the Tmstees issue their annual report. Although their
report is typically issued in April, the HCFA 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 sélvency projections for the Trust Fund.
The HCFA actuaries have provided me with the following preliminary information. If no other -
.changes in assumptions were made from the 1995 intermediate Trustees Report estimates, other
than to reflect the actual experience in fiscal year 1995, they would estirhate that the Trust Fund
would be depleted in about the middle of calendar 2001 (as opposed to late in calendar year 2002
as estimated in the last Trustees Report). However, the 1996 Trustees Report will reflect
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additional monthsof experience subsequent to fiscal year 1995, new analyses of the factors
affecting HI benefit growth during 1990-95, updated projections of HI payroll tax iicome and
revenue from the taxation of OASDI benefits, current intetest rate expectations, and several -
other factors. After taking all of these factors into account, the estimated depletion date for the
Trust Furid will probably be earlier than shown in the 1995 report. A more precise estimate wiil
not be known until the new projections are completed.

This Administration femains committed to extending the solvency of the 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 sevén year balanced
budget plan would extend solvency of the Trust Fund to 2011 - 15 years from today.

A similar Jetter is being sent 1o the other authors of your letter.
~ Sincerely,

Donna E. Shalala -

TOTAL P.B4
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o DEPARTMENT OF HEALTH & HUMANSERVICES  °~~ Health Care Financing Administration
i | .
S ‘ , ‘ . L A o Washington D.C. 20201 - 00"
Date: February 7, 1996

From: Chief'Acmarv, HCFA

Subject: Fstxmated Year of Exhau*:tmn for HI Trust Fund under the Admmxs{ratmn s BalancedA :
"~ Budget Pro;:osa]

© To: ‘Administrat\or, HCFA

The purpase of this memorandum is to respond to your request for the estimated year of
exhaustion 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
1995 Trustees Report, we estimate that the assets of the HI Trust Fund would be depleted in the
first half of calendar year 2012 under the Administration’s proposal.

In the absence of corrective legislation, the Trustees Report estimated that HI Trust Fund,
depletion would occur in the fourth quarter of calendar year 2002 under the intermediate
assumptions. Thus, the Administration’s proposal would postpone the year of exhaustion by
about 9 years. ‘

Thc financial operations of the HI Trust Fund will depend heavily on future economic and
demographic trends, For this reasen, the estimated year of depletion is very sensitive to the
underlying assumiptions, 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 intermediate 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 care costs, utilization levels, etc. Based on the updated assumptions, the estimated -
exhaustion date could change somewhat; however it is likely that the Administration’s proposal
would still postpone the year of exhaustion by about 9 years compared to present law. ..

. The estimated year of exHaustion is only one of a number of measures and tests used to evaluate ~
the financial status of the HI Trust Fund. If you would like additional information on the
estimated impact of this proposal, } would be happy to provide it. :

Richard 8. Foster, F.8 A,
Chief Actuary

s
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1“4 DEPARTMENT OF HEALTH & HUMANSERVICES -~ . Health Care Financing Administration
‘m . i - B . . " NS N ‘., . .
S S ; . Con , o Washingtonncmm 0001
- February §, 9% e N TS

The Honorable Thomas Daschle P A S ﬁ/

- United States Senate  * - . R RN

Dcar Senator DaSChlc'

Tms is in response to your requeSt for mfonnanon about the eﬁ‘ect of the Medicare savmgs

. proposal in the Administration’s balanced budget proposal on the exhaustion date of the Hospital

* Insurance (HI) Trust Fund. We anticipate these Medicare proposais would actueve $124 b:lhon in -
sawngs over 7 years usmg CBO econonnc and techmcal assmnpnons ’

- Attached is a mcmorandum that I have rece.xved ﬁ-om the Chief Actuary of the Heﬂth Care
Financing Administration (HCFA). This memo indicates that the Medicare savings proposals -

- would postpone the insolvency date from late in 2002 to early in 2012, thereby postponing the
year of exhaustion of the HI Trust Fund by about 16 years. This estimate is based on the 1995 =~ .
Annual Report of the Board of Trustees of the Federal Hospital Insurance Fund intermediate -

, assumpnon baselme and could dnﬂ‘er somewhat once the 1996 esnmates are avallable

- Please let me know |f I can pmwde any ﬁuther mformatlcm .
~ Sincerely,

. BruceC. Viadeck - - .. -

2'd  e918 @es zaz. . T o © BT:BT  9667-L0-E34
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Mr. Gene Sperling
Deputy Assistant to.the President
~ for Lconomic Policy
The White House
2nd Floor, West Wing
1600 Pennsylvania Avenuc

- ‘Washihgiun; ‘DC 20502

Dear Mr. bperlmg

In rcsponsc o my concern over whcther the Clinton Administration withheld
information from the public about Medicarc’s just-discovered financial shortfall, I couidn’t
help but notice in yesterday morning’s papers that you dismissed my inquiry by stating that
the Administration had released the news about the shortfall in an October 27, 1995, report
from the Trcasury Department. : . :

~As you may know, however, Secretary of the lrcasury, Robcn Rubm, who also
happens 10 be a Medicare Trustee, and Director of the Office of Management and Budget,
Alice Rivlin, stated in yesterday’s Wall Strect Journal that they were unaware of the shortfall
utml they read about it in Monday’s New York szes : :

‘The Octobcr 27 report you cite was issued by Secrctary Rubin and Dlrector Rivlin.
Accordingly, therc scems to be a conflict between your statement and theirs. On the one
hand, you say you made the information public; on the other hand, senior Administration -
officials were unaware of thc information, even though they issucd it.

1 remain dccply concerned that the Clinton Administration failed to fully and  properly.
disclose that Medicarc had gone broke when it first Jearned the:infl ormation. :

Clearly, somcone in the Administration knew cnough about the ehnrtfall to hide it in
an arcane 47-page statistical rclcase frcm the Department of the Treasury’s Financial
Management Scrvice that hstcd all receipts and outlays for thc entirc United States
‘Govcmment : , :
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; Yet, no one in the Admlmstrauan saw ﬁt o h:ghhght the mformnnon so that policy
makers in Congress cnu]d become aware of it. Indeed, apparently no one in the Clinton

Administration brought it 10 the attention of Sccretary. Rubin or Director Riviin so they could

undcrstand what was in the statement they thcmscives 1ssucd on Qctober 27th. ‘

1 decply rcgrct that the Admmlstranon mntmucs to play polmcal gamcq with the fate
of our nation’s Medicare program. At a time when Medicare faces bankruptey, perhaps
-sooner than cxpected, it is most unfortunate that the Administration would hxde relevant facts
in an eﬂort to derail the (..angrebsmnal bill to save Medicare.

Knowing the Admmrstranon s ability to publicize certain mformatxon that suits the
President’s political purposes, 1 find your statement that you released lhe news about thc
shortfall last October unacceptable and lackmg in umdor

Chairman Archer and T have already contacted Secrctary Shalala to request ail relevant
documents conccrning the manner in which the Clinton Administration handled the ncws
»about the carher-than—cxpected Medicare shonla!l :

Al lock forward to rcg:cxvmg‘ail appropriate mform’alion 0 that the Congress can
ccompletely and thoroughly review the Administration actions on this most important matter.

Sincerely, "
Bill Thomas
Chairman




MEMORANDUM

RE: . Intra-Program Revenue Transfers and the’ Medicare 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 back.the 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 the critique that they
could have just as easily reduced their tax cut and used the rcsultlng excess general revenues
to extend the Trust Fund exhaustion date.

The other 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 (from prov1dcrs like hospitals) that are
necessary to strengthen the Part A Trust Fund .

- . ~Attached-are-tables outlining: the net 1mpact on Medicare Part A that results from the o
- transfers uséd by various Congressional-bills. - As-one-looks through these: plans, the:question -~ .. . =

arises as to whether we should consider supporting or advocating similar types of measures.

TO: Distribution | - / October 31, 1995
" FR: Chris J. : ‘ L B
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SENATE REPUBLICAN RECONCILIATION ITEMS AFFECTING

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

i

Source

7-year Savings Estimates
(CBO estimates, 1996-2002)

SENATE DEMOCRATIC RECONCILIATION ITEMS AFFECTING

PART A SAVINGS

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

Part A - Provider éavingsﬁ
Transfer of Certain Part B Savings/2

Total Part A Budget Effects

$120.5
$67.5

Source

7-year Savings Estimates
(CBO estimates, 1996-2002)

$188.0

Part A Provider Savings /1

Transfer of Certain Part B Savings /3
Total Part A Budget Effects .

$66.5
$23.6 |

/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'bi!!ion), deductible ($10.5 billion), -

and high income premium ($12.8 billion) will be placed in the HI Trust Fund

13 The propo‘sa:l appropriates to the HI Trust Fund amounts equal to #an B savings.

-

I

$90.1 |
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HOUSE REPUBLICAN RECONCILIATION ITEMS AFFECTING PART A SAVINGS

(Source: CBO, 10/20/95)

Source -

7-year Savings Estimates

HOUSE DEMOCRATIC RECONC!LIATION ITEMS AFFECTING

PART A SAVINGS

Committee Action (Source: CBO 10/12/95)

Part A Provider Savings /1

Repeal of OBRA "93 Social Security tax for HI

kR

Subtotal /2

Transfer General”Ff&evenués/
“.Pay for OBRA '93 tax repeal /3

Home Health Tran§fer from Part Ato PartB /4

Total Part A Budget Effects /5

(CBO estimates, 1996-2002)
' $128.2
($36.6)

$91.6

$36.6
$54.3

$182.5

Source

7-year Savings Estnmates
(CBO estimates, 1996-2002)

Part A - Provider Savings /6

Savings from the Transfer of
Home Health to Part B /7

$68.4

$59.0
$127.4

Lot
3 .
bk
o

toy
{

Total Part A Budget Effects

NOTE The Lock-box | provnstun would hold savings from Part B in a Trust Fund There is-no prowsaon at this point
to transter of these mames to the HI Trust Fund. Beginning with FY 2003, the Secretary may expend funds in the Trust Fund,
but only to the extont hWlded by Congressa in advance through a specific amendment.

/1 Includes 80% of savlnga from these provigions: managod care, fraud and abuse, medical Hability reform, regulatory rehef investigational devices,
tailsafe, .and Medicare secondary payer
S ;
/2 In general, as passgd ’o’Lt of the House Ways and Means Committee
SR \ ' :
/3 Transfor of Home Hee!th from Part A to B would rasult in an Increase of $54.3 billion in Part B expenditures
|
I
/4 This analysis assumes ‘that the OBRA 93 tax ropeal is separately paid for with non—Medicare provisions. If the money for the tax repeal
were takon out of Medncaze this would affect the $270 billion Medicare eavings ostimate.
x i
/5 As ravised, pra-Hopsg floor action
P .
[ - R
18 Includes fraud and %ab'uee, managed care, and Meeicare sacondary payer provisions (assumes B0% of savings are Part A
{7 The proposal Ilmlts home health visis under Part A to 120 vistis. AII subsequent visits would be paud
by Part B. This results in a transfor of outlays from Part Ato Part B,
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The Clinton Administration On Strengtheﬁing the Medicare Trust Fund

The record is clear that President Clinton and his admmxstrahon 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 a.rbltrary campaxgn ‘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 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 [ am that we are proposing that the
. savings from increasing the portlon of Soc1al Security benefits subject to tax go into
-the Medicare trust fund. :

"T his money, and the savings from reducing payments for providers, will not solve
" the entire problem --'to do thar we need comprehensive reform of our health care
system -- but they will extend the period of solvency. The many Americans who
- depend on Medicare for thexr health care, will be reassured by our efforts to improve
“the financial health of the trust fund." -

--Testimoriy before the Senate Finance Committee, Febri;arY 24, 11.993

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 soivency 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 Iong-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

"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 Serv1ces, Press Release,
”’Ihe Fiscal Year 1994 Budget"

. "I think the intent of the Pres1dent and of the pohcy is very clearly to maintain and
- strengthen the Medicare program.”

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

"Medicare’s financial condition would i 1mprove significantly as a result of general

eost contammcnt under the President’s health-care-reform proposal.”

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

"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."

LR

" -- President Clmton USA Today, February 18 1994 -

"And I promiée you this: We'll fight to proteét and strengthen Medicare.”

-- Vice President Al Gore, Fort-Lauderdale Sun-Sentinel, July 27, 1994

o
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The trustees of the Medicare trust fund, most of whom are officials in the Clinton

Administration, have also repeatedly stressed the issue and called upon Congress to act by
enactmg comprehensive health care reform

"With the magnitude of the prolected actuarial deficit in the HI program and the
high probability that the HI Trust Fund will be exhausted before the tumn 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 -

comprehenswe health care reform."
--1993 Annual Report of the Trustees of the Federal

‘Hospital Insurance Trust Fund, April 7, 1993

"Rising health-care costs have left the Medlcare 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] trustees also
suggested Congress address the Medicare trust fund’s problems by controlling
medical costs through a comprehensive health care reform package.”

-- “Medicare May Go Broke by 2000, U.S. Report Says," Chicago T ribune, April 7 1993

V "Raising what is becoming a perennial alarm, the federal government said yestéerday

that Medicare program that pays hospital costs for the elderly and disabled will run
out of money around the turn of the century, and ojj’iczals urged Congress to control
costs, in part through health care reform.”

“-- "Medicare Funding Remains a Concem " 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 docs 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 stxll does not meet the -
Board’s test of short-range financial adequacy."

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

MEMORANDUM FOR WHITE HOUSE STAFF
FROM:. GENE SPERLING

SUBJECT: Speaker Gingrich's misleading statements about Medicare

Speaker Gingrich has said that it is important that the Amencan peoplc 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 cxamples of central arguments on Medicare that the Speaker has madc
that are fundamentally misleading,. ‘ »
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EXAMPLE #1. SPEAKER GINGRICH HAS REPEATEDLY SAID OR STRONGLY
IMPLIED THE REPUBLICAN MEDICARE CUTS WOULD BE USED TO
STRENGTHEN THE MEDICARE PROGRAM AND THE PART A TRUST FUND,
AND NOT TO REDUCE THE DEFICIT OR PAY FOR TAX CUTS.

"[W]e have decided that we're 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 not tied into getting to balance 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

Y

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."

-~ The New York Times, May 3, 1995

FACT: - REPUBLICANS 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.
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EXAMPLE #2: SPEAKER GINGRICH HAS REPEATEDLY STATED THAT
REPUBLICAN MEDICARE CUTS ARE DRIVEN BY THE 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, I've 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 THEIR PLAN TO
BALANCE THE 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]
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The truth is that the sudden concern with the Medicare trust 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 than 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 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. Bwﬂleyabmpdyw&ud )
out of the news conference after increasingly skeptical reporters pointed out- """~
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




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 Clinton 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, strcngthcn and protect Medicare..."

—- Congress Daily, July 26, 1995

"[w]e would need to reform Medicare because it goes broke. Medicare Part A

which is the hospital part, is a trust fund. That trust fund, according to the -
Clinton Administration trustees, goes broke starting next year and is bankrupt
in 2002."

—— Interview with Charlie Rose, July 6, 1995

FACT: THE ONLY THING NEW ABOUT THE 1995 TRUSTEES REPORT
WAS THAT THE TRUST FUND HAD IMPROVED BY A 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 reform 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
Medicare 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 the 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 SECTOR.

"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 10-1/2 percent a year
increase when i in the private sector you're getting one, two, three, four pcrccnt
increases?" :
~— Meet the Press, Sunday, May 7, 1995

FACT: CBO RECOGNIZES THAT THE CURRENT PRIVATE SECTOR
' GROWTH RATE PER PERSON IS ABOUT 7% -—- NOT 1% AS
SPEAKER GINGRICH HAS SUGGESTED:

* According to CBO, "[t]be growth of private health insurance premiums will
average about 7 percent a year between 1995 and 2005." [CBO, The Economic
and Budget Outlook: An Update, August 1995, p. 84.] And the Medicare
beneficiary population tends to have gmatcr 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 CURRENTLY
GIVES PEOPLE NO CHOICE AND IS PLAGUED WITH PROBLEMS.

FACT:

"We are going to rethink Medicare from the ground up. ... The current highly
centralized bureaucratic structure offering 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 that is also financially more honest.”

—— Newt Gingrich, January 30, 1995

THE TRUTH IS MEDICARE CURRENTLY PROVIDES THE VAST -

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 of program
beneficiaries. It is impossible to cut §238 billion from these programs without
substantially harming the people we 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 5200 billion out of the Medicare program, severely
Jjeopardizing its future?" :

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

"Make no mistake about it for the elderly in this country, [these cuts are] 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.

"I just don't believe that quality of care 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.”

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



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

"The reimbursement levels of Medicare have reached potentially disastrous levels....”

-- 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 culs in reimbursements to providers provided in this bill [H.R. 3600] will reduce
the quality of care for the nation’s elderly. There will be no place else to shift.”

-- 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.

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

"I 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."

-- 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.”

-- 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 referrmg
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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a ‘ 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. '

L 1993: The Economic Plan -

At the beginning of the Clinton Admmlstratlon, the Medlcare 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 strengthenmg the
Medicare trust fund:

* "Mr. Chairman, let 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 portlon of Somal Security benefits subject to tax go into the Medxcare
trust fund.

"This mohey, and the savings from reducing payments for providers, will not solve the entire
problem -- to do that we need comprehensive reform of our 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 ﬁnanmal health of the trust -
ﬁlnd "
' --Testimony before the Senate Finance Committee, February 24, 1993

-
-

The Admmlstratlon displayed a strong commltment to increasing the solvency of the Trust
Fund. ;> o

"In addition to our savings proposals, we are also subrnitting revenue proposals to increase
z‘he Hospital Insurance Trust Fund by 855.8 billion..
- 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 turn 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 comprehenszve health care
reform."
--1993 Annual Report of the Trustees of the Federal Hospital
Insurance Trust Fund, April 7, 1993

- The President's 1993 Economic Plan strengthened the Medicare trust fund and extended lts
solvency for another three years:

"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 three 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 reduction plan.

No Republicans voted for this strengthéning of the trust fund.

IL.  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 trust fund's 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



"Lowering the rate of growth in Medicare spending is perhaps the most important thing

we can do for beneficiaries. Lower expenditures mean that beneficianies 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 Medzcare trust ﬁmds " '

-- 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 i improve s1gmﬁcantly as a result of general cost
~ containment under the President's health-care-reform proposal.” ,

- Secretary Donna Shalala, Los Angeles T imes,
April 12, 1994

The 1994 report by the trusfee.i of the Medicare trust fund once again 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 oﬁiczals urged Congress to control costs, in
part through health care reform."

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

(L 1995: Balanced Budget Proposal

-The Presxdent‘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.

Tronically, the only specific 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 hxgh-mcome seniors--a provision that helped improve the financial status of the
'trust fund. 'If this provision is’ enacted, the trust fund will go insolvent 8 months sooner.



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 reform, Republicans
responded by accusing the President of trying to scare seniors.

Republicans have refused to explain their inconsistency on this issue:

"Dole and Gingrich umsted yesterday that Medlcare 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 of the news
conference after increasingly skeptical reporters pointed out 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 repeahng a tax Clinton passed in 1993 to
shore it up." '

-- Newsday, May 3, 1995




