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MEMORANDUM 


TO: Interested Parties August 29, 1995 
FR: . Chris Jennings and Jennifer Klein 
RE: Interesting Background Materials on the Medicare Trust Fund and Ross Perot 

Tomorrow morning, the Senate Finance Committee will be holding a hearing on the . 
Medicare Trust Fund and options for reform. The witness testifying who will likely receive 
the most attention will be Ross Perot. (Because of the late notice and the fact it is in the 
middle of the recess, no Democratic Finance Committee Member will be attending; 
incidentally, no Administration witness was invited to testify or even to submit testimony.) 

Attached for your information and use are: 

(1) a one page summary reviewing the positions of the President, Ross Perot and the 
RepUblicans on Medicare reform; . 

(2) a table that compares some of Mr. Perot's specific suggestions with those of the 
Administration; 

(3) a copy of the less than balanced hearing witness list; and 

(4) a reprint .0{ the August 28th Los Angeles Times Medicate Trust Fund Fact vs. 
Fiction Op Ed piece, which was written by Trustees' Shalala,. Rubin, Reich, and 
Chater. 

Despite suggestions by some that Ross Perot is advocating a similar set of reforms 
being suggested by the Republicans, Mr. Perot is not on record Of supporting Medicare and 
Medicaid cuts totaling anywhere near $450 billion ($270 billion in Medicare cuts + $182 
billion in Medicaid cuts.) In fact, he has explicitly stated in his book that the program should 
not rush to throw people into managed care and should instead utilize pilot studies to see 
what is feasible in this area. 

The President agrees with Mr. Perot that we need to strengthen the Medicare Trust 
Fund and has, in fact, made a proposal to do just that in his balanced budget initiative. 
(His $124 billion in savings over seven years stengthens the Trust Fund though 
October, 2006, leaving the Fund stronger than it has been in 9 out of the last 14 years.) 

i 

The President's own proposal therefore proves that it is not necessary to decimate the program 
and the 37 million people it serves (with an unnecessary $270 billion cut) in order to "save" 
the program from going bankrupt. 
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. Clinton, Perot, Republicans on Medicare .. 

Strengthening The Medicare Trust Fund. President Clinton shares Ross P~ot's 
commitment to strengthen the Medicare Trust Fund so that Medicare will be there for our 
parents and. grandparents -- and our children and grandchildren. 

Fixing the Trust Fund Without Putting Beneficiaries in a Fix. Since taking office the· 
President has acted three times to extend the life of the Trust Fund. In 1993, he signed into 
law proposals that Perot supported to strengthen the Trust Fund -- over unanimous 
Republican opposition. Most recently, he has acted through his balanced budget plan to: 
• 	 Extend the life of the Trust Fund through 2006 -- eleven years from now. 
• 	 Protect beneficiaries from paying· any new cost increases -- because we can solve the . 

short-term problems of the Trust Fund without new out-of-pocket costs for older 
Americans on Medicare. 

No Excuse to Cut Benefits. Some are trying to exaggerate the Medicare Trust Fund 
solvency problem to justify cutting Medicare benefits. The facts are that President 
Clinton's plan would put the Medicare Trust Fund in better shape than it has been in II out 
of the last 20 reports the Trustees have issued. The costs increases for beneficiaries .that the 
Republicans have proposed do not go to improve the fmancial health of the Trust Fund .. 
They would be used to pay for the big GOP tax cut. 

Giving Medicare Beneficiaries More Choice President Clinton also agrees with Ross 
Perot that we need to make other changes to address the long-term problems in Medicare. 
But, as Perot says, we need to do this in a thoughtful way -- by giving Medicare 
beneficiaries more c;:hoices, rather than fmancially forcing them into a radically new and 
untested system. 
• 	 The President has proposed to expand managed care choices including a'new 

preferred provider option and a new point-of-service optton for beneficiaries in 
health maintenance organizations. 

• 	 He is also making sure that Medicare 'gives beneficiaries the clear and simple 
information they need to make choices. 

Republicans Would Place Extreme Financial Burdens on Older Americans. The 
Republicans would cut Medicare by $270 billion -- $71 . billion in the year 2002 alone. 
Because the Republicans need so much so fast from Medicare, they are, despite Mr. Perot's 
warnings, plunging ahead too quickly on vouchers. The choice for people on Medicare will 
be simple: pay more or get less. . 
• 	 Beneficiaries who wish to keep their fee-fQJ-service plan and a guarantee of their 

choice of doctor will have to pay significaDtly more. Since 75 percent of these 
beneficiaries have incomes below $25,000, it is hard to see how they will be able to ' 
do that. 

• 	 Those who are fmancially forced into managed care will have their current ·benefits 
threatened. This is becaUSe the overly tight growth rates proposed by the 
Republicans will over time diminish the value of the voucher and the type of 
coverage it can buy. 
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WE NEED TO ACT NOW BECAUSE: o the Medicare trutlt lUnd 
Is going ban1qupt. 

o it Is critical to have a safely net for 111e needy, but 
Medicaid is overwhelming federal. state and local budget 

o health care inflation reduces wages, Increases 
taxes, and is a berner to balancing the budget. 

o program savings can benefit aU consumers; however, 
the goal is nollo finance a tax cut. 

o The President's Plan malnCalns trust fund.sol¥eney 
1hrough 2006, withou' new benefICIary cuts. 

o Agree !hat Medicaid Is bolhclitlcally Important and in 
need of reform: concerned that deep cuts would 
jeopardize slates and beneficIaries. 

a Agree that we should aim to alleviate Ihe tax pavel'S' 
burden and reduce 1he deficit; however, not by simply . 
sh ifting the financial burden onto beneficiaries. 

o Agree 

WE SHOULD PURSUE A TWO­
PART STRATEGY: 

1) Take Immediate steps to 
reduce projected apendlng 

MIIlIcaLi 
o provides a list of Medicare savings options but does 

not recommend specific budge1 targets or policies; 

o Savings proposals include bolfl provider and beneficiary 
options: on the beneficiary side, proposals include 
increases in Part B deductible and premiums, and 
provision pro:'ibiUng Medigap pans fro:." paying 
frrst $1,500 in cost sharing. 

Mt~I~~ld 
o No spedR::: budget or savings targets recommended. 

Signmcantl)' divergent programalic changes considered. 
Fot example, either block grant the program or 
make It fully federal. 

o Agree that there should be spending reductions, 
but IImll them to $124 Billion without any new 
beneficiary cuts. 

o The Adminlslratlon has propose(! spending reductions 
totaling $5-4 amiGn. This level of cuts will improve 
program effidency while safeguarding coverage. 

" 
' . 

" 

2) "l\'odemlze" the Programs; 
I.e. pilot teatand1hen 
Implement long-tenn 
solutions 

---~ 

o For both programs, we should: 
• increase the use of managed care' 
- consider replacing current finanCing mechanisms wilb 
vouchers for private Insurance 

- eK,oro."e Ibe use of Medical Savings Accounts 

o Pilot testing is in line with the AdminiS(raUon $ policy, 
We are cUlTently: 
• sponsoring a demonstration of innovative Medicare 

managed care approaches 
- woddng with 'he private sector to develop Point­

of-Servioe and PPO options for seniors 

o We have concerns about Voucher programs and NSAs. 
- Voucher programs could foroe 

seniors into managed care while 
increasing their financial liability significantly. 

• MSAs may lead to greater risk seledlon and 
underutmzation of cost-~f1ect4ve pr~venlive seIVlc~ 

~. 
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Committee 

On Finance 

Bob Packwood, Chairman 

NEWSRELEASE__~________________________~__ 
. FOR IMMEDIATE RELEASE PRESS RELEASE #104-ioa 
AUGUST 23, -1995 coNTACl': Brie L. Bolton 

(202) 224-4515 

FIW\NCE COMMITTEE TO HEAR TRSTIMONY 

ON THE PlfI'I1R..B OF MEDICARE 


Washingcon, D.C.":'-Senator Bob Packwood (R-OR), Chairman of 
the Senaee Finance Committ.ee, Coday annoWlced that two panels of 
witnesses will testify before the Committee on the next thirty 
years of the Medicare program. 

nRoss Perot has again made a significant contribution to the 
public policy debate with his new book Intensive Care: We Must 
Save Medicare and Medicaid Now,n Senator Packwood said. 
"Medicare is thirty this year, and the testimony of Mr. Perot and 
groups representing currene and future Medicare recipients will 
be important for improving the Medicare program so it may . 
celebraee many more birthdays. II " 

In his book, Mr. Perot summed "up the challenge facing
Congress this Fall, "If the Unl.tedStates can put men on the moon 
and bring them back, ehen surely we can figure out how to save 
and improve Medicar~ and Medicai~. It must he done to preserve
health care for the sake of people who truly need it while 
improving the financial strength of our nation for our children."· 

The hearing will be held on Wednesday, August 30, 1995, in 

room SO-215 of the Dirksen Senate Office Building, beginning at 

9:30 a.m. 

Oral eestimony will be heard from mvited witnesses only ~ . 
Witnesses.scheduled to testify are: 

Panel I 

Mr. Ross Perot, The Perot Group i ·Dallas, Texas. 


Panel II· 

Mr _ Jake Hansen, Vic.e President for Government Affairs, The 

Seniors Coalitioni Washington, D.C. 


Mr. Jonathan D. Karl, Co-Founder, Third Millennium; Darien,
Connecticut. 

http:Committ.ee
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MONDAY. AUGUST 28. 1995 

Commentary 

PERSPECTIVE ON MEDICARE 

Rehabilitation Needed, Not Surgery 


The trust fund's crisis isn't new; 
the President offered a solution 
to insolvency. 
By,ROBERT E. RUBIN, DONNA E. SHAlALA, 

ROBERT B. REICH and SHIRLEY S. CHATEl 


Our nation is involved in a serious 
. examination of the status and' 
. future of Medicare. Congressional 

Republicans have called for $270 billion, 
in cuts over the next seven years, claim­
ing that Medicare is faCing a sudden and 
unprecedented financial' crisis .that 

, President Clinton has not dealt with, and 
that all of the majority's cuts are neces-. 
sary to avert it. . 

While there is a need to address the 
financial stability of Medicare, the con-' 

'gressional majority's claims are simply 
mistaken. As trustees of the Part A 
Medicare Trust Ftmd, which is the sub­
ject of the current debate, and authors of 
an annual report that regrettably has 
been used to distort the facts, we would 
like to set the record straight. 

e Concerns about the solvency of the 
Medicare Part A Trust Fund are not new. 
The solvency of the trust fund is of 
utmost concern to us all. Each year, the 
Medicare trustees undertake an 

examination to determine its short- term 
and long-term financial health. The 
most recent r~poJlt notes that the trust 
.fund is expected to run dry' by 2002. 
While everyone agrees· that we must 
take action to make sure that the fund 
has adequate resources. the claim that it 
is in a sudden crisis is unfounded. 

The Medicare truStees have nine times 
warned that the trust fund would be 
insolvent within seven years. On each of 
those occasions. the sitting President 
and members of Congress from both 
political parties took, appropriate action 
to strengthen the fund. ' 

Far from being a sudden crisis, the 
situation has improved over the past few 
years. When President Clinton took 
office in 1993, the Medicare trustees 
predicted the fund would be exhausted in 
six years. The President offered a pack­
age of reforms to push back that date by 
three 'years and the Democrats in Con­
gress passed the plan. In 1994, the Pres­
ident proposed a health reform plan that ' 
would have strengthened the fund for an 
additional five years., 

So what has caused some memb~rs of 
Congress to become concerned about the 
fund? Certainly not the facts in this 
year's trustees report.that these mem- " 
bers continually cite. The report 'found 
that predictions about the solvency of 
the fund had improved by a y,ear. The 
only thing that has really changed is the' 
political needsofthose who are hoping to 
use major Medicare cuts for other 
purposes. 
• President Clinton has presented a plan 

to extend the fund's 'life. Remarkably, 
some in ,Congress have said that the 
President has no plan to address the 
Medicare Trust Fund issue. But he most 

'certainly does. Under the President's 
balanced budget plan. payments from 
the trust fund would be reduced by $89 
billion over the next seven years to 
ensure that Medicare benefits would be 
coveredthrough October 2006-11 years 
from now. 
e·The congressionid majority's Medicare 

cuts are excessive; it is not necessary to cut 
benefits to ensure the fund's solvency. The 
congressional majority says that aU of its 
proposed $270 billion in Medicare cuts 

over seven years are necessary. Cer­
tainly, some of those savings would help 
shore up the fund, just as in the 
President's plan. But a substantial partof. 
the cuts the Republicans seek-at least 
$100 billion-would seriously h1lrt 
senior citizens without contribUting one 
penny to the fund. None of those savings 
(taken out of what is called Medicare 
Part B, which basically covers visits to 
the doctor) would go to the Part A Trust 
Fund (which mOSLlY 'uvers hospital 
stays). As a resull, lJ10:"~ cuts would not 
extend the life of the i,rl,lSt fund by one 
day. ' 

And those Part Bcuts would come out 
of the pockets of Medicare benefiCiaries, 
who might hav~' to pay an average of 
$1,650 per. person or $3,300 per couple­
more over seven' years in pt'emiums~ 
alone. Total out-of-pocket costs could: 
increase by an average of $2,825 per' 
person or $5,650 per couple over seven' . 
years. Acco:-ding to. a new study by the 
Department of Health and Human Ser­
vices, these increases would effectively 
push at least half a million senior citizeris, 
into poverty and dramatically increas& 
the health care burden on all older and 
disabled Americans and their families. 
The President's phm~ by contrast, pro­
'tects Medicare beneficiaries from anl _ 
new cost increases. ' 

As Medicare trustees, we are respon~ 
sible for making sure that the program 

continues to be there for our parents and 


. grandparents as well.as for our .~hildren 

and grandchildren. The President's bal- ' 
anced budget plan shows that, we can 
address the short-term problems with­
out taking thousands of dollars out ot 
peoples' . pockets; that would give us a 
chance to work on a long-term plan to· 
preserve Medicare's financial health as 
the baby boom generation ages. By doing 
that, we can preserve the Medicare 
Trust Fund without losing the trust of 
older Americans. 

Robert E. Rubin is secretary of the 

Treasury. Donna E. Shaw.la is secretary of 

health and human services. Robert B: 

Reich is secretary of labor. Shirley S. 

Chater is commissioner of SoCial Security. 
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~alking Points on February Treasury Statement/Archer Press Release 

• 	 There is no news here. We have already reported -- and testified before the Ways and 
Means Committee -- that the Trust Fund performance in 1995 was somewhat worse than 
originally projected. And, the 1996 data are no surprise. 

• 	 Instead of trying to make political points about the numbers, lets let the actuaries complete 
their annual report and make their projections about the status ofTrust Fund. 

• 	 The fact is that Trust Fund still maintains a substantial balance. 

• 	 The President is committed to improving the Medicare program and upholding our 
commitment to current beneficiaries and future generations. We have spent the better part 
of the past year focusing on developing Medicare proposals to do this. 

• 	 As part of his comprehensive plan to balance the Federal budget, the President has 
proposed Medicare savings provisions totaling $124 billion over the next seven 
years. 

• 	 The President's budget plan would extend the life of the HI Trust Fund through at 
least the next decade, defusing the short term problem and giving us more time to 
address the longer term problem. 

• 	 Given the urgency of the broader issue, and the fact that we are working for a b~dget 
agreement that will extend the solvency of the Trust Fund in the short term, the month-to­
month performance of the Trust Fund is not a major issue at this time. 

• 	 The cash flow to and from the Trust Fund varies substantially from month to month. In 
December and June, the HI Trust Fund receh'::s substantial interest payments on the 
surplus. In addition, in the first month ofeach quarter, the Trust Fund receives income 
from the taxation of Social Security benefits. 

• 	 The February Treasury data do not significantly alter our overall assessment of the 
financial status of the HI Trust Fund. 

• 	 Rather than focus on the performance of the Trust Fund in any particular month, we 
should focus on the most important issue -- protecting the Medicare Trust Fund to uphold 
our commitment to current beneficiaries and future gener:ations. 

• 	 The President's plan significantly improves the financial status of the Trust Fund and 
extends the depletion date, without imposing draconian cuts in benefits and provider 
payments that could undermine the health security of current beneficiaries. 
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Jdedieare Trust Fund Reports $3.2 DIDIon February. Drop 
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Wash:i:1~ - The ba'ace In tho Mediom: Trust FUI1Cl d.ec1inad by 53.15 bilJ.lon h1 February, 
iioCoozc!ina to new Treaswy Department dam released today by CcmJ*8lDal1 BUJ Arober, 
Cb~"':t.&."'l of 1b.c: Wa)'l aDd MeIDl C.ormrUttee. . 

.. 
Ai a ~:..~, for tb.e 1996 liacal year-ta-datD (October 1. 1~5 • FcbruaIy 29, 1996). the Trwt 
?U&"1d ba.l&nce has dectiW by S3.011 biJUoa, compared ta • $2.5 billtCID sumJus after the first 
!1v~ mur.~.11S of 1995. 

It was ::.: :entty revealed. that Msd.icare ended 1995 with an 1.II1QpCQted. S36 mlllicm sb.arr.:fal), 

altho","' the Medicare Board. ofTrustees had amicipated .. $4.7 billioa IUIpIus for last year. 
laed CI; Mediccc·s acaeleratiDa rare of decline far the tlrst five moaths offiscal year 1996, 
~ 1'r..~~; F~ deficit appoara to bG warscniDs. 

"ifProS",:.'ftt C1iDtcm badntt vetoed 1ha CoDQresaio.u1 pl&I1 ta ave ~'t Arcbar said. 
"this wouldn't be happe:ainS. CanfPC8S passed a plan that saved Medicare, provided IICDian 
whb ::0 :.:.'~ c.baica,. &lid fought fraud. and abuse. : 

":But ~w.jlO the Preaidea.t prcfcmd 10 scare aeniora ID4. play politics instead of aaviDg . 
y~-.:,It An:ber CODtinucd., "the Medicare Trust lund. is iu clecliDe." t, . 

''"fhis "tAN lDformadDJi." An:ber c:oDti:nucd. "umlCriCOreI the .aaed for PruideDt Clinton, to Jain 
with Cl~o.a.al R.cpubl1cau IDd blu.dog DcmacratllO save MedicIre ftoom 'baDkraptcy.u 
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QUESTION: A recent study by HCFAi'Cj)orted thatMedicare costagrew)y ·11.8 percenfin . 
. "1994, compared to private health expenditure growth of4.0 percent. Isn't this 

"evidencethat Medicare has continue.d to grow unchecked by the President? 

RESPONSE: First, a closer reading of the study shows that the real difference betw~eJ1 
'Medicare and private rates is 5.6'percent versus 3.6 percent. " 

, 

o , The difference is narrower than'the raw number~ because you need to tak.e into 
" account differences inbenefitsj policy changes, and enrollment growth. Medicare 

covers more high-growth services BUchas home health than do private plans. If 
private plans also covered these services, their rates would be higher. 

""'~ Additionally, the 1994 Medicare spending includes a payment adjustment from " 
the new Medicare physician payment system. Third, and most importantly, the 
number ofMedicare beneficiaries grew at almost twice the national population 
growth. In sharp contrast, private health coverage declined in 1994. 

... . -.~-"-""-"Seiond, the President lias made significant advances in reducing Medicare spending 
growth by (1) passing a budget with real savings, (2) proposing a budget that would 
reign in costs, and (3) promoting managed ea~e.. . 

o 	 The President's 1993 budget succeeded in both halving the deficit and saving 
an estimated 556 billion in Medicare - and it passed With no Republican 
support. The President's 1993 budget is the only serious Medicare savings 
proposal passed during the 1990s - and it passed without a single Republican 
'Vote. CBO estimated that the President would save $56 billion over 5 years, 
beginning in 1994. Its real effe~ts occur in subsequent years. 

o 	 "The Presid:ept has advocated since June ot1995 reducing Medicare spending 
growth per beneficiary to 5.8 percent - with $124 b"illion in Federal savings 
over six years. The President's Medicare plan offers a balanced approach to 
bringing Medicare spending growth in line with private growth." In fact, according 
to eBO data, the President's Medicare total spending per ,beneficiary will grow at 
rates below private spending per person. 

o 	 During the Clinton Admw.,istration, Medicare managed care enrollment 
growth bas accelerated. One of the main ~asons for the decline in private rates 
is the one..time savings. attributed to managed care 'enrollment. Medicare is just 
catchhlg up: in"1993 Medicare HMO enrollment grew by 6.8 percent~ but in 1996 " 
CBO projects it will increase by over 20 percent. ' 

PrOjeded Growth in Spending per BeneJic:i3ry: 1996 • 2002 ' 

Current Law Presidentts Plan 

Private 7.1% 7.1% 

M~dieare 7.5% 5.8%,;," 
,.

"Mealcare spendmg growth from eBO"s Apnl1996 gross basellne and estlmates ofthe PreSident's FY 1997 budget. 
The private spending per person rates corne from CBO's naHonal healthexp.enditute baseline from August 1995 



"COMMON GROUND" PIECE 
i. 

PREMISE: 	 The Administration plan on Medicare and the Republican Medicare plan have 
much in common. While important and significant differences remain, there 
is eno!Jgh in common between the two plans to forge an agreement that can 
satis-Cy all concerned. 

STATEMENT: 

The President has stated many times recently that we have enough in common between 
our respective plans to balance the budget to achieve that goal, if a few extreme measures 
in the Republican plan. were removed. 

The Republicans have now apparently concluded that, as we have said repeatedly r it is not 
necessary to slash Medicare in order to balance the budget. One year ago, the Republican 
Congressional Budget Resolution called, for $270 billion in Medicare savings. Over the 
course of a year, they have gradually reduced their Medicare savings figure to the current 
$168 billion. This current figure is much closer to the President'S Budget Medicare plan, 
scored at $11 6 billion by CBO. 

Both Proposals would extend the life of the HI Trust Fund for about a decade, according to 
CSO. ,It is difficult to discuss details at this point given the tack of specifics included in the 
current Congressional Budget Resolutions. It appears, however. that the Republicans have 

. made some specific improvements when compared to that previous plan to cut $270 . 

billion. And there are areas of clear common ground, for example: 


• 	 All plans would lower the rate of increase for Medicare hospital and physician 

payments. 


• 	 All plans would reduce the rate of increase in nursing home and home health 

payments, and move to some type of prospective payment approach. 


• 	 All plans would restructure how Medicare pays managed care organizations. 

• 	 All plans would strengthen certain elements of traud end abuse. controls 

'. However, the remaining hurdles to an agreement, beyond the overall savings level, are as 
follows. Republicans must give up on their extreme harmful. provisions. For example: 

• 	 Converting Medicare to a voucher program (Medica~e Plus) that would impose 
heavy, new financial burdens on beneficiaries and cause traditional Medicare to 
"whither on the vine." 

• 	 Medical Savings Accounts -- MSA plans are both a gift for the wealthy as well as a 
cosf burden on the rest of the Medicare program. They will destroy the Medicare 
risk pool with cherry picking. 



• 	 Reduced financial protections for beneficiaries- this category includes many 
regressive 'initiatives like: allowing harmful cost-Shifting to beneficiaries, reducing . 
financial protections for low-income beneficiaries, anq reduced coverage at cosdy 
long-term care stays. 

. 	 , 

• 	 Finally I the Republicans have adopted an unusual budget reconciliation process this 
year, under which the Congress will not even oonsider Medicare legislation until 
Congress and the President have completed debate on welfare reform and Medic,aid. 
Given'the Republioan's apparent interest intent to resubmit legislation to destroy 
Medicaid -. which the President has already vetoed •• the Republican budget 
reconciliation process is a preordained train wreck and we will never have the 
opportunity to take up especially needed Medicare reform. 

If the Republicans would agree to remove from their plan these (and a few other) extreme 
measures, we could hammer out an agreement on Medicare which would ensure the life of 
the Trust Fund for about a decade from today. That would give us enough time to study 
the demographic ohanges that are coming and plan accordingly when the baby boomers 
begin to retire. ' 



'PROJECTED ~EAR OF INSOLVENCY HASN'T CHANGED MUCH 

QUESTION: 

Looking back at previous Trustees 'reports, it appears that the 
real crisis began only a few years ago. In each year from the 
middle 1980s through the early 19905, the Trust Fund was 
projected to be·solvent for at. least 10 years or more. What 
happened? . 

ANSWER: 

• 	 In fact the projected data of insolvency has remained 
relatively constant over the past few years. WIth one 
exception, in each year since 1987 the Trustees have 
projected the date of insolvency t6 be shortly after the 
turn of the century. 

• 	 The problem is that as each year passes, the turn Qf ·the 
"century grows closer and closer. 

• 	 The president understands that the need to extend the 
solvency of the 'HI Trust Fund, and his balanced budget
proposal would ensure solvency for about 10 years. This 
would give Congress and the Administration plenty of time 
to develop a bipartisan approach to address t.he long-term 
solvency issue. 



FLUCTUAnON IN TRUST FUND BAL..o\NCE 

QUESTION: 

In general, the HI Trust Fund balarice Is declining each month, 
but in December it increased, and the deficit in January was 
amall relative to other monthly deficits. Why does the level 
of assets in the Trust Fund fluctuate like this? 

ANSWER: 

• 	 Although Trust Fund outlays vary from month to month based on utilization of 
services, most ofthe month to month variation in Trust Fund performance is explained 
by variation in receipts. 

• 	 Trust Fund receipts include payroll taxes. premium income, interest payments. and 
taxes from social security benefits ofhigh income Medicare beneficiaries. 

• 	 Payroll taxes and premium income (for benenciaries who are not eligible for premium.. 
free Pan A) aredcposited in the Trust Fund every month. and therefore do not 
account for aSignificant portion ofthe morlth..to·month variation mreceipts. 

• 	 By contrast, mterest paid on Trust Fund assets is deposited only tWice a'year, in 
December and June. In December 1995, after several months ofdeficit. theTrust . 
Fund realized a monthly surplus as a result oflhe interest payment. 

In December 1995, the monthly surplus of $3.9 billion reflected a $5.OS billion 
interest payment. 

• 	 Revenues from 1.) the additional taxation of social security benefi.t5 for high income 
beneficiaries and 2.) payroll taxes from self-employed workers are dep'osited four 
times a year in January, April, June and September. The monthly surplus in April 
reflected a deposit to the trust fund of revenues from these sources. 

http:benefi.t5


ADMINISTRATION GI~CKS 


QUESTION: 

The Administration's budget plan relies, in part, on a 
Nglmmick" in extending the trust fund depletion date. The 
Administration's plan would transfer home health cover~ge from 
Part A to Part B. In essence, home health spending goes from 
a trust fund financed by payroll taxes to a trust fund 
financed by qeneral revenues and premiums. How can the 
Administration justify this Ngimmick"? 

ANSWER: 

.. 	 Let me make clear that nO,t all home health expenditures 
would be transferred to Part B.' only home care not 
following an acute event and hospitalizatIon would be 
transferred. Part A was never to cover this kind of 
long-term care. . 

.,. We do not believe that the transfer of some of the 
. financing of home care from Part A to Part Blsa 
gimmick. By capping Part A fInancing of Medicare's home 
health benefit, one of the most rapidly growing 
components of Medicare, we would be limiting the HI trust 
fund expenditures. According to CSO, the home health 
transfer would save the financially vulnerable HI Trust 
Fund about $55 billion over FYs 1997-2002. r 

This idea is not new, nor unique to the Administration. 
A shift in some home health financing from Part A to P~rt 
S has been recognized'by Democrats and Republicans alike 
as a sensihle way to help the HI trust fund. Similar 
proposals were offered by the Republican House in their 
balanced. budget bill (H.R. 2425) and in the so-called 
'"Blu,e Dog- Coalition bill. 

The proposal would not in an'y way adversely impact 
beneficiary access to home health care, even for those 
beneficiaries who have only Part A coverage or only Part 
8 coverage. The three-day prior hospitalization 
requirement only dictates hpw the benefit.is financed and 
haa no bearing on coverage or eligibility.. Our plan. 
explicitly states that no co-payments or deductibles 
would apply regardless of whether the benefit is financed 
under Part A or Part.B. 

http:benefit.is


• 	 Under 04r proposal there would be no related increase in 
the Part B premium. 

BACKGROUND: 

There are other good policy rationales for this shift. 

Utilization and expenditure patterns show that horne 
health has evolved into two distinct benefits: care to 
persons surrounding an acute event and hospitalization, 
and. care where there is no hospitalization bu·t long-term 
care services are required. 

This proposal acknowledges this evolution and seeks to 
bring Medicare financing in line with current utillzation 
patterns. Medicare Part A was not envisioned to 
accomrnod.atelong-term care, and the Part A trust fund can 
no longer support non-post-acute care horne health 
service's« 	 . ,. 

- ..........~ .. ·-'Phere is historical precedent for the Med.icare h.orne 
health benefit to be financed under both Part A and Part 
B. Until the Omnibus Reconciliation Act of 1980, 100 
post-hospital visits were financed under Part A for each 
beneficiary and all remaining visits during a year were 
financed under Part B. When Congress lifted the 100 
visit limit in 1980, ~he benefit became fully financed by 
Part A.. This shift in finanCing to Part A was not viewed 
as a gimmick at th~ time. The consequence has been to 
burden the HI Trust Fund with complete financing of home 
health services whether furnished as acute or long-term 
care. 

~ 	 This shift in financing leaves open to us the opportunity 
to build in the future a long term care home health 
benefit that is not constrained by considerations Of. 
trust fund solvency. . 

.. 	 It is also worth remerohering that Republicans also shift 
money into the Trust Fund to extend its solvency; The 
Conference Agreement included a proposal that WOUld. 
impose a 6.S percent surcharge on beneficiary Part B 
premiums, by raising premiums from 25 percent to 31.5 
percent of Part S costs, and transferring this revenue to 
the HI Trust Fund. Not only did this proposal lack any
policy-based justification, it would adversely affec-c. 
beneficiaries by increasing their premiums. 



UNDERLYING CAUSES OF MEDICARE SPENDING GROWTH 


QUESTION: 

What are the underlying causes of the increase in Medicare 
Part A expenditures? 

ANSWER: 

• 	 There are many factors that contribute to increasing 
Medicare Part A expenditures, including increases in 
beneficiary enrollment, the aging of current 
beneficiaries, and changes in health care technology. 

• 	 In addition, greater utilization ofhosp1tal and post­
acute servic:es like home health and nursing facility 
services (whic:h are also covered under Part A) . 
contributes to rising expenditures. 

" , 



WHAT HAPPENS WHEN TRUST FOND RUNS OU'I'? 


QUESTION: 

What will Medicare do when the trust funds are depleted? Do 
you borrow, not pay claims, what? 

ANSWER: 

• 	 Letting the trust fund run out Of money is not Qn option 
and we intend to work with the Congress to make sure it 
does not happen. This 1s a situation that we must 
prevent .. 

BACXGROt1ND~ 

• 	 If the trust fund assets are aepleted, Medicare would 
still be able to pay a portion of claimS using current 
income from the HI payroll tax and other sources. 
However" this income would not be sufficient. to pay all 
claims. 

.. 	 Initially there would be delays in provider payments, . 
which would quickly lead ,to a curtailment of helath care 
services to beneficiaries •. 

Under current law, the Trustees cannot borrow from other 
Trust Funds or from the General Fund, and there is ·no 
other source for payment of Part A benefits. 

~ 	 If we hold claims more than 30 days, .they will incur 
interest charges, an additional cost to the government. 



INACCURA~E PREDICTIONS 


',.' 

QUESTION: 

The HI Trust Fund Income fell short of expenditures last year. 
Given that you didn't predict this would happen until FY 19971 
isn't this a significant problem? 

ANSWER: 

'" 	 The Ac:l.ministration and the Congress spent tha·better part 
of the past year focusing on the need to 1mprove the 
Medicare program and uphold our commitment to current 
beneficiaries and fu~ure generations. The Trust Fund 
performance in 1995 does not significantly alter our 
ov.rall ~ssessment of ~he financial status of the HI 
Trust Fund. We are still. faCing fund depletion in ~he 
very near future, and a major increase 1n costs 
coincident with the baby boomers' retirement. 

~ 	 Actual Trust Fund expenditures were about 3 percent 
h1gher than projected. Actual income was about l.2 
percent lower ,than projected. These results were well· 
within the range of normal estimation errors. 

.. 	 Even 1f the Trust Fund had performed as the Trustees 
projected, legislation is needed in the near future to 
address short-term solvency. 

As part of his comprehensive plan to balance the Federal 
bUdget, the President has proposed Medicare savings . 
provisions totaling $124 billion over the next seven 
years. The President's Medicare plan would extend the 
life of the HI· Trust Fund for about ~he next deca.de. 

While it appearfS that the projections were off by two 
years, it was really just one. The actuaries had 
projected that the fund would approximately break even in 
FY '96 (surplus of $45 million). In fact, FY '95 turned 
out to bathe break-even year (deficit of $36 million) 



IS THERE A DANGER TaAT BILLS WON'T BE PAID 


Q: Is there .ny imminent danger that bills won't be paid? 

• No~ the HI Trust Fund has over $120 billion in assets, which the HI Trustees project is 
enough to ensure th~t Medicare Part A benefits will be paid for about five years. This is 
plenty of time to enact legisl~tion that will extend the life ofthe trust fund and avoid any 
disruption ofbenefits. . -

BACKGROUND: 

The Trustees report urges Congress to enact corrective legislation soon. The report -also nOtes 
that without such legislation, the fund would be exhausted shortly after the-tum ofthe century. 
Exhaustion would initially produce payment delays. but very quickJy lead to a curtailment of . 
helath care services to beneficiaries. 

( 



REP. THOl\-IAS QUOTE ON -"90 BILLION IN SOLVENey LOST" 

Q: Rep_ Thomas was quoted as saying that "590 billion in solvency has been lost 
because of the past year'5 inactivity on Medicare reform. " What does that mean 
and is it true? 

• I don't know what he meant,but since the Republican Conference Agreement only 
proposed $6 billion (7) in Part A savings in 1996, and since we are still dedicated to 
passing Medicare rcform, I do not believe it is true.. 

• The discussions over the past year have been less about the need for savings than about 
our vision for the Medicare program in the long run and the need for protecting the 
beneficiaries ofthe program. President Clinton vetoed the proposals put forth by the 
Republican Congress because they would severely harm its beneficiaries and undennine 
the integrity of the program itself. 



DOES THE PRESIDENT HAVE A PLAN 


Q: 	 Does the President have a plan to save the trust fund? What happens when tbe 
baby boomers retire? 

A. 

• 	 The Administration has spent the bener pan ofthe past year focusing on the need to 
improve the Medicare program and uphold oUr commitment to current beneficiaries and 
fu~e generations. As part ofms comprehensive plan to balance the Federal budget. the ~ 
President has proposed a Medicare plan that would ensure the solvency ofthe HI trus; ..A ,. 
fund for about the next deeade; ... "'5';t' 0'-Cfi \) ..­
The President's Medicare proposal would guarantee Medicare solvencyt:enough to 
ensure that Congress and the Administration have time to develop a bipartisan approach to 
address the long-teon solvency issue that will arise when the baby boomers retire, 
beginning in 2010.. 



.... - _... - .... __ ....... 

"C.:J "'v .. 

'~"r- ~~~.~~:::::d+-:~~:f~i~~k (~ .. 

"G~t-tt-bs:trr<- fA~fr~ ~~~, ~P~(,~ 

'Thank y.:)u for your let:ter. A8 you, kn'"" the Administration ' haa 
, always bean and r...aina committed to the, fiscal inteqrity of ,the 
Medicare TrUst P'f.ln4a and to tha bealtbsecurity of all our 

, elderl.y,.' ' 

Pirat, you'may have been aisirtfor.med. by a news articl~ into 
concluding that the TrUst Fund is "broke." , This is simply not 
trua. 'l'be ~t Funcl's balance today is $129. 52Cj' billion. ' 

The President'. 1993 acononc plan extended 'the lif80f the Tr'list 
Fund by three years. t.ast April, the TrUsteeareported that, if, 
no additional actions ware taken, the Trust Fund would be ' 
deplat-eel in 2002. Basad oJ! current 'estimates, the, President's 
_van year balancadbuclgat; would axtendthe life of the TrUst 
PU.nd to at least 2011,fUtaen years' from toclay. 

t ' • ." 

, , 

, Second, you question wbether information about the Trust FUnd' a' 
status was withheld frOlll the public.' Let me assure you ,that' 
nothing could be further from' the truth. 

The Administration made ,public 'over tbr,ee Ilonths ,ago the fact 
that TrUst FUnd incOlll8fell abort of revenues by $36 .ill.ion 
during fiscal year 1995. Tbe information, 'contained in the 

'TreasurY Department's Final Monthly statement, was public;:ly, 
releasad on october, 27, 1995. Ifearly 4,000 copies of the 
statement wara dia~ibutac1 to ,the public, including individual 
copi.. for avery Member of congress, with numero~'additional 

'copi•• for tbe House and Senate Budget, Appropriation., and 
. aanJt~ Committees, the BO'9JIe Ways and Means Co_itte., the 

~~ senate Pinance 'Committe", a.nd, the congr.essional Budget Office. 
A ' , ' " ' 

,Third, ,you ask for the latest solvency projections for the Trust 
Fund. Aawas true at the time the FY 1995 data was publicly 
released, we are still uncertain as to: wbethertbe performance of 
,the Trust Fund in FY 1995 will affect the Trust FUnd's,depletion
elate. ' That ;1. presumably wby neithartechical, 'exp~s for, the' , 

'Conqrassional majority nor those in the Administration found it 
wiae to place Undue emphasis on this infor.mation. ' 

. '. . 

'BCFA actuaries bave provided me with tbefollowing' preliminary', 
,information. AZter taking in~oaccount all factors, including 
~)actUal experience inFY 1995, additional months experience in FY 

1996, new analyses of the factors affecting HI benefit growth 
during 1990-1995, upc1&ted projections of HI' payrol.l tax mCOlle ' 
and revenue from the taxation of OASDI benefits, current interest 
rate expectations, and sevaral other factors ,the eatiDUited " 
depletion date for the Trust PUndwill,probably be earlier than 
that estimated in the Trusteea' 1995 report. A more precise
estimate will not be known until the new projections are 
coapletad. '., 

_. 
• - ,";0 

':!!"•• 



Replace paragraphs beginning 'Third, you ask for the latest..." and "HCF A actuaries have 
provided me.~." with the following paragraphs: . 

Both CBO and outside experts analyzed the information made available in the Treasury 
Department's Final Monthly Statement. CBO Deputy Director, Jim Blum, analyzed the 
Treasury report in a memo on November 7, 1995., The American Academy of Actuaries, 
chaired by Guy King, noted the new information on the performance of the Trust Fund in 
fiscal year 1995 in its public "Comments and Recommendations on Medicare Reform" on 
December 21, 1995. . 

Technical experts for both the Congressional Majority and the Administration did not raise 
concerns to their superiors about this new information,presumably because it was not clear 
whether the performance of the Trust Fund in fiscal year 1995 would affect the Trust Fund's 
projected depletion date. The performance of the Trust Fund in fiscal year 1995 is just one 
of many factors on which the HCF A actuaries bas~ their estimates of the depletion date. 
Without analysis of these other factors, there was not reason to assume that the depletion date 

. would necessarily change. 

Third, you ask for the latest solvency projections for the Trust Fund. As was true at the time 
the fiscal. year 1995 data were publicly released, it is still uncertain whether the performance 
of the Trust Fund in fiscal year 1995 will affect the Trust Fund's depletion date. HCF A 
actuaries are still analyzing data on all the factors that affect the Trust Fund depletion date, 
including the actual experience in fiscal year 1995, additional months experience in fiscal 
year 1996, new analyses of the factors affecting HI benefit growth during 1990-1995, updated 
projections of HI payroll tax iricome and revenue from the taxation of OASDI benefits, and 
current interest rate expectations. 

Based on preliminary analysis by the actuaries of all the factors affecting the Trust Fund 
depletion date, the estimated depletion date for the. Trust Fund will probably be earlier than 
estiinatedin the Trustees' 1995 report. A more precise estimate will not be known until the 
new projections are complete. . 



" 

MEDICARE TRUST FUND TALKING POINTS 


Times and Post Articles Show Why Republicans Should Agree to Resume Balanced 
Budget Negotiations: 

• 	 The latest Congressional Budget Office (CBO) report on the Medicare Trust Fund 
simply confirms what the President has Said all along -- that we should work together 
to balance the budget and strengthen Medicare. As CBO said in its April 30th 
testimony on Capitol Hill, " ... the projected date of insolvency should be viewed not as 
telling.us something new, ,but confirming what we already know." 

• 	 The President's balanced budget proposal contains enough Medicare savings to extend 
the life .of the Trust Fund for a decade frpm now. It builds on his previous. successes 
in strengthening the Medicare Trust Fund. 

• 	 In 1993, without one Republican vote, he signed into law Medicare savings and other 
financing changes that extended the life of the Trust Fund by 2 years. . 

• 	 The attention recently focused o~ the Trust Fund simply provides additional validation 
for the President's position .that we should move forward and balance the budget and 
strengthen the Trust Fund. . 

Information Should Not Be Used to Scare Medicare Beneficiaries: 

• 	 The updated information should not be used to scare the 37 million elderly and people 
with disabilities and should not be used for partisan, political purposes. 

• 	 Over $120 billion remains in the Trust Fund and there is no imminent danger that 
claims will not be paid. 
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MAJOR CONCERNS ABOUT THE 

REPUBLICAN PRESCRIPTION DRUG PLAN 


• 	 Not a Medicare benefit. Outpatient prescription drugs would not be part ofthe Medicare 
benefits package like doctor or hospital care. Beneficiary premiums would pay expensive 
premiums to private Medigap plans rather than to Medicare for an affordable option. 

o 	 Insurers unlikely to participate - unless bribed. The Republican plan builds on the 
already-flawed private Medigap insurance market rather than adding a pre~cription drug 
benefit to Medicare. The insurance industry itself claims that an insurance model will not 
work for prescription drug coverage - and that insurers will not voluntarily participate. If 
they don't, the new Medicare bureaucracy could increase payments to insurers to bribe 
them to participate. This will make insurers hold out tp get higher payments; 

o 	 Unstable, unreliable plans. Like Medicare managed care plans, private drug insurance 
plans would come in and out of the market, move to profitable market areas, and 
significantly modify their benefit design from year to year. 

• 	 Not affordable. Under the Republican plan, Medicare would not provide a single dollar of 
direct premium assistance for middle-class Medicare beneficiaries (any senior with income 
above $12,600). Instead, it relieS on a flawed "trickle-down theory" thatwould end up 
subsidizing insurers, not seniors. The Republican proposal subsidizes insurers for part of the 
cost for the most expensive enrollees, hoping that this will result in lower premiums for all 
enrollees. Even if an insurer passed through every dollar of its subsidy, premiums woul4 still 
be too expensive for many seniors. 

• 	 Not a set benefit. Private insurers would define deductibles, copays and benefit limits, 
promoting competition on confusion rather t~an price and quality. Because insurers charge 
one premium fot all enrollees - no matter how sick -they could discourage enrollment by 
the oldest seniors and most disabled beneficiaries by offering no deductible, low copays and 
a low benefit cap thatJeaves a large gap in coverage before the stop-loss kicks in, 

• 	 Limits choice of drugs and pharmacies. The so-called "choice" model offered by the 
Rep_ublicans breaks up the pooled purchasing power ofseniors, forcing insurers to reduce 
prices through restrictive formularies and limited choice ofpharmacies. Not all prescription 
drugs that a doctor determines are medically necessary would be available - only after an 
inappropriate drug has been taken can a beneficiary can appeal for a needed drug. 
Additionally, insurers can restrict access to local pharmacies. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON. D.C. 20503 

STATEMENT OF ADMINISTRATION POLICY 
(THIS STATEMENT HAS BEEN COORDINATED BY OMB 

WITH THE CONCERNED AGENCIES.) 
'I: 

June 28, 2000 
(House) 

.' . 'H.R. 4680 - Medicare Rx 2000 Act ,", .' 
'. I •• 

(Thomas (R) CA and seven cosponsors) 

'the,Administration strongly opposes House passage of H.R. 4680 because its private 

iri~urance benefit does not meet the President's test ofbeing a meaningful Medicare 

prescription drug benefit that is affordable and accessible for all beneficiaries. H.R. 4680 

btIilds'on an unstable and unreliable Medigap market, an approach which the insurance 

industry itself has concluded is unworkable. IfH.R. 4680 were presented to the President, he 

would veto it. 


tl1e President has made passing a voluntary Medicare prescription drug benefit one of his 

highest priorities. His principles for a drug benefit are that it be voluntary; be accessible to all 

beneficiaries; be meaningful;. give eligible seniors and people with disabilities bargaining 

power to reduce drug prices; assure access to medically necessary drugs; and be affordable to 

beneficiaries and the Medicare program. 


The President's plan would ensure that Medicare pays half of all participants' prescription drug 

costs up to $5,000 when fully phased in and that no eligible senior or person with a disability 

p,ays more than $4,000 out-of-pocket. In addition, seniors would benefit from price discounts 

negotiated by private pharmacy benefit managers. Beneficiaries would have a choice of getting 

c()verage through traditional Medicare, managed care, or retiree plans. Those who voluntarily 

opted for the new benefit would pay a monthly premium of $25 in the first year, and 

low-income seniors would pay no or lower premiums and cost sharing. This coverage would 


. start in 2002 and is part of the President's overall plan to strengthen and modernize Medicare. 

the Democratic substitute, which the President strongly supports,.also provides an affordable, 

meaningful Medicare dI"tJg benefit. It, too, covers half of costs up to $5,000 when fully phased 

in;. includes a stop-loss of $4,000, and ensures that seniors have a choice of coverage through 

Medicare fee-for-service, managed care or retiree coverage. The President is dismayed that the 

Republican leadership refused to allow a vote on a true Medicare benefit that provides the 

r~s?urces necessary to ensure that premiums are affordable. 


H:R. 4680 does not meet the President's principles for a meaningful prescription drug benefit. 
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Specifically: 

• 	 Private insurance model does not ensure access,to a dependable benefit. H.R. 4680 

relies on private insurers to offer Medicare beneficiaries a prescription drug benefit. The 

private insurance industry itself has repeatedly stated that they would not participate in 

this flawed plan. Even if they do participate, insurers could not be relied on to provide 

continuous coverage in all areas -- the same problem that we have in Medicare managed 

care today~ Under the ,President's plan and the Democratic substitute, all beneficiaries -­

including those in rural 'or otherwise underserved areas -- would be guaranteed a defined, 

accessible, reliable Medicare benefit for the same premium. 


• 	 Private insurance model would notbe affordable to all beneficiaries. Under H.R. 

4680, Medicare would not provide a single dollar of direct premium assistance for 

middle-class beneficiaries (any senior with income above $12,600). Instead, the plan 

relies on subsidies to insurers, not seniors. Insurers would set premiums. Thus, seniors 

would pay different premiums from plan to plan and place to place. A rural senior would 


,	be at particular risk of facing excessive premiums since insurers would likely face little 

competition and less incentive to offer affordable coverage. The premium cited by the 

Republican leadership for H.R. 4680 has not been confirmed by the Congressional· 

Budget Office or any other independent entity, unlike the President's plan. Even 

accepting the Republicans' claim that the premium would average $37 per month, this 

premium would be over 40 percent higher than the President's plan premium of $25 per 

'month. ' 

• 	 Seniors would pay more for less valuable and meaningful coverage. Under H.R. 

4680, seniors and people with disabilities would pay a higher premium for less generous 

coverage. According to an analysis by the Department ofHealth~d Human Services, ' 

the President's benefit would be 25 percent more valuable in 2003 and 50 percent more 

valuable when fully phased in than that ofH.R. 4680:Moreover, private insurers may 

vary their benefits by setting their own deductibles,copays, and benefit limits within an 

actuarial value. This allows insurers to discourage enrollment by the oldest seniors and 

most disabled beneficiaries by offering no deductible and low copays, but also a low 

benefit cap that leaves a large gap in coverage before the stop-loss kicks in. In addition, 

private plans could limit access to community pharmacists and needed medications. 

Under the President's, plan, seniors and people with disabilities would have a real choice: 

choice of using their community pharmacist and access to prescriptions that their doctor 

-- not their insurance company -- determines are necessary. 


The, Administration also objects to creating a new bureaucracy to administer the new drug' 
_ 	benefit and Medicare+Choice. This is inconsistent with the President's principles of efficient 

administration of the drug benefit. The Administration believes that the prescription drug 
benefit should be integrated into the Medicare program like all other Medicare benefits. In 
addition, provisions in H.R. 4680 related to the Medicare Advisory Board and its reporting 
requirements raiseconstitutiona1 concerns. 

Pay-As-You-Go Scoring 

H.R.: 4680 would affect direct ,spending; therefore, it is subject to the pay-as-you-go 
,t 

requirement of the Omnibus Budget Reconciliation Act of 1990. OMB's estimat<? of the 
pay-as...you-go cost ofthis legislation is under development. The Congressional Budget Office 
estimates that H.R. 4680 will increase direct spending by a tot~l of$39.7 billion over five' 
years. 
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.'
SIDE-BY -SIDE COMPARISON OF PRESIDENT'S MEDICARE PRESCRIPTION DRUG· 

. 

BENEFIT VERSUS REPUBLICANS' PRIVATE INSURANCE PLAN 
June 29, 2000 

Clinton/Gore & Democrats House Republicans 
"Vho's Covered All seniors and people with disabilities who Less than half Of seniors and people with 

lack drug coverage today would gain disabilities who lack drug coverage today would 
coverage under this plan. join the plan. 

"Ofthose who purchase Part B but do not have drug 
coverage. CBO assumes that 46 percent purchase a 
qualified drug plan." [Congressional Budget Office 
analysis of H.R. 4680, 6/28/00] 

Does the Plan Yes. All Medicare beneficiaries would have No. Assumes private insurers will volunteer to offer 
Provide an the option of a reliable benefit, including coverage and collect premiums, which the insurance 
Affordable, those in rural and underserved arcas. Seniors industry itself says won't work: 
Workable with retiree health coverage could keep it. 
Prescription "Private. stand-alone prescription drug coverage will not 

Drug Benefit The proposal" ... sets tire nation on exactly the 
correct course to guarantee that Medicare will 

work. To pass legislation to provide access >to such 
coverage would constitute an empty promise to Medicare 

continue to provide first-class medical care. " beneficiaries." [The Blue Cross / Blue Shield 
[National Council of Senior Citizens, 5/10/00] Association Letter to Senator Roth, 4/24/00] In addition, 

HIAA says that coverage anticipated by the 
"We applaud the President's strong leadership on Republican proposal is "virtually impossible for 
this issue. His proposed prescription drug benefit insurers to offer to seniors at an affordable 
is voluntary, affordable. and covers all seniors 
through the Medicare program. " Martha McSteen, 

premium." [HIAA Release, 6/13/00] 

National Committee to Preserve Social SecuritY 
and Medicare [6/29/00] 

"HR 4680 ... provides no assurance to a Medicare 
beneficiary that her prescription drug needs will be met. " 

"The President's plan will provide consistency 
[Consortium for Citizens with Disabilities, 6/27/00] 

and stability in premiums regardless ofregion, 
and predictability in terms ofcoverage. " [Older 
Women's League, 6/29/00] 

"This legislation would not guarantee universal and 
affordable access to seniors (and is) at odds with the ... 
prinCiples ofany meaningful prescription drug bill. " 
[Leadership Council of Aging Organizations 6/2 IIOO] 

What Do ! No deductible, 50 percent coinsurance up to Benefits would vary from plan to plan. "Standard" 
You Get • $5,000 in costs when phased in. Out-of­ option has a deductible of$250, a 50 percent 

pocket spending limited to $4,000 copayment up to $2,100 in costs. Out-of-pocket 
spending limited to $6,000 

How Much Does $26 per month in 2003 for all participants Premiums would vary from plan to plan. 
it Cost Average of $39 in 2003 - 50 percent higher than the 

President's plan. 
What is the Value of coverage in 2003: $835 Value of coverage in 2003: $670 
Value of Seniors would pay more 50 percent more for a 
Coverage benefit that is 20 percent less valuable. 
Do Seniors Have Plans: Yes. In fee-for-service, managed Plans: Yes, but only if private insurers participate 
Choice care, or retiree plans if eligible 

Drugs: Yes. Doctor-prescribed drugs are Drugs: No. Beneficiaries would only be able to 
guaranteed without going through insurer or access certain drugs through an appeals process 
managed care plan 
Pharmacies: Yes. All local, qualified Pharmacies: No. Insurers could restrict 
pharmacies would be accessible participating pharmacies 

Start-Date 2002 2003 
Takes Medicare Yes. No. 
Off-Budget, 

...proves 
Ivency & 

JI!Ifficiency 
Who Supports Virtually all major representatives of seniors Drug companies and their allies 

and people with disabilities 



CONGRES'SICINAL. BUPGET 0FflCE . o..n l. Crippen
) u.s. CXlNGREss Director 
. WASHINGTON. DC 20515 

June 28. 2000 

Honorable Bill Archer 

Chairman 

Committee on Ways and Means 

U.S. House of Representaoves 


. W.ashingwn. DC 20510 


Dear Mr. Chainnan: 

The Congressional Budget Office has prepared the enclosed cost estimate for 
H.R. 4680. the Medicare Rx :!OOO Act. as ordered reponed by the House 
Committee on Ways and M,:ans on June 21. 2000, with a Manager's 
Amendment provided on June 28, 2000. 

If you wish ·further details OD this estimate, we will be pleased to provide 
them. The CBO staff contal:t is Tom Bradley. who can be reached at 
226-9010. 

Sincerely) 

Enclosure 

cc: 

\ 
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 CONGRESSIONAL BUDGET OFFICE 

COST ESTIl\1'A TE 

June 28. 2000 

:H..R. 4680 
Medi·~e Rx 2000 Act 

As ordered reponed by the House Comminee on Ways and Means on June 21. 2000. with 
a Manager's Amendment provided on June 28. 2000 

SUMMARY 

The Medicare Rx 2000 Act would: 

• 	 Establish a prescription drug b!Defi[ for Medicare enrollees and a subsidy program 
for certain low-income partici,Fanrs: 

.. 	 Establish anew Medicare Bene:j[S Administration (MBA) to oversee the prescription 
drug benefit and the Medicarc-t-Choice program. and to administer the low-income 
subsidy program; 

• 	 Establish a disease managemeut demonstration project: 

• 	 Modify Medicare's coverage and appeals process: 

.. 	 Adjust payment rates for Medi::are+Choice plans; and . 

• 	 Ex.pand coverage of CCltain inj!ctable and infusable drugs under Medicare Pan B. 

The Manager's Amendment would permit the Medicare Benefits Administrator to add 
coverage of drugs otherwise exCluded. cap participation in the disease management project 
at 30,000, and exceed the deadline for Medicare+Choice plans to announce Whether they will 
participate in the program in 200 I. The amendment also contains several technical 
corrections. 

H.R. 4680 would affect both direct spending and revenues; therefore. pay-as-you go 
procedures would apply. CBO estimates rhat enacting the bill would increase direct 
spending by $0.4 billion in 2001, by $40 billion over the 2001-2005 period. and by 
$159 billion over the 2001-2010 peri.:>d. The prescription drug benefit and [he changes in 



coverage and payment rates for medkal benefits for Medicare enrollees account for nearly'" 
, all of those increases in direct spending. We estimate that on-budget revenues and off- . 
budget revenues would each decline b:/less than $50 million a year from 2003 through 2010. 
The bill also would lead to an incre,LSe in the market price of prescription drugs. which 
would result in: 

• 	 Slight increases in direct spend 109 for Medicaid and health benefits for retired federal 
employees, 

• 	 Slight increa.ses in discretiomry spending for health programs of several federal 
agencies, and 

• 	 A .small decrease in federal tax revenues. 

Each of those effects would be less tban $50 million in most years. 
, 	 . . . 

Subject to appropriation of the necessary amounts, CBO estimates tha[ arlm:inistering the 
prescription drug benefit and modifyiJig the coverage and appeals process would cost 
$0.2 billion in 2001 and $6.5 billion (lVer the 2001-20~O period. 

The bill contains a nwnber of preemptions of state law that would be intergovernmental 
mandateS as defined in the Unfunded Mandates Refonn Act (UMRA). CBO cannot ~stimate 
the costs of apreemption of state ta):ing authoril}' because of uncertainties about market 
changes. The ocher preemptions in tr:e bill would impose no costs on state, local. or tribal 
governmentS.. Other provisions in [he bill.would result in ne[ savings to state and local 
governments of apprOXimately $3 bill! on over the 2001-2005 period and S 19 billion over the 
2001-201 0 period . 

. The bill contains a private-sector mandate on medigap insurers that would bar them 'from 
providing coverage ofprescription dnlg ex.penses for certain individuals. butCBO e~timates 
that its COSt would not exceed the threshold specified in UMRA (Sl09 million in 2000 •. 
. adjusted annually for inflation). . 

ESTIMATED COST TO THE FEUERAL GOVERNMENT 

The estimated budgetary impact of H.R. 4680 is shown in Table 1.. The bill would affect 

mandatory spending in budget functiuns 550 (health) and 570 (Medicare) and would add to 


discretionary spending by all federal agencies for employee health benefits. It also would 

reduce federal revenues by a small amount. The bill would have no effec[oD outlays or 

revenues in 2000 .. 
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BASIS OF ESTlMA TE 

PreScription Drug Benefits 

H.R. 4680 would create 8 voluntary outpatient prescription drug benefit under a new P3It D 
of the Medicare program. CBO estioates that the Part D provisions would increase direct 
spending by $35 billion over the 2001-2005 period and by $142 billion from 2001 through 
2010. Of that 100year total. 581 billion represents outlays for federal reinsurance payments 
[0 plans offering qualified prescription drug coverage and $92 billion is forspending by 
Medicare for the low-income subsidy program. Those COSts would be partially offser by 
$31 billion in net federal Medicaid sa\'ings associated with the new drug program. because 
part D would replace Medicaid coverage for some individuals. (States would also accrue 
additional net Medicaid savings totaling $3 billion through 2005 and about $19 billion over 
the 2001-2010 period.) 

CBO estimates that the cost associatee with administering the new Pan D benefit and other 
related activities, subject to the apf'ropriation of the ~ecessary amounts. would total 
$2 billion over the 2001·2005 period ctnd more than $5 billion over the 2001-2010 period. 

Two other provisions, which would modify Part B coverage ofcertain drugs and biologicals 
and create a disease management demonstration project, would add almost $2 billion over· 
the lO-year period. . 

Coverage of the Part D Program. H.R. 4680 would provide federal reinsurance payments 
to entities offering qualified prescripri'ln drug coverage to Medicare beneficiaries. Eligible 
entities would include sponsors of :?rescription drug plans (PDPs). Medicare+Choice 
organizations. and qualified retiree pr~ icription drug plans-all ofwhich would 'have to ofier 
qualified drug coverage and comply with otherrequiremen[S under Part D. Either the 
specified srandard coverage or a benefit design that is at least actuarially equivalent to 
standard coverage would meet the bilJ's requirements. Such qualified coverage also would 
have to include access to negotiated prescription drug prices for all of a beneficiary's 
purchases of covered drugs. ' 

The bill defines standard coverage for :!OO3 as a $250 deductible; 50 percent coinsuranCo-or 
an actuarially equivalent cost-sharing rate-on the next 52.1 00 in total drug spending to reach 
an "initial coverage limit" of $1.050, and an annual limit on out-oi-pocket spending of 
$6,000 (seeTable 2). Qualified standurd coverage would make the beneficiary responsible 
for paying 100 percent of drug cos:s for all drug spending above the S1,050 benefit 
maximum but below the $6,OOOour.of~pocke( limit. In other words. in 2003 a .beneficiary 
would begin to pay 100 percent of dOlgcostS after annual drug spending e~ceeded $2.350 
until a tow of $7.050 was spent in thal year. After annual drug spending exceeded $7.050, 
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me beneficiary would pay no more f(lf chugs and the plan would pay 100 percent of any 
additional drug spending in chat year. lne dollar amounts for the deductible, initial coverage 
limit, and out-of-pocket limit would be updated annually by the percentage increase in 
average per capita expenditures for covered outpatient drugs for Medicare beneficiaries. 

TABLE 2. SCHEDULJE: OF BENEFICIARY'; OUT-OF-POCKET SPENDING FOR IP'RESCl!UP110N 
DRUGS IN 2003 

Percentage Paid Annua.l Out-or-Pocket Sm-nding bv the BeneficillN' 
Total Annual Spending by Beneficiary Spending in the InteJ'Val Cumulative Spending 

so to 250 100 pcrc:enl S 250 S 250 
$ 250.01 to 2.350 SO pert:en! 1,050 1,300 
$ 2,350.0110 7.050 lOOpefCent 4,700 6,000 

Above S 7,050 . 0 percenl o 6,000 

Alternative coverage designs would qlJalify under Pan 0 as long as: 

• 	 The actuarial value of total covf·rage is at least equal to the actuarial value of standard 
coverage, 

• 	 The unsubsidized value of cov.:rage (after receiving federal reinsurance payments) 
is a[ least acruarially equivaleJL to the unsubsidized value of standard coverage, 

• 	 The benefit design provides for payments by the plan under the initial coverage limit 
to be at least actuarially equiva.ent to me amount paid under standard coverage, and 

, ­

• 	 The limit on out-of-pocket sperding is the same as the limit required for the standard 
package for beneficiaries whose drug spending equals at least $2,350.(in 2003). 

H.R. 4680 also would allow third parlies (such as Medicaid or employer-sponsored heaJch 
insurance) to pay a beneficiary's c05t-)haring obligation below the out-of-pocket limit and 
would require that the plan count tho~e mird-party contributions toward the beneficiary's 
out-of-pocket contributions. 

The bill would require sponsors of qUdifying plans to cover prescription drugs, insulin, and 
biologicals but would prohibit coverage for a specific list of drugs, such as hair growth 
products. Drugs currently covered u ,der Medicare Parts A and B would continue to be 
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products. Drugs currently covered under Medicare Pans A and B would continue to be"" ".: 
covered under current law rules. 

Qualifying POPs would assume full financial risk for costs not subject to federal reinsurance 

. subsidies but would be pennitted to I)btain insurance to cover that risk. The bill would 

pennit insurers to coordinate with other entities to manage the phannacy benefit. CBO 

assumes that most insurers would administer the benefit through phannacy benefit 

management (PBM) companies, 


Ad'ministration and Oversight. The bill would create a new agency in the Department of . 

Health and Human Services caJled the Medicare Benefits Administration (MBA) to 

administer the new Pan D drug benefit, the low-income subsidy program. and the 

Medicare+Choice program. The plan oversight !unction cUlTendy within the Health Care 

Financing Administration CHeFA) would be consolidated wirhin the new agency. Premiums 

set by plans would be subject to rate review and negotiation with the Administrator of the . 

MBA. 


H.R. 4680 would require thal each Part B beneficiary have access to at least two qualifying 

plans, at Least one of which is a PDi'. The MBA could provide financial incentives to 


existing sponsors to ensure the availa::,ility of two plans. If two plans'are not available in an 

area, the MBA would be required to offer a qualifying presCription drug plan. The MBA 

could establish such a plan on a regional or nationwide basis. CBO assumes that the MBA 

would offer coverage through its own plan only to beneficiaries who do not have a choice 

of two qualifying private plans .. 


Federal Payments Cor Reinsurance. Sponsors ofPDPs, Medicare + Choice organizations. 

and qualified retiree prescripdon drug plans who offer qualified drug coverage would be . 


.. 	 eligible for federal reinsurance payments. Those federal payments would be based on the 

lesser of the drug costs per enrollee paid by the plan or the amoun[ that would have been 

paid by theplari if the coverage offered was standard coverage. Such payments by the plans 

would,be considered "allowable drug costs" tor the federal reinsurance subsidy. In 2003. 

the reinsurance schedule for each enrollee would be: . 


• 30% of aUowable drug costs fc·r total drug spending between $1,251 and $1,350: 

• 50% of allowable drug costs fClr total drug spending between $1,351 andSl,450; 

• 70% of allowable drug costs ((If total drug spending between $1',451 and $1,550; . . 	 , 

• 90% of allowable drug costs fc.r total drug spending between Sl.551 and $2,350, 
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• 90% of allowable drug cOStS fc r total drug spending ,exceeding $7.050. 

The bill also would require the MBA to) adjust the subsidy paymentS so that the [otal of such 
subsidy payments for each year is equal to 35 percent of covered outpatient drug payments 
made by plans based on standard coverage. CBO assumes i~ would take at least one year to 
calculate the amounr of the adjusunem, so those adjustments would be made with a two-year 
lag. 

Plans would charge beneficiaries a premium to cover drug spending that is not subsidized ; 
by the federal government plus the p:.an's cost of administering the benefit and the plano~ t1 Cf 
profit. CBO estimates that plans would charge beneficiaries an annual premium that would J'0 
average $470 in 2003 and would grovl to $809 in 2010. ~ 

Enrollment. All Medicare beneficiaries would have a one-time chance to purchase qualified 
drug coverage from me sponsor of a qualifying plan when they flISt become eligible for 
Medicare and during a six-month operl enrollment period starting in 2003. During that time, 
insurers would not be allowed to undt:rwrite their premiums or exclude beneficiaries from 
coverage based on pre-existing condLtions, Rather. the plan would have to charge the same 
premium [0 all enrollees in a serv:(:e area who maintain continuous prescription drug 
coverage. (Service area is notdefinl!d.) Continuous prescription drug coverage refers to 
prescription drug coverage offered under aPDP, a Medicare+Choice plan, Medicaid, a group 
health plan, certain Medigap polici(.s, a state phannaceutical assistance program, or a 
program of the Department ofVe[er~lls Affairs. Beneficiaries would be allowed to change 
plans each year. 

Plans could charge a higher premium to enrollees who did not enroll at the flISt opportUnity 
or who let coverage lapse for 63 days or longer, except in a few limited circumstances. 

Medicare+Choice Drug Benefits. H R. 4680 would require that all Medicare+Choice plans 
offering drug benefits meet the qualified prescription drug coverage standards under Part D. 
However, a Medicare-t-Choice plan :ould elect not [0 offer 'prescription drug coverage. 
Medicare+Choice plans that offer qualifying coverage under Part D would be able to charge, 
a separate prescription drug premium and receive federal reinsurance payments. 

CHO's Estimating Assumptions fol' Prescription Drug Benefits 

Participation. CB 0 assumes that Medicare enrollees who have drug cov\!:rage under current 
law that is not federally subsidized w·)uld participate in the benefit to take advantage of rhe 
federal subsidy. Likewise. CBO assumes that beneficiaries who decline Part B-which has 
a 75 percent federal subsidy-would (.Iso decline to participate in the drug benefit. Of those 
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who purchasePanB but do not have :irug coverage, CBO assumes mar46 percent would 
purchaSe'a qualified drug plan. In total, CBO estimates that 8Q,pc;rcenr of beneficiaries ,in ~. 
Pan B (equal to 74,P$rcent of all.Medlcare enrol~s) would participate in the drug benefir p 'J 
'Provided by H.R. 4680. . '\ ~A~ , 

" ,~ 
CBO also expects states to pay the pfl!miums charged by sponsors ofqualified drug plans 

and the cost-sharing obligations of Medicaid beneficiaries who are dually eligible for 

Medicare: and Medicaid benefits. bc.~ause !:hat would shifc some of the costs for drug , 

coverage for those dual-eligibles from the states co Medicare. 


EffectiVeness of PBMs. Under H.R. 4680. PBMs would compete against one another for 

the business of managing (he benefit fc.r sponsors of qualifying prescription drug plans. The 

bill would allow PB Ms to use a broad (ange of current market [ools to manage the pharmacy 

benefits for POPs. though it would irripose certain restrictions on thePBMs' activities. 


PBMs would be allowed to negotiate discounts with pharmacies that,agree to participate in 

theirnerwork:s but would need to guarantee access that is convenient to beneficiaries. ,PBMs 

would also, be allowed to design r!strictive formularies and negotiate rebates from 

manufacrurers of brand-name drugs i:1 exchange for preferred status on the health plan's 

f~nnlliary. However, the 'bill speci:fies that the fonnularies would need [0 cover all 

therapeutic classes, which could dilute some of their negotiating power with manufacrurers. 

As long as cost-sharing requirements under a plan are acruarially equivalent to the standard ' 

plan for spending under the benefir maximum. the bill would allow PBMs to establish 

differential copayment requirements that encourage beneficiaries to select lower-priced' 

oppons. such as generic, preferred formulary. or man-order drugs. 


The appeals process specified under the bill would allow access to off-fonnulary drugs at a 

physician's reque~t when the on-fonnulary drug is considered not as effective as the off­

formulary version for the patient or has significant adverse effects for the enrollee. CBO 

assumes this process would interfer3 with a PBMis ability, ~to negotiate rebares from 


\I manufacturers in certain circumstances. Considering all these factors. eBb estimates that 
1 PBMs would be able to reduce spend: ng by an average of about2S percent from what an 

uninsured retail purchaser would pay under current blw. ' 

Drug Pricing Assumptions and Erfects on Other Federal Purchasers. Enrollees whose 

drug expenses exceed Ihe stop-loss am Junt would no longer be price-conscious. As a.result. 

demand WQul,d grow and prices would increase for some drugs used heavily by Medicare 

enrollees-'particularly rhose with no ·:lose subslinnes. CBO assumes that. afler t;en years, 


r 1~e average p~ice of drugs consumed by the !riedicare population would be 2 percent higher 

~f H.R. 4680'lS enacted. ' . , .' 
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Higher drug prices would also affect spending by other federal programs for prescription 
drugs. Medicaid, the Federal Employc-es Health Benefits (FEHB) program, the Department 
of Defense (000). the Department of Veterans Affairs (VA). rhe Public Health Service 
(PHS). and the U.S. Coast Guard would all be affected. 

CBO estimates that higher drug prices would increase direct spending for Medicaid and for 
annuilallts covered by the FEHB program by less rhan $50 million over the 2001-2005 period 
and by $0.3 billion over the 2oo1·20JO period. Subjec[ to the appropriation of necessary· 
amounts, discretionary spending by fec eral agencies for acti ve workers covered by the FEHB 
program, DO~. VA, PHS, and the U.S. Coast Guard would increase by $0.1 billion over rhe 
2001-2010 period. The net impact ::>ver the same period for active and retired postal 
employees would be negligible.· 

Revenue Impact. As a result of highc~r drug prices. H.R: 4680 would also lead [0 a loss of 
federaJ income and payroll tax revenues by raising the costs of employer-sponsored healrh 
insurance and correspondingly redudng the amount of taXable compensation. CBO 
estimates that the bill would reduce n:venues by less than $50 million over the 2001-2005 
period and by $0.2 biUion from 2001 through 2010. Social Security payrolllaxes, which are 
off-budget. account for-SO.! billion of that 10-year tOtal. 

Low-Income Subsidies 

. A central feature of the bill is the provision of assistance to low-income beneficiaries who 
participate in Medicare Part D. eBO expects the low-income subsidies. including payments 
from the SMI uust fund [0 state Medic lid programs for administrative costs, would increase 
Medicare spending by $23 biHion ovc!r the 2001-2005 period and by $92 billion over the 
2001-2010 period. amounts that slightly exceed me federal reinsurance payments. Because 
Medicaid currently pays for a share of prescription drug costs for about 13 percent of 
Medicare beneficiaries who are dually· eligible for both programs, about a quarter ofthe bill's 
Medicare Pan 0 spending (the federal reinsurance payment anif the low-income subsidies) 
would be offset by a decline in the fed·!ral share of Medicaid spending. The bill also would 
increase Medicaid spending for pres':ription drugs for Some new enrollees and the U.S. 
territories. withhold some funds frorn states. increase other Medicaid benefitS for new 
enrollees. and provide additional Medicaid payments for administration. CBO estimates 
rhose provisions would lead to a decr!ase in net federal Medicaid spending of $11 billion 
over the 2001·2005 period and a decr.!ase of $31 billion over the 2001-:2010 period. 

Medicare spending on low-income ,;ubsidies. Under the bill. Medicare would subsidize· 
spending for premiums and cost sharing under Pari 0 for certain low-income Medicare 
beneficiaries (except those residing in the U.S. tenitories). Subsidies would be 100 percent 
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federally financed. Beneficiaries with incomes below 135 percent,ofthe poverty level and 
with limited assets would receive a p.~emium subsidy equal to the premium for standard 
coverage (or its actuarial equivalent). They would also receive a subsidy for cost sharing 
up to 95 percent of the maxi'mum amountperrnitred under the initial coverage limit(in 2003, 
that would be 95 percent of $1.300, or $1.235). Individuals with incomes between 135 and 
150 percent of the poverty level would receive smaller premium subsidies determined using 
a sliding scale, bm would nO,1 be eligible for subsidies tor cost sharing~ 

Participation in the subsidy program would ~ow over time as beneficiaries become aware 
of and apply for those subsidies, tho'lgh some low-income Medicare beneficiaries who 
would particip'are in Pan 0 and who would be eligible for subsidy assisUUlce would choose 
not [0 participate in the subsidy program. CBO ,expects that about 8 million Medicare 
beneficiaries', or one quaner of the enrollees in Part 0, would receive subsidy assistance by 
2007. Most ot those subsidy recipien(s currently receive full orpartial medical assistance 
under Medicaid. We estimate that Mec.icare payments for low-income subsidies would total 
$23 billion over the 2001-2005 period andS90 billion over the 2001-2010 period. 

The bill would require that state.Medieaid programs perfotm eligibility determinations for 
the subsidies (see below for morede13ll) and would offer states a higher federal match rare 
man the average rate of '50 percent to perform those services. Although the Medicaid 
program would initially incur the costs I)tadministration. Medicare's Supplementary'Medical 
Insurance (SMI) Trust Fund would ulLimateLy transfer funds to Medicaid [0 cover some of 
Medicaid'li new administrative costs. CBOestimates that Medicare spending for those 
administrative costS would total $0.2 billion over. the 2001-2005 period and $1.4 billion over 
the 2001-20 I 0 period.· . 

ChangesJn Medicaid drug spendinl~.. In 2007 •. aboiJt 5.5 million low-income Medicare 

beneficiaries arc: expected to pe· eligible, for full benefits under Medicaid. which covers 

prescription drugs for most beneficiaril!s. Under the bill, the Medicare Pan D benefit would 

become the primary payor for prescription drugs for those beneficiaries. Cost-sharing 

assistance· provided by Medicare to full dual-eligibles under '135 percent of poverty also 

would replace Medicaid assistance. Thus. savings would accrue.to the Medicaid.program. 

and would be shared with the stateS at me regular federal' match rate (57 percent. on 

average). Mc:dicaidwould continue to ?ay for prescription'drug spending not covered by the 


. new Part D·.benefit and for some co::t-sharing subsidies, including spending in the gap 

between the initial coverage limit and the annual out-ot-pocket limit. ' 

tso anticipates that sUlle Medicaid programs would pay premiums and cost-sharing 
amounts for fuJI dual-eligibles who an~ not eligible for subsidy assistance to enroll tllem in 
the new drug benefit program. The hil. would nor allow full dual-eligibles over 135 percent 
of poverty access to Part D subsidy assistance (except for some dual-eligibles under ISO 
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.~'-;=Of:~:tty who might be eligible for premium subsidies). Those benefiCiaries~~~:f2.~';;:'li'l 
be worse off under the new drugbene:l[ than under CWTent law if Medicaid did not pay for 
prescription drug spending beyond the scope oithe Pan D benefit. Although the bill is silent 
on the question of wheCher states would be permitted to enroll and subsidize dual-eligibles 
above the subsidy thresholds. CBO as:;umes that they would be allowed to do so and would 
be reimbursed at the regular federal m arch rate for Medicaid. 

Medicaid's savings would be partially offset by new drug spending. Because CBOexpects 
that the new drug program would incr~ase participation ofiun dual-eligibles in me Medicaid 
program. Medicaid would be required 10 pay for their prescription drug spending not covered 
by the Part D benefit or Medicare sub!iidies. Finally. federal Medicaid spending in the U.S. 
territories would increase by addi[iond amounts provided in the bill for prescription drug 
assistance [o'low-income Medicare bc!neficiaries. CBO estimates that net federal Medicaid 
spending for prescription drugs would decline by $10 billion over the 2001-2005 period and 
by $39 billion over the 2001-2010 period. 

Reduction in federal payments to states. The bill would reduce federal Medicaid 
payments [0 states on a quarterly basis in each fiscal year through 2006. The amount of me 
reduction would be based on the am01Jnt of low-income subsidies that Part D of Medicare 
would pay for dually-eligible beoefici uies in each state. It would equal the product of that 
amounr, £he state's l\1edicaid matchbg ra[e. and a percentage that would decline from 80 
percent in 2003 to 20 percent in 2006. 

CBO anticipates that the reduction wc·uld be difficult to administer because it is likely that 
Slales would demand thal the fedeul government documenr its spending on subsidy 
payments before withholding funds. CBO's estimate therefore assumes a six.-month lag 

.. between the lime that low-income subsidies are paid and the time that any reductions in.· 
federal Medicaid payments arc made. CBO also anticipates that potential conflicts between 
stares and the federal government oveI the amount of the Withholding could result in HCFA 
miling less than the full amount. of the reduction specified in the bill. Overall. CBO 
estimates that those reductions would lower federal Medicaid outlays by 53 billion over me 
2001-2005 period and by $4 billion over the 2001-2010 period. 

Impact on other Medicaid benefits .. In addition [0 its regular benefits. Medicaid pays for 
:some or all of the premiums and out-of-pocket ex.penses incurred by certain Medieare . 
beneficiaries with low incomes and lintired resources. Medicaid covers Medicare premiums 
and COSt sharing for beneficiaries wi:h incomes below the poverty level, and the Part B 
premium for beneficiaries with incom::s between 100 and 120 percent of the poverty level. 
However. many of [he Medicare bene:iciaries who are eligible for this Medicaid assistance 
are not enrolled in Medicaid; some mly nor be aware of their eligibility. while others may 
prefer to avoid the hassle of Medicaid's enrollment process and pay Medicare cost sharing 
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program and may choose nol' [0 parti:ipate. 

CBO believes lhat the attractiveness ofassistancefor a prescription drug benefit woUld boost 
the number oflow-income Medicare b!neficiaries enrolled. in Medicaid by about 1.5 million 
by 2006 (a 20 percent increase). lhe bill would require state M.edicaid programs to 
d~teImine the eligibility of Medicare beneficiaries for the low-income subsidies under Part 
Dof Medicare. Some beneficiaries. while applying for those subsidies in a local Medicaid 
office. would learn that they are eligible for additional assistance under Medicaid and would 
enroll. CBO estimates that provision would increase federal Medicaid spending by 
$2 billion over the 2001-2005 period and by S10 billion over the 2001-2010 period. 

Administrative Costs for Medicaid. The bill would affect Medicaid spending for 

. administrative costs in a number of wClys. As noted above. state Medicaid programs would 

be required [0 de[ermine the eligibility of Medicare beneficiaries for low-income subsidies 

under Parr D. The federal Medicaid matching rate for costs related (0 those determinations 

would rise from 60 percent in 2003 ro 100 percent after 2006. (The current match rate for 

most administtative costs is SO percen~..) CBOassumes that states would reclassify some of 

their regular administrative expenses 2$ Pan Dadministrative costs to take advantage of the 


. higher mal:Ch rate. As noted above, Medicare (SMI) would transfer funds to Medicaid [0 . 

cover the portion of Medicaid's admi:listrative costs reimbursed above the regular federal 
match rate. 

The bill would also· necessitate increased spending on administrarionas more low-income 
Medicare beneficiaries enroll in Medicaid, but would yield savings as states would have 
reduced responsibility for handling Frescription drug,c1aims for full.;.dualeligibles. CBO 
estimates that net federal Medicaid omlays for administration would increase by SO.7 billion 
over the 2001·2005 period and S1.6 billion over the 2001-2010 period. 

. Disease Management Project 

H.R. 4680 would direct the Administr2.lorof the MBA to conduct a three-year demonstration 
project to evaluate the impact ofdi~:ease management services on the costs and health 
outcomes of Medicare Part B benefi.:iaries with certain illnesses. Eligible beneficiaries 
would have to have advanced-stage c:ongestive'bean failure, diabetes. or coronary hean 
disease and would be required [0 secure the approval of· their physicians in order to 
participate. 

Participan[s would be entitled· to additional prescription drug benefits paid through the 
enrolling disease management organ:zation (DMO). More specifically, the organization 
would pay for Cl beneficiary's premium, deductible. and cost-sharing under PartD plus any 
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amounts not covered by the plan because of the initial coverage limit. The organization 
would pay for all prescription drug cO~.ts for participants who are not enrolled under Part D. 
CBO expects that offering such highly desirable drug benefits would create strong demand 
for disease managemeur services amOJg chronically ill beneficiaries. 

Given the nature of the contractual agn:emems outlined in the bill. however. whether disease 
management organizations would enrl!r into contractS under those conditions is uncertain. 
Much of [hat uncenainty involves thl! inrerpretation of how the fee would be negotiated 
between DMOs and the Adminisrrator. The bill would require that the fee paid to DMOs be 
negotiated in a manner that would g'larantee a Unet reduction in expendirures under the 
Medicare program" for participating beneficiaries. However. accurately estimating the 
benchmark spending against which rhc savings or Costs would be measured would be 
exU'emely difficult. particularlybecause the bill would delay the implementation ofimproved 
risk adjustment factors. As a result, CBO believes that there is no assurance ma[ the 
demonstration project could be implemented so as to reduce Medicare expenditures and that 
on the con~. i[ would increac;e costs to the Medicare program oveiaIl. 

Moreover. lhe oxtent to which DMO:; would be willing to be participate in the project is 
unclear. cao assumes that it is unlikely that DMOs wQuld assume full risk for any 
additional costs associated with the e;:panded drug benefit unless those COStS are reflected 
in the negotiated fee. Under the bU, DMOs are not directly provided any gatekeeper 

. authority to control access toorreimbllrs~ment for benefits under PartS A. B. or D. IfDMOs 
must guarantee a "net reduction in expenchtures under me Medicare program." with those 

, expenditures defined to include addiuonal premium and cost-sharing assistance paid under 
c~the project. CBO assumes that all DMOs would decline to participate. However, if those 
drug benefit payments are included in the negotiated fee, eBO assumes DMOs would enter 
inco those agreements. 

Without any legislative restrictions on the number ofqualifying beneficiaries allowed to join 
the demonstration project, CDO would assume that up to 300,QOO of them would enroll, if 
DMOs decided (0 participate and offc:r those benefits. Assuming an equal probability that 
regulations implementing the project would include or exclude payments for drug benefits 
from the negotiated fee, eBO estima':cs that such enrollment in the demonstration project 
would increase federal spending by about S1.1 billion over the 2001w200S period. However, 
because the Manager's Amendment t( the bill would limit participation (030.000 enrollees, 
CBO estimates that the demonstrati::m project would increase net federal spending by 
$0.3 billion over 2001-2005 period and by SO.4 billion over the 2001 w 2010 period. 
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Medicare Coverage and AppeaJsProcess 
... . 

H.R. 4680 would modify the cunen: appeals process for the Medicare fee~for-service 
program to make it similar (0 the appeals process under the Medicare+Choice program. The 
bill would allow Medicare beneficiar~es (he right to an initial determination of coverage 
before services are provided. The biU would provide forex[enW contractors [0 

independently handle reconsiderations for denied services. impose time limits for the appeals 
processes, provide rules for the revielJ' of local and national coverage decisions. authorize 
continuing education for reviewers and adjudicators. 'limit beneficiaries' liability. and 
eliminate the Secretary's ability [0 :>verturn or modify the decisions of the Provider 
Reimbursement Review'Board with regard to appeals by Part A provjde~; CBO estimates 
those provisions would increase clireCI spending by abom $50 million in 2001. SO.7 billion 
between 2001 and 2005. and $3 billion fro~ 2001 through 2010~ Assuming appropriation 
of the necessary amounts, CBO assumes thal the appeals and coverage provisions would 
increase discretionary spending by S44 niillion in 2001 and by $1.1 billion over the 
2001-2010 period. 

Medicare+Choice Reforms 

Under current law, payment,rates for Medicare+Choice plans are defined according to plan 
members' county ofresidence. and are then adjusted for each beneficiary's demographic and 
risk characterisucs. The geographic payment rates are the highest of three different rates: 

, a minimum floor rate; a blend of the county-specific rates existing before the Balanced 
Budget Act of 1997 and the~national averagerare,adjustedJor.:local:costs; 'or the previous 
year's rate increased by 2 percent. The floor and county-specific rates are updated each 
calendar year by the expected rare of increase in per-capita Medicare costs. minus specified 
percentage reductions from that rate (If increase over [he 1998-2002 period. The updated 
county rates are used to calculate a new national average and hence the new blended rates. 
The share of the national average rate in the: blend will increa$e until reaching 50 percent 
local and 50 percent national rates ~ome time after 2002. Finally. a "budget neutrality 
adjusonent" is applied to the blended rates to ensure that the expected Medicare+Choice 
paymentS are the same as if all payments were completely J:,ased on local rates. That 
adjustment may either increase or lowf:r the counties' rates depending upon interactions wilh 
other factors in the payment system. 

The bill would eliminate the reduction~ from the national per capita growth rate for 2001 and 
2002. In 2002, the bill would increa:;e the floor payment rate from an estimated $432 [0 

$450 and would allow plans [0 choos,~ to be paid a 50:50 blend of local and national rates 
beginning in 2002. Between 2002 and 2005. the bill would establish a minimum update of 
2.5 percent instead of 2 percent for C(lunties served by one or fewer plans. The bill would 
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eliminate the budget neutrality adjuslment beginning in 2003. and in 2004; w.ould allow 
plans to negotiate a rate of payment \{ith HCFA regardless of the county-specific rate, as 
long as the negotiated rate does not ex(:eed the national a~erag~ per-capita C~S[ and does not 
increase more than the expected rate of increase for pnvate msurance. WDns the cost of 
prescription drugs. Finally. the bill would phase in implementati~n of im~roved meth~s 
of adjusting payments to reflect differences in health stams, WIth full lmpiementalJon 
delayed until 2013. cao estimates that those prOVisions would increase Medicare outlays 
by $4 billion over the 2001-2005 peri.)d and by $13 billion over the 2001-2010 period. 

Coverage of Drugs and Biologicals lmder Part B 

The bill would expand the Part B outpatient drug benefit to include coverage of certain drug 
products that are not usually self-admtnistered by the patient but are administered incident 
to a physician's service. cao estima[,~s that this provision would increase federal spending 
by SO.7 billion over the 2001-2005 pc:riod and by $1.3 billion over the 2001-2010 period. 

SPENDING SUBJECT TO APPROrRIATION 

The bill would establish the Medicare. Benefits Ad~nistration [0 oversee the prescription 
drug benefit and to assume certain responsibilities of the Health Care Financing 
Administration. Subject [0 appropriarion of rhe necessary amounts, CBO estimates those 
activities would increase federal spenjing by SO.2 billion in 2001 and by $5.4 billion over 
the 200 l-2005 period. With the administrative costs of the coverage and appeals provision 
and the effect on federal purchasers 0 f higher prices for prescription drugs (both described 
above), CBO estimates lhat enacting !-l.R. 4680 would increase discretionary spending by 
a toral of $6.6 billion over the lO-y(;ar period. assuming appropriation of the necessary 
amountS. 

PAY-AS·YOU-GO CONSIDERATIONS 

The Balanced Budget and Emergency Deficir Control Act sets up pay-as-you-go procedures 
for legislation affecting direct spending or receipts. The net changes in outlays and 
governmental receipts that are subjt:ct to pay·as-you-go procedures are shown in the 
following table. For the purposes of .:niorcing pay-as-you-go procedures. only the effects 
in the current year, the budget year. 31d the succeeding four years are counted. 
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By FiSCllJ Ycu. in Millions of DoJlat'S 
2000 2001 2J02 2003 2004 2005 2006 2007 2008 2009 2010 

Changes in oUllays o 390 1.550 9.180 12.800 15.960 18.360 21.080 23.180 26.450 29.440 ' 
Changes in receipLS o 0 O' -2 -5 ..'10 -10 -IS -20 -25 -JS 

. ESTIMATED IMPACT ON STATIC, LOCAL, AND TRIBAL GOVERNMENTS 

Mandates 

The bill· would prohibit states from i;nposing premium taxes on prescription drug plans 
(POPs). This prohibition would be 3:1 intergovernmental mandate as defined in tiMRA. 
Participation in PDPs could resul[in a shift of premium payments away from taXable plans. 
Such a shift. in combination wirh the p:eemption ofstate taxing authority for the new plans. 
wouid result in a loss of tax revenues 1(' scates. CBO cannot estimate the magnitude of those 
losses because we have no basis for pr~dicting the size of such shifts or the degreero which 
such plans would have been r.axable it. the absence of the preemption. 

The biU includes 3 number of preemptions that would be intergovernmental mandates as 
defined by UMRA t but those preemplions would impose no costs on state. local. or tribal 
governments, Among the preemptions are protections from civil or criminal liability for 
cenain federal contractors, waivers ofsultclicensing:requiremencs.,andpreemptioD of,laws 
establishing minimum coverage requi:'ements, 

Other Impacts 

CBO estimates that the bill would redllce stare Medicaid spending by about $3 billion over 
the 2001-2005 period and by $19 bill:on over the 2001-2010 period. A number offectors 
would contribute [0 that reduction. ~:tate Medicaid programs wouldbenefi[ as coverage 
responsibility for dual·eligibles shifts 1romMedicaid [0 POPs for prescription drug coverage 
and [0 Medicare for cost-sharing subsidies. However. some savings would be offset by 
prescription drug spending for new erIollees who are fully eligible for both Medicare and 
Medicaid. As a result cao estimates chat net state spending for'prescription drug coverage 
would decline by $8 billion over the 2001-2005 period. On the other hand, the federal 
government would withhold funds from states' quarterly reimbursements for Medicaid. 
reducing SLale revenues by S3 bHHon over. the same period. Additionally. increased 
Medicaid enrollment and other changes are. expected to increase state spending by 
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$1.6 billion over the 2001-200S period. 

As a condition of approval for rheir Medicaid plans, states would be required to determine 
whether an individual would be eligible for premium and cost-sharing assistance under 
Medicare and would be required to transmit that infonuation to the MBA. However. states 
have the a~ility to alter their programmatic and financial responsibilities for Medicaid to 
accommodate this additional delermination requirement; consequently. this requirement 
would not be an intergovenunental m,lndate as defined in UMRA. Additional costs would 
total approximately SO.3 billion over the 2001-2005 period. Costs would decrease over time 
becau:)e the matching rate from the federal government would increase annually until 2007 
when it would reach 100 percent 

. State and local governments chat provide health insurance to rheir employees or retired 
employees may benefit from federal [einsurance payments provided for in the bill. They 
may al[er their current prescription dr19 plans to qualify for reinsurance payments or they 
may contract with outside POPs that qllalify. In either case, those governments could realize 
savings in the costs of their health plHns. Because CBO cannot predict how states would 
restructure [he prescription drug component of their health plans, we cannot estimate the 
amoum of such savings. 

ESTIMATED IMPACT ON THE PRIVATE SECTOR 

The bill contains a private-sector mar date on medigap insurers that would bar them from 
providing coverage of prescription drug expenses for certain individuals, but CBa estimates 
that its cost would not exceed the th-eshold specified in UMRA (S109 million in 2000, 
adjusted annually for inflation). 

PREVIOUS eRO ESTIMATE 

On June 21, 2000. CBa prociuced a preliminary analysis of H.R. 4680, as modified in 
discussions with staff_ That analysis 'Xlncluded the bill would increase direct spending by 
$38.6 billion over the 2001-200S period and by SlSSbillion over the 2001·2010 period. The 
curreO[ estimate is Sl.4 billion higher :lver the first five years and,$4 billion higher over the 
lO~year period. Two revisions in the committee-approved bill-rhe addition of the disease 
management project, and an increase in the updates to raCes paid to Medicare+Choice plans 
in 2001 and 2oo2-increased the estit.late by $1.5 billion for the 2001-2005 period and by 
$3.4 billion for the 2001-2010 period. The remaining differences are due to numerous 
refinemen[S of estimating assumption) and to differences between specifications discussed 
with staff and the legislative language in the reported bill and subsequently modified by the 
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Manager's Amendment dated June 28. 2000~ 

This estimate. includes one significa(1t change in the display of [he estimated cost of 
administering the low-income subsidy. The previous estimate combined the transfer from 
SMI to Medicaid for administering the low-income subsidy and the administrative spending 
that is funded through Medicaid. The cl.lm:ntestimate displays those components separately. 

The estimated impact on revenues if unchanged. The estimate of spending subject to 
appropriati()n was incomplete in the previous analysis. 

'ESTIMATE PREPARED BY: 

Federal Costs: Charles Betley. Tom B::adley. Julia Christensen, 1 eanne De Sa, Eric Rollins. 
and Christopher Topoleski (226-9010:1; and Sandra Christensen. Karuna Patel. and Judith 
Wagner (226-2666). 

Impact on State, Local, and Tribal Go~emments: Leo Lex (225-3220) 

Impact on the Private Sector: Bruce Vavricbek (226-2676) 

ESTIMATE APPROVED BY: 

Roben A. Sunshine 

Assistant Director for Budget Analysi) 
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(Republicans in roman; Democrats in italic; Independents underlined) 
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June 27, 2000 . 

Dear Representati~e: 
. .. . 

The need for prescription drug coverage in Medi.care is no longer a question of debate. 
Prescription drugs are as much apart of modern medicine as doctor and hospital services. 
It only stands t~;reason that Medicare should provide such coverage for older and 
disabled Americans, just as employer.;sponsored insurance does for many younger 
Americans. 

In the bills coming before the House this week, each party has taken a different path to 
providing prescription drug coverage in Medicare. While we recognize that there can be 
different approaches to addressing this issue, we also know that a solution that can stand 
the test of time will reqUire true bipartisanship. We therefore urge both sides to begin a 
discussion that will promote the strengths of each propqsal While mhiimizing their 
respective weaknesses. . 

Weare pleased that both the House Republican and Democratic bills include a voluntary 
prescription drug benefit in Medicare - a benefit to which every Medicare beneficiary is 
entitled. Further, both bills provide for a benefit thaI would be available in eitb~r fee-for­
service or managed care settings. And while there are differences, both bills describe the 
core prescription drug benefit in statute. These are important steps and represent real 
progress over the 'past year. 

AARP will continue to measure Medicare prescription drug benefit proposals against our 
prinCiples, including: the need for a benefit that is available to all; provides affordable. 
meaningful and dependable coverage; is workable; and fC?sters high quality health care 
now and in the future. 

Thelegislation being debated and voted this week raises many questions that must be 
addressed. Key aInong these is whether the proposed 5-year (200 1-2005) $40 billion 
federal subsidy that was in,cludedjn the Budget Resolution is adequate both to assure an 
affordable benefit and to create a broad insurance risk: 'pooland stable program.. 
Beginning with the President's proposal last year to provide a prescription drug benefit 
that would cost approximately $40 billion over 5 years, and then again this year in the 
Congressional Budget ResoiudoD, policy makers in both parties have grappled with this 
challfmge. . . 

. I 

601 R Street. NW Washington. DC 20049 (202) 434-2277 www.aarp.org 

Esther "Tess" Ganja. President Horace B. Deets. Executive Director 
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AARP has consistently called for a more adequate federal subsidy for two interrelated 
reasonS: 

., 

1. 	 Affordabilily. Under each proposal beneficiaries generally would be liable for a 50 
percent coinsurance on prescription drugs (in addition to any deductible such as that 
included in the Ways and Means reported bill). Beneficiaries would also be 
responsible for costs above the benefit limit, until reaching a "catastrophic limit" in 
both bills. In addition, they would be SUbject [0 a monthly premium, In the 
Democratic proposal. fue monthly premium is set at $25.00 per month for the first 
year. In the Ways and Means proposal, phins' premiums are estimated to average 
$37.00 per month in the flrst year. 

Both bills protect those with incomes below 135 percent of poveny ($11.300 per 
individual. $15.200 per couple) and partially protect those with iDimes between 135 
percent and 150 percent ofpovelty ($12,500 per individual. $16.9 0 per coupJe). But 
for millions of older persons - middle income Singles and couples the monthly 
premiums. coupled wich the 50 percent ~oinsurance. may prove too high a cost. As a 
result, many beneficiaries may elect not to participate in the benefit. 

. For example, in tl1e case of bach proposals. Mrs. Jones. a single woman living alone 
on a S15,ooo annual income, would pay a 50 percent co1nsurance on all of her 
medicine.'\, th.e mOl1th1y prescription·drug premium. (in addition to the basic Medicare 
Part B premium). the deductible if there is one, and the negotiated price for an 
prescriptions between the benefit limit and·the out.,.of-pocketcap. IfMrs. Jones.has 
very high drug costs she would clearly come.out ahead. However. if she anticipates 
that her drug costs would continue where they are now - arou'nd$SO.OOper month 
($600 per year), and compared this to the cost of a. Medicare benefit - the premium.,. 
coinsurance, and any deductible - she might conclude that the benefit is not 
worthwhile for her. Without enrollees like Mrs. Jones - i.e., beneficiaries with 
modest drug costs - in the risk pool. the benefit could becomc very expensive for 
other enrollees. . 

2. 	 The need for a healthy risk pool. Both Congress and the President .agreed early in tllis 
debate that any plan must be voluntary. The two alternatives Ufe SU1lcrured SO as to 
minimize the tendency toward risk selection, Le., "cherry picking." Yet the success of 
these proposals, as wIth yirtually any proposal, resrs on whether the program is 
attractive enough to beneficiaries to draw a broad risk pool; j.e.• to attract not only 
those who aro sick. but also those who are healthy. To accomplish this, the vast 
majority of beneficiaries must view the benefit package and the amount they will pay 
(in deductibles, coinsurance and premiums) as a "good buy." Without a broad dsk 
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pool the cost for individuals who do sign up wi1l eventually prove unaffordable., 
leading either ·to a cutback in the benefit, or to an even higher federal contribution. 

While preliminary estimates of the percent of beneficiaries who will participate in 
each of these plans have been high. we are concerned that when beneficiaries sit at 
their kitchen tables and a.~sess whether this coverage is agood buy for them, they will 
add'up their premium, 50 percent coinsurance, any deductible, and their likely 
exposure to the "doughnut" between the benefit limit and the out-of-pocket cap. 
Without ahigher ,federal subsidy to reduce the premium and strengthen the benefit it 
is unclear whether beneficiaries with average to low costs will opt to take this 
coverage. 

We are mindful of the importaD.ce of fiscal discipline, which helped get us to the point 
where the federal budget is running surpluses. This fortunate development makes it 
far more possible to adopt a prescription drog benefit in Medicare. But as our healthy 
economy and budget surplus make additional funds available. the inadequacy of the 
$40 billioll five-year·federal subsidy must be addressed. 

Ways and Means Bill 

Beyond the question of the levei of subsidy, the Ways and Means-reported bill raises 
some important questions that must be resolved before we believe our Il,lembers would 
support it. Key among these are: . 

• 	 The language of the bill provides an assurance that ~he Medicare Benefits 
AdJ.njni~trator shall assure that each individual who is enrolled'under part B ... ha.ll . 
available ! ...prescription drug plan." If there is no private entity offering. then the 
bill calls on the Administrator to strocture 3. plan so thac Medicare bears a greater 
share of the risk - in effect making Medicare the ins~r of last resort: Given the . 
dependence on private sector entities (e.g., 'Pharmacy Benefit Managers [PBMs] 
and insurance companies) to offer coverage, wnI these entities agree to share risk 
with Medicare to provide prescription. drug coverage? And, win the dependence 
on private entities result in much higher ,costs to beneficiaries for the same or 
similar benefits? 

• 	 The bill creates a standard benefit paclalge. but also allows for actuarially equiValent 
plans to be offered. Will the benefits be meaningful and dependable - from yeat­
to-year and plan.to-plan, and not be subject to the volatility thai has developed 
in the Medicare managed care market? 

http:importaD.ce
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" 	 The bill authorizes the Administrator to review compliance with the benetit coverage, 
subsidy, and actuarial equivalence requirements est~blished in the bill. Will the. 
Medicare Benefits Administration be given the resources tocnrry out the 
authority to scrutinize drug plans to assure tbat beneficiaries receive the 
reinsurance subsidy and prescription drug discounts outlined In the bill? 

\. 	 .' 

• 	 The bill calls for the creation of a companion agency within HHS to administer {he 
prescription drug benetlt and !:he Medicare+Choice program. How win the creation 
of two 8eparate agencies to administer MedIcare make the operation of the 
program more efficienr? By keeping Medicare within the Department of Health and 
Human Services, the Ways and Means proposal assures that the Administra{ors. as 
well as the Secretary would continue to be accountable [0 Congress for the operation 
of the program. How wiU the Ways and Means proposal ensure seamless 
administration of both traditional f~ewfor~service and private health insurance 
options? 

Democratic Alternative 

The Democratic alternative also raises some important qi.lestions: 

• 	 Beneficiaries will have a montblypremium of .$~.OO in 2003 and a 50 percent 
coinsurance until they reach me benefit cap, As under the Ways and Means bill. they 
must also pay the fun negotiated price of their prescriptions between the benefit cap 
and the stop-loss level ($4000 in the Democratic altertuitive). While the value of the·· 
federal subsidy to beneficiaries is higher than in the Ways and Means bill, will 
beneficiaries find the monthly premium to be affordable enough to enroll in Part 
D'? 

• 	 The bill provides a broad ZOne of "non-interference by the Secretary" of HHS not to 

jnterfere in negotiations between benefit administriltors and manufacturers or 

wholesalers. Will this comprOmise the Secretary's ability to hold down overall 

program cosl~, which will, in turn, drive beneficiary premiums? 


• 	. What level of discount will benet1t administrators be able to negotiate given that 
all prescription drugs are covered regardleSs ot whether the medicine Is included 
In a formulary? 

• 	 Given the current constraints on HCFA resources, will the Administrator of 

HCFA have the necessary resources and flexibility to effectively oversee 

Medicarefee.for-scrvice, Medicare+Choice and the new prescription drug 

plans? 




June 27, 2000 
PageS 

Our members - and yotlr constituents - have sent us a clear message: we need 
prescription drug coverage in Medicare now. AARP is detennined to work with 
Members ofCongress on both sides of the aisle to bring about bipartisan legislation that 
is consistent with our principles. It is on that basis - bipartisanship and consistency with 
our principles - that AARP will deCide which legislation that it will support or oppose. 
AARP urges MemberS of Congress to work together with the President toward . 
'meaningful bipartisan legislation that creates dependabl~ and affordable prescription drug 
coverage for all beneficiaries and strengthens Medicare for the, future. 

Sincerely,. 

Horace It Deets 

• 0 
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4ftFamiliesUSA 

fhe Voice for Health Care Consumers 

FOR lMMJEDlATE RELEASE CONTACT: JOHN FAI!RBANKS 
JUNE 13, 2000 KATHRYN SCHROEDER 

202-628-3030 

FamlUes USA Director Ron PoUack caUs 
Republican Prescription Dru.g Proposal a 'Mirage' 

Slaleme'" by Ron Pollack, Executive Director ofFanaillesUSA, on the prescription 
drug proposal announced today by House Republicans: 

"This proposal has all the attributes of a mirage - it looks inviting from a distance, but 
once you get up close. you realize there's nothing there. 

"The Republicans' 'new' plan does not offer any concrete benefit. Like previous 
versions ofthis proposal, it relies on private insurance companies to offer prescription 
drug-only coverage, something the insurers have already emphatically stated they will not 
do. In fact, the president of the Health Insurance Association ofAmedca has called this 
idea 'an empty promise to America's seniors.' ., 

"Under this proposal. most seniors would have to pay 100 percent of the cost of the 
benefit A widow or widower living on as little as $12,525 a year would not get any help 
with the cost of insurance premiums, even if the insurance companies can be persuaded 
to offer it . 

··What's more. consumers do not know what they'l1 actually get out of this. The . 
Republican proposal leaves the actual benefit undefined. It could be some paltry amount 
~at offers no real help to seniors. Any prescription drug insurance policy with real 
coverage will be priced far out ofreach for most ofour senior citizens. ' 

"What seniors really need is a guaranteed drug benefit in Medicare that covers basic and 
catastrophic drug needs. not a hazy promise ofprivate insurance that evaporates once you 
get close enough to look at it." 

Fam:iliesUSA is the national organization for health care conswners. It is non-profit arid 
non-partisan and advocates for high-quality) affordable health care for all Americans. 
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1334 G Street, NW. Washingtoo. DC 20005 III 202-628-3030 II Fax 202-347-2417 
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GRAHAM PRESCRIPTION DRUG PLAN 


Introduced as "Medicare Outpatient Drug Act of 2000" (S. -2758) on June 20th
,. Sponsors 

include: Senators Graham, Baucus, Bryan, Conrad, Robb, dod Rockefeller, Chafee and Lincoln. 

Offered as amendment to the LaborfHHS appropriations biiI on June 23rd 
• Rejected 44-53, with 

two Republicans, Chafee and Fitzgerald, voting for and one Democrat, Breaux, voting against. 
l 

Provision Graham Bill President's Plan 
Start Date 2003 2002 
Deductible $250 None 
Beneficiary Cost-
Sharing 

, 

50% from $250 up to $3,500 in 
beneficiary costs 

25% from $3,500 up to $4,000 in 
beneficiary costs 

'50% from $0 up to $5,000 in total 
: costs when fully phased in 

, 

Stop-Loss $4,000 in beneficiary costs $4,000 in beneficiary costs 
Premium 
Assistance 

50% premium subsidy; with subsidy 
phased down to 25% for higher income 

50% premium subsidy 

Monthly Premium "$38 (2003)* $25 (2002) 
Administration Medicare contracts with multiple 

PBMs per geograph~c region to 
administer Rx benefit. Part D 
administered by HCFA. 

Medicare contracts with single PBMs 
per geographic region to administer 
Rx benefit. PartD administered by 
HCFA. 

Low-Income 
Subsidies 

Through Medicaid program, full 
premium and cost-sharing assistance 
for beneficiaries up to 135% of poverty 
($11,300). Partial premium assistance 
for those between 135% and 150% 
($12,500). Federal government will 
pay for subsidies below 100% of 
poverty at current federal matching 
percentage. From 100% to 150%, 
federal government will pay for 
subsidies at 100%. 

Through Medicaid program, full 
premium and cost-sharing assistance 
for beneficiaries up to 135% of 
poverty ($11,300). Partial premium 
assistance for those between 135% 
and 150% ($12,500). Federal 
government will pay for subsidies 

, 

below 100% of poverty at current 
federal matching percentage. From 
100% to 150%, federal government 
will pay for subsidies at 100%. 

Cost $53 b /5 yrs, $241 b 110 yrs* $79 b 15 yrs; $253 b /10 yrs 

'" Informal CBO scoring ( 	Jl~{ ,"""''+­~ 
Key differences between Graham's and the President's bill include: 

• 	 The Graham bill includes a deductible, bases cost-sharing on beneficiary out-of-pocket costs 
" {rather than total costs), and has no gap between the benefit cap and stop-loss. 

• 	 MUltiple PBMs would administer the benefit in each geographic region. The President's plan 
uses 6ne PBM per region to maximize purchasing power (multiple PBMs dilute leverage in 
negotiating with manufacturers and pharmacies), similar to private sector practice. 

) 

• 	 ·Premium assistance is income-related. The Graham bill includes a provision that reduces 
premium assistance to beneficiaries from 50% to 25% based on their income. This provision 
was dropped when the Graham bill was offered as an amendment to LaborfHHS. 



EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

WASHINGTON, D.C. 20503 i 

June 28, 2000 
(House) 

STATEMENT OF ADMINISTRATION POLICY 

(THIS STATE.\iENT HAS BEEN COORDINATED BY OMB WITH THE CONCERNED AGENCIES.) 

H.R. 4680 - Medicare Rx 2000 Act 
(Thomas (R) CA and seven cosponsors) 

/ 

The Administration strongly opposes House passage ofH.R. 4680 because its private insurance 
benefit does not meet the President's test of being a meaningful Medicare prescription drug 
benefit that is affordable and accessible for all beneficiaries. H.R. 4680 builds on an unstable 
and unreliable Medigap market, an approach which the insurance industry itself has concluded is 
unworkable. If H.R. 4680 were presented to the President; he would veto it. 

. The President has made passing a voluntary Medicare prescription drug benefit one of his highest 
priorities. His principles for a drug benefit are that it be voluntary; be accessible to all 
beneficiaries; be meaningful; give eligible seniors and people with disabilities bargaining power 
to reduce drug prices; assure access to medically necessary drugs; and be affordable to 
beneficiaries and the Medicare program.. . . 

The President's plan would ensure that Medicare pays. half of all participants' prescription drug 
costs up to $5,000 when fully phased in and that no eligible senior or person with a disability 
pays more than $4,000 out-of-po-cket. In addition, seniors would benefit from price discounts 
negotiated by private phannacy benefit managers. Beneficiaries would have a choice of getting 
coverage through traditional Medicare, managed care, or retiree plans. Those who voluntarily 

. opted for the new benefit would pay a monthly premil,lm of$25 in the first year, and low-income 
seniors would pay no or lower premiums and cost sharing. This coverage would start in 2002 
and is part of the President's overall plan to strengthen and modernize Medicare. 

The Democratic substitute, which the President strongly supports, also provides an affordable, 
meaningful Medicare drug benefit. It, too, covers half of costs up to $5,000 when fully phased 
in, includes a stop-loss of $4,000, and ensures that seniors have a choice of coverage through 
Medicare fee-far-service, managed care or retiree coverage. The President is dismayed that the 
Republican leadership refused to allow a vote on a true Medicare benefit that provides the 

. resources necessary to en~ure that premiums are affordable. 

H.R. 4680 does not meet the President's principles for a meaningful prescription drug benefit. 

Speci fically: 


Private insurance model does not ensure access to a dependable benefit. H.R.4680 
relies on private insurers to offer Medicare beneficiaries a prescription drug benefit. The 
private insurance industry itself has repeatedly stated that they would not participate in 
this flawed plan. Even if they do participate, insurers could not be relied on to provide 



continuous coverage in all areas -- the same problem that we have in Medicare managed 
care today. Under the President's plan and the Democratic substitute, all beneficiaries ­
including those in rural or otherwise underserved areas -- would be guaranteed ·a defiried, 
accessible, reliable Medicare benefit for the same premium. 

Private insurance model would not be affordable to all beneficiaries. Under 
H.R. 4680, Medicare would not provide'a single dollar ofdirect premium assistance for 
middle-class beneficiaries (any senior with income above $12,600). Instead, the plan 
relies on subsidies to insurers, not seniors. Insurers would set premiums. Thus, seniors 
would pay different premiums from plan to plan and place to place. A rural senior would 
be at particular risk of facing excessive premiums since insurers would likely face little 
competition and less incentive to offer affordable coverage. The premium cited by the 
Republican leadership for H.R. 4680 has not been confirmed by the Congressional 
Budget Office or any other independent entity, unlike the President's plan. Even 
accepting the Republicans' claim that the premium would average $37 per month, this 
premium would be over 40 percent higher than the President's plan premium of $25 per 
month. 

Seniors would pay more for less valuable and meaningful coverage. Under H.R. 
4680, seniors and people with disabilities would pay a higher premium for less generous 
coverage. According to an analysis by the Department of Health and Human Services, 
the President's benefit would be 25 percent more valuable in 2003 and 50 percent more 
valuable when fully phased in than that ofR.R. 4680. Moreover, private insurers may 
vary their benefits by setting their own deductibles, copays, and benefit limits within an 
actuarial value. This allows insurers to discourage enrollment by the oldest seniors and 
most disabled beneficiaries by offering no deductible and low copays, but also a low 
benefit cap tliat leaves a large gap in coverage before the stop-loss kicks in. In addition, 
private plans could limit access to community pharmacists and needed medications. 
Under the President's plan, seniors and people with disabilities would have a real choice: 
choiceof using their community pharmacist and access to prescriptions that their doctor 
-- not their insurance company -- determines are necessary. 

~he Administration also objects to creating a new bureaucracy to administer the new drug benefit 
and Medicare+Choice. This is inconsistent with the President's principles of efficient 
administration of the drug benefit. The Administration believes that the prescription drug benefit 
should be, integrated into the Medicare program like all other Medicare benefits . .In addition, 
provisions in H.R. 4680 related to the Medicare Advisory Board and its reporting requirements 
raise constitutional concerns. 

Pay-As-You-Go Scoring 

H.R. 4680 would affect direct spending; therefore, it is subject to the pay-as-you-go requirement 
of the Omnibus Budget Reconciliation Act of 1990. OMB's estimate of the pay-as-you-go cost 
of this legislation is under development. The Congressional Budget Office estimates that H.R . 
. 4680 will increase direct spending by a total of$39.7 billion over five years. 

* * * * * * * * * * 
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September 7, 1999 

MEMORANDUM FOR GENE SPERLING 

FROM: 	 CHRIS JENNINGS 
JASON FURMAN 
JEANNE LAMBREW 

I 

SUBJECT: 	 CORRECTED MEDICARE ESTIMATES 

In scoring the Administration's proposals the HCF A Actuaries incorrectly overlooked the 
effects of the additional HI savings after 2014. In 2014 savings are about $23 billion and 
they coritinue to grow by 6 to 7 percent per year over the following years. Taking these 
savings into account extends the projected life of the Medicare trust fund to 2031. The 
HI reforms alone extend solvency to 2022. The following table shows several alternative 
Medicare scenarios and their consequences for Medicare solvency and paying down the 
debt. 

In replicating the HCF A Actuaries estimates we uncovered several other technical issues 
in their methodology, some of which appear to be either mistakes or potentially 
unnecessary shortcuts. Revising their methodology would show further extensions of the 
HI trust fund under the President's policy and would also have a tiny effect on the 
baseline insolvency date (moving it by a few days). We plan to have a Medicare 
Deputies meeting soon which would discuss these technical trust-fund estimation issues. 



MEDICARE AND SURPLUS DEDICATION: EFFECTS OF CHANGES 


OMB CBO<I> 
00-04 00-09 00:.15 00-04 00-09 00-15 

Insolvency Date 2030 2027 
Eliminate Debt <2> 2014 2015 
Total Surplus 50 374 794 50 374 794 

ORIGINAL - Net Costs (Drugs) 21 46 79 34 111 259 
PROPOSAL - Solvency 29 328 715 17 263 535 

-- Surplus transfer 21 259 546 11 208 402 
~ 

. -- Savings 8 69 168 6 54 133 
Change in Surplus -­ -­ -­ -­ -­ --
Inso~ 2030 2027 

ORIGINAL Elimi r. 2015 2015 
W/$20 Total Surplus 50 374 794 50 374 794 

BILLION - Net Costs (Drugs) 27 59 101 39 124 280 
BBAGIVE­ - Solvency 23 315 693 11 250 514 

BACKS -- Surplus transfer 18 ·253 535 8 202 391 
<3> -- Savings 5 63 158 3 48 122 

Change in Surplus -­ -­ -­ -­ -­ -­
, 

Insolvency Date .2027 2027 
Eliminate Debt <2> 2015 2015 
Total Surplus 41 261 556 50 364 776 

2027 
- Net Costs (Drugs) 21 46 79 34 111 259 

<4> 
.... Solvency 20 215 4:77 16 253 517 

-- Surplus transfer 12 -146 308 10 . 199 384 
-- Savings 8 69 168 6 54 133 

Change in Surplus -9 ~113 -238 -0 -9 -18 

Insolvency Date 2025 2025 
Eliminate Debt <2> 2016 2016 
Total Surplus 36 204 435 47 299 649 

2025 
- Net Costs (Drugs) 21 46 79 34 III 259 

<4> 
- Solvency 15 158 . 356 13 188 391 

-- Surplus transfer 7 89 187 7 133 257 
-- Savings 8 69 168 6 54 133 

Change in Surplus -14 -170 -359 -4 -75 -144 

Insolvency Date 2021 2020 
Eliminate Debt <2> 2016 2016 

NO Total Surplus 29 115 248 40 166 392 
SURPLUS - Net Costs (Drugs) 21 46 79 34 III 259 

TRANSFERS - Solvency 8 69 168 6 54 133 
<5> -- Surplus transfer ·0 . 0 0 0 O· 0 

-- Savings 8 69 168 6 54 133 
Change in Surplus -21 -259 -546 -11 -208 -402 

2 




MEDICARE AND SURPLUS DEDICATION: EFFECTS OF CHANGES 


OMB CBO <1> 
00-04 00-09 00-15 00-04 00-09 00-15 

$328 

Insolvency Date 
Eliminate Debt <2> 

2030 
2014 

2029 
2015 

Total Surplus 50 374 794 53 439 917· 
BILLION - Net Costs (Drugs) 21 46 79 34 111 259 
OVER 10 - Solvency 29 328 715 19 328 659 

<4> -- Surplus transfer 21 259 546 13 273 525 
-- Savings 8 69 168 6 ·54 133 

Change in Surplus -­ -­ -­ +2 +65 +123 

$300 

Insolvency Date 
Eliminate Debt <2> 

2030 
2015 

2028 
2015 

Total Surplus 48 346 736 51 412 864 
BILLION - Net Costs (Drugs) 21 46 79 34 111 259 
OVER 10 - Solvency 27 300 656 18 300 ·606 

<4> -- Surplus transfer 19 231 488 12 246 472 
-- Savings 8 69 168 6 54 133 

Change in Surplus -2 -28 -58 +1 +38 +71 

$200 

Insolvency Date 
Eliminate Debt <2> 

2027 
2015 

2025 
2015 

Total Surplus 40 246 525 46 311 670 
BILLION - Net Costs (Drugs) 21 46 79 34 111 259 
OVER 10 - Solvency 19 200 445 13 200 412 

<4> -- Surplus transfer 11 131 277 7 146 278 
-- Savings 8 69 168 6 54 133 

Change in Surplus -10 -128 -269 -4 -62 -124 

$100 

Insolvency Date 
Eliminate Debt <2> 

2023 
2016 

2022 
2016 

Total Surplus 32 146 314 41 211 476 
BILLION . - Net Costs (Drugs) 21 46 79 34 111 259 
OVER 10 - Solvency 10 100 234 7 100 217 

<4> -- Surplus transfer 3 31 66 1 45 84 
'-- Savings 8 69 168 6 54 133 

Change in Surplus -19 -228 -480 -9 -163 -318 
<1> The CBO estlm

..
ates only use CBO sconng for HI savmgs and net prescnptlOn drug costs; basehne and 

surplus amount from OMB scoring. 
<2> The debt numbers are the calendar year that the debt is eliminated. Alternative scenarios assume that 
all of the remaining on-budget surplus is spent on discretionary spending or tax cuts. 
<3> This assumes that the givebacks come out of the proposed transfers and leave the overall allocation of 
surplus to Medicare unchanged. 
<4> The OMB solvency numbers pro-rate the solvency transfers either to hit a target solvency year or to hit 
a target 10 year number. The CBO solvency numbers follow the same procedure, pro-rating the solvency 
transfers implied by the original proposal under CBO scoring. . 
<5> The no surplus transfers scenario assumes the same accounting rules as the other scenarios, that is ,that 
the HI savings are not used to boost the on-budget surplus and thus for greater spending or tax cuts. 

3 
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MEMORANDUM . April 26, 1999 
\. 

From: Richard S. Foster 
Solomon M. Mussey 
Elliott A Weinstein 
Office oftbe AtitUary 
Health Care Financing·Ac:liilla 

. .' 

Subject: Actuarial Evaluation of mu:strative Approaches for Improving ill Solvency Through 
Expenditure Reductions ·or Payroll Tax Increases-Update Based on 1999 Trustees 
Report 

The long-range solvency ofthe Medicare Hospital Insurance (HI) program remains the subject of 
considerable discussion. Most ofthe discussion has focused on the reductions in In .cxpenditures that 
would be required to meet certain financing or budgetary goals. This memorandum provides an 
analysis of the effects on the In truSt fund ·of various illustrative approaches for reducing future HI 
expenditures or raising payroll tax rates. 

The analysis presented here should not be interpreted as advocating a particular approach to 
addressing the projected financial imbalance for the HI trust fund; nor should a negative inference be 
made from the absence ofother analyses. Our purpose is to help provide a framework for analysis 
by the program's poJicymakeIS. Also, in the case ofthe illustrative proposals to TedU~ expendinires, . 
this memorandum provides no information ai to how such reductions might be accomplished. In 
other words, these estin;Iates illustrate .the financial impact. of varioll:S theoretical ch~es in 
expenditure Jevels or growth rates-development oflegislarive provisions that would result in such 
changes is rather more challenging.. ... '. .. . . 

The illustrations presented in thi~ memorandum are based on the intermediate financial projections 
from the 1999 HI Trustees·Report. Under different economic and demographi~ conditions, such as 
the Trustees' "low cost" or· "high cost" assumptioDSt the steps required to reach financial balance can . 
differ sigrtificantly from those based on the intermediate assumptions. Equivalently, a legislative 
package designed to restor(: balance under the intermediate assumptions could ultimately result in too 
much or too little savings; depending on actual future economic and other conditions. 

1. Background 

Under section 1817(b) of the Social· Security Act~ the Board of Trustees for the m program is 
required to report to Congress annually on the financial status ofthe HI trust fund. In keeping with 
the program's 10ng-teIll1 financial obligations, the law requires both a short-range and a long-range 
evaluation ofthe trust funcPs actuari~ status,· The latest Trustees Report was issued to Congress on . 
March 30, 1999. 

, 
, I 
1 
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Based on the intennediate assumptions in the 1999 l)ustees Report, the HI trust fund is estimated 
to be depleted in 2015 and to have a 75-,year actuarial deficit of L46 percent.. ." 

• • ,I , ," ": • ,1· ," , . 

The 1999 Trustees Report prOjections show that the program: 'contiriues to face '8 serious imbalance 
between projected income and expenditureS in the long nmge, in part dUe to the demographic changes 
that will occur with the retirement ofthe post-World War IT "baby boom" generation. To bring m 
into actuarial balance for the next 25 years under the, intermediate assUmptions would require that 
expenditures be reduced by 11 percent or revenues increased by 12 percent or some combination 
thereof. Alternative comblnations of such measures are shown in the table below. Over the full 75 
years of the Trustees' projection, substantiatIy greater changes would be required. 

A1temative combinations of revenue increases or 
expenditure reductions for actuarial balane;e dUring 

1999-2023 (1999 intennediate assumptions) 

Revenue Increase E!i?enditure:Reduction 
, . 

0% 11% 
5% 7% 

10% 2%' 
12% 0% 

The analysis shown in the annual Trustees Report is significantly different in scope and purpose from ' 
the financial projections for th~ HI mist f4nd shown in the President's Bu,dget or the projections of 
the Congressional Budget Office (CBO). Budget estimates are generally prepared for at most the 
next 10 years and are based on somewhat different assumptions concerning future economic growth, 
inflation rates, medical care 'utilization, etc. For purposes ofevaluating the financial status of the 
Social Security and Medicare pro~s, Congress normally relies' on the Trustees" projections. 
Specific proposals to address 
the current financial imbalance 
would nonnally be evaluated 
using the Trustees' assitmp':' 
tions. Their effects would also 
be "scored" for budget' pur­
poses using Administration· 
and/or CBO budget assump­
tions. 

ill expenditures for benefits and 
administrative expenses are 
projected to increase in the 
future for several reasons .. One 
factor is growth in the nunmer 
ofelljl"ble beneficiaries. cliari 1. 

Chart 1 
HI Enrollm~t Growth 

3,5% r-----~-
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shows the projected annual rate of increase in the number of beneficiaries over the next 75 years.. 
Enrollment is estimated to grow around 2 percent or less annually until 2010, around 2-3 percent 
between 20I 0 and 2030, when the baby boom generation retires, 8.nd well under 1 percent atterwards. 
While the baby boom repn;sems a Serious long- term issue for HI solvency, they are not the primary . 
cause of the short-range financial problem.' In particular, the trust ftuld is projected to be depleted 
in 2015 under the intermediate assutnptions--shortly after the first baby boomers reach age 65, 

, , .. 

Chart 2 shows projected enrollment gro~ gener81 inflation (as measured by the Consumer Price 
Index), and other cost factors which contribute to m expenditure growth. Each bar represents the 
average annual growth rate over 
the 5-year period beginning with 
the year shown. During 2005­
2009, for example, m expend-:­
itures are expected to increase 
by about 6 percent annually:' 
Beneficiary groVlth accounts for 
1.9 percent of the total and 

,
general inflation represents 
another 3.2 percent. The 
residual, 0.8 percent, is 
attributable to all other f~ors, 
including assumed additional 
inflation in the health care 
sector, increasing utilization and 
intensity of medical services. 

Char:t2 

HI Growth Factors 

5 Year Averages 
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I,~~== 
and so forth. . 

As noted above, future growth in the number ofbeneficiaries will vary:considerably. General inflation 
is assumed to be fairly'stable in th~ range of about 3.3 percent ~ally,throughout the projection 
period. The residual factors vary significantly over time (see section fl.P ofthe In Trustees Report 
for the specific assumptions). Part of this variation is attribut~le to demograp~c effects: average 
per-beneficiary utilization ofhealth services will initially decrease, wi~ 'the influx: of65-year:-old baby 
boomers. Subsequently, as these individuals age, average utilizati6n and intensity will accelerate. 
Table 1) attached, lists the components ofHI. expenditure growth rates. 

During ca1endaryears 1999 through 2008. the III program is projected to spend a total of $1,600 
billion under the intennediate assumptions. Ifgrowth in program spending were limited to increases 
attributable to population.growth alone, then the resulting reduction in III expenditures compared 
to present law would be abbut $204 billion for those years. Ifspending growth were constrained to 

" I 

population grovvth pIus an ;illowance for general inflation,' then: the redu¢on in In expenditures for 
2000-2008 would be about $77 billion. . 
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II. Measures used to evaluate financial effect ofproposals 

In the budget contex:t,. mos;; attentionis focused on the dollar amount ofexpendifure reductions over 
a given period oftime .. Tojevaluate trust fund solvency. however, ~eral key factors are considered. 
For each of the illustrati~e proposals to reduce III expenditures br increase taxes, we show the 
following results:· . 

. A. 	 The "actuarial balance" for the next 25 J 50, and 7S years. This amount is expressed as a 
percentage ofthe total wages, salaries, and self-employment earnings subject to the HI payroll 
tax. It represents the net difference between future m income and expenditures over the 
period in question. Positive figures are surpluses and negative figures are deficits. 

, .' 	 .' 
B. 	 The dollar reductton in HI expenditufes or increase in taX revenues for various years. 

(Estimates are shoWn only for the next 10 years since such amounts are difficult to interpret 
for long periods of time, due to the changing value ofthe dollar.) , 

C. 	 The "trust fund ratio," which is the ratio ofID trust fund assets at the beginning of the year 
to ill expenditures for that year. The Board ofTrustees has recommended that HI assets be 
maintained at the level of one year's expenditures; to serve as an adequate contingency 
reserve against temporary econoniic downtwns or other adverse circumstances. 

, 
.i 

D. 	The year the UU:st ~nd is 'depleted. .. i 

E. 	 The results of the: Trustees' tests for 'short-range financial ~dequacy and long-range close 
actuarial balance. I: 

It is important to note the extreme sensitivity ofmeasures based on trust fund assets (i.e., the trust 
fund ratio and the year oftrust fund depletion described in: C and Dabove). AB can be seen in the 
attached tables, seemingly minor differences in expenditure growth rates can result in major changes 
in the projected level ofassets., For this reason, evaluation of'the long-range financial status ofthe 
HI program (and Social S,ecurity) has generally focused more on tjIe actuarial balance, which is a 
more stable measure ofthe:program's financial status. Conversely. S~oIt..range analysis is generally 
based on the trust fund ratio. " ; 

m. Reducing future expenditures by an overall percentage (Table 2) 

Four general approaches to reducing m expenditures are ilhistrated in this memorandum. The first 
would reduce outlays by the same overall percentage in all years. compared to current law projec­
tions. For example. under present law m expenditures are projected to increase from $136 billion 
in calendar year 1998 to $271 in 2098 (see chart 3). Ifpolicym8.kers'Wished to address the actuarial 
deficit in the first 25 years by uniformly reducing III expenditufes in an years, then as noted 

IThese te;,.1::s are compl~x. See the Glossary in the 1999 HI Trustees Report for complete defmitions. 
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previously expenditures would 
have to be reduced by ahqut 11 , Chart 3, 

AggregaieHJ Expet\ditureS C.BIIIIOns)percent in each' year, Such a " 
Present Lawv.11% Reductionreduction is, ilIustratea in : 250T'--------~--------~------------~~ 

chart 3. (Mathematicallf, this 
200approach is equivalent to re­

ducing outlays in the first year 
1!!O

by the desired percentage and 
then allowing subsequent 100 

expenditures to increase at the ' 
same rates as projected under 
current law.) , 

o~--~~---+~~--~--+_--~~--~--~ 

I '1998 1999 aooo 2001," 2002 2003 2004 200$ 2006 2007 2008 

Table 2 showS the effects 9n'~~' , . I--~'~ ,:.~~..~11~:~BRed~I.', :' 
financial-status ofthe'Hl]trUsf,',: ,'.. .., ; ,'.. ' 'j ::::::.:.
fund of,alternative propo~s to ._________________________....l 

reduce outlays in all future 'years ' 
by 10, 20, 30, or 40 percent relative to the levels prOjected under present law. These results indicate 
that a lO-percent reduction would delay trust fund depletion by 12 years; a 20-percent reduction by 
25 years. A 10-percent redUction would result in an actuarial balance of-0.05 percent for 1999-2023 
(ie., almost an exact balance between future income and expenditures for the period). but an overall 
reduction of over 30 percent would be required to achieve a zero balance over the full 75-year 
projection period. " ., , 

, . '.". " . :':' 
As noted previously. theJ examples 'are ,intended to illustrate the'tiature ofthe financial imbalance 
fucing the HI program andfhe impact o.f theoretical general awroaclies to closing the imbalance. In 
practjce, developing legislhli~e pack:Bges,that would result in overall expenditure reductions of the 
magnitude illustrated here would be very challenging. 

IV. Reducing annual growth in expenditures by a specifie4i ~centage (Table 3) , 

Another approach would be to reduce', the rate ofgrowth by a fixed perCentage each year. Under 
present law, for example, IiI expenditures are projected to increase on average a.t about 4.6 percent 
annually during 2000-2004; Under this category ofproposals, an a~empt would be made to reduce 
annual growth rates by a $pecified amount, such as 1 percentage point each year (i.e., to about 3.6 
percent during 2000-2004). Similarly, growth rates in subsequent years would also be reduced by 
1 percentage point. Overtime, the effects ofthese lowet growth tates would accumulate. 

i 

,j 
,J 

i 
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The effects of alternative 
reductions in growth rates are 
shown in table 3. To aclneve' , 
solvency over the full. 7~-year . 
projection period. growtq rates 
would have to be reduc~ by 
about 1.3 percentage poiints in 
every year, relative t6 the 
jntermediate projections.· The 
effects of such a reduction are 
illustrated in chart 4. Ai. can be 
seen by comparing charts:3 and 
4, a reduction in growth, rates. 
would produce a· different 
pattern ofsavings than woUld an 
overall percentage reducdon. 

Chart 5 illustrates the natUre of 
proposals to reduce expenditure 
growth rates. Growth· rates 
under present law would be 
reduced by the same amount in 
each period (in this illustr~tion, 
2 percentage points). It is alSo . 
apparent from chart 5: that. 
achieving a 2-percentage-rpoint. 
reduction would neoe$sitate . 
growth rates below the level 
associated with popuJ.atiol) . . .'. .'U 

.. growth plus· general in:tl~on; 
.. 

Chart 4 . 
. Aggregate Hi ExpetJdllures ($ BiftiohS) 

Present Law y 1;3% reaucti~ ihgrOYith rates 

100 ~~____~~~~; ...... 

100 

O~~---+--~--*---~~--~~4---+-~ 

1998 . 1999 ::aooo 200 1 2002 2003 2004 2005 2OD£i 2001 2008 

7 

1;; 4 
II 
Ii! 
Z. 3 

2 

. L =,,!~L.aw ..·.. ·t3%GrowthReduclion 

ChartS 

HI Growth Factol'$ and. 


2".4 Reduction in Growth Rate 


V 

.~ 

~ 
"", 

, 

-

r 

". - ...... 
...... 

r--.. ..... 

-

: 
2dOO .2llO!> :1010 2015 2n2Q':2D25 2Ii3o·'2035 2040 ~ 20SQ :ll55 2OfiO' :lOf.!5

I' - POpIllSllOn 0I0\iIIIII 
t:::lAll OltlerF8cmm 

V. Limiting annual growth in aggregate expenditures to a specified :maximum percentage 
(Table 4) 

A variation ofthe approacti, described in the· previous section would be;: to· cap aggregate expenditure 
mcreases at a targeted leve4 Ifannual program growth fen below the target, the cap would have no 
effect; however, if expenditures grew faster than the target, then growth would be limited to the / 
target level. For exampJe; under the 1999 Trustees Report assumptions HI expenditure growth is 
projected to be 5.7 percent in 200l and 6.1 percent in 2008. A'6-pereent cap would not affect 
growth in 2001 but would reduce 2008 growth by 0.1 percentage points.

) . . . 
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The financial effects of alter­
native caps on aggregate 
spending growth are' shown in 
table 4. A S-percent cap would­
fall a little short ofbringirig the 
program into exact actuarial 
balance throughout the long­
range projection period? 
Chart 6 compares as-percent 
cap vvith the projected expend­
iture growth rates under present : 
law. As indicated, most of the ­
reduction in growth rates under 
such a proposal would- occur in 
the first half of the projection 
period. 

-

ChartS 
, HI Growth Fli'lCtors and . 

SO.4 Cap on Agg~te GrQWth 
7r----------.~----------------------~ 

'IJ 

. 5 

~ 4 
II 
1! 
l. 3 

,2 

mO ~ 2010 2015 2020 2025 2030 2.035 :zo40 2045 2050 2055 2060 2065 

_ POpUlation Growth am Cienl!!lillntlatlon 

c::::lAlIOtherF~ - -S"l\.~tco~p 

, . " . 

VI. Limiting annual growth in per capita expenditures to a specifie~ maximum percentage 
(Table 5): ' ~ 

Since Medicare populitid.n g,;owth will not be constant (as indicat~ in the introduction), capping 
aggregate growth' at conStant levels woUld result in arbitrarY fluetuations in per capita growth. 
Accordingly.' some analysts have 
considered a cap on per capita 
expenditure growth rather than 
a cap on aggregate growth 
rates. 

Cha~7 
Per Capita Growth Growth Factors and 

3% Cap on Per Capita Growth 
",,------------------------------------., 

.. 

Table 5 presents the estiinated ' 
financial effects of alternative 
caps on per capita.; m.' 
expenditure growth. The results 

"2 

indicate that a 3-percent per 
capita cap would nearly :bring 
the program into balance 
throughout the long-range 
period. Chart 7 illustrates the 3­
percent per capita ~owth 

'1""' 

-' 

lfJ'n.der the intermediate assumptio~~ HI ~ revenue is projected to incrWe at. aroUnd S ~eent per year. Most 
oftbis increase is due to BS..llliJlled:increases in average earnings !>'Ubject to the HI payroll tax; asmall portion is attributable 
to growth in the numbe.t' ofcovered wodrers. l'blE, ifannual 'e..~enditure growth could be reduced to below 5 percent, then 
income and outgo would remain" in approximate balance indefinitely. 
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limitation in comparison to the projected per capita growth rates. As indicated, such a cap would. 
generally require restricting growth to less than the levels required to 'keep pace with projected 
general inflation. 

VII. Increasing the employer/employee'tax rate by a specified percentage (Table 6) 

Se~tion 1 of this report illustrated the combinations of expenditUre reductions andlor revenue 
increases necessary to achieve actuanal balance over the first 25-year projection period. The 
scenarios in this report have so far considered the effects of reductions in m expenditures. 
Alternatively, the effects of increasing the III employerlemployee tax rate by a specified percentage 
can be considered. Currently, the:m payroll tax rate is 1.45% for employers and employees. each, 
for a total of 2.9%, and this tax rate will remain in effect in aU future years unless legislation is 
enacted to modify the T8te~: Table 6 illustrates the financial effects ofalternative proposals to increase 
the employer/employee tax!T8te by a specified percentage. For example; a 0.25% increase in the tax 
rate for employers and employees, each, yielding a combined 0.5% increase and hence a new total 
payroll tax rate of 3.4%. would result in an exhaustion date of 2031 (into the second 25-year 
projection period). A O.75% employer/~ployee tax increase, increasing the combined tax rate from 
2.9010 to 4.4%, would maintain solvency over the full 75-year projection period and would meet the 
Trustees' test of long-iange close actuarial balance. 

In each ofthese tax illustnWo~, an ulcFeaSe in the tax rate would uiitiaUY result in an accumulation 
oftrust fund assets while t~ income exceeded expenditures .. Subseq~ly, as expenditures increased 
as a percentage of taxable paYroll to a level in excess of the combined tax rate, inCome would be 
inadequate to cover costs: and tnist fund'assets wouldbe dra:Wn down to cover the shortfall. This 
financing pattern is very similar to the projected financial operations for the Social Security program 
and has generated consider8ble debate over the advantages and disadvantages ofaccumulating large 
trust fund reserves invested in Treasury securities. 'A discussion ofthese issues exceeds the scope 
of this memorandum. 

VllI. Conclusion 

The results here indiCate ~ subStantial ~uctiolls in futUre HI:exp~ditures or expenditure growth 
rates and/or increases iIi lpaYrolltax'Tates: would be required to:' t(.ddress ,projected deficits, The 
illustrations ai~o 'show'~t the 'yeai-by-year patterns of-saVings c~ vary sUbstantially among the 
different approaches. ' l ' ' "', 

As a final illustration, table 7 shows the year -by-year expenditure reductions or payroll tax revenue 
increases that would be required to exactly balance income and outlays and to maintain trust fund 
assets at the level of one year's expenditures. The results indicate that a reduction in expenditures 
of about $65 billion or abo~t 4 percent ofpresent-law expenditures would be required during 2000­
2008, with steadily larger ~ctiOD8 necessary in later years. The corresponding increases in HI tax 
revenues are a bit larger hi the short range, and consIderably larger in the ions run. 
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Once again, these estimates are illustrative and do not represent an expression ofdesired policy by 
the Office ofthe Actuary or the Heal$ Care Financing, AdministratiOn. Mor~ver, the implications 
of any effort to reduce F.rr costS or increase ill taxes deserve careful consideration and analysis 
extending well beyond these illustrations. ' 

n~cL-d~.~ 
Richard S. Foster, F.S.A. 
ChiefActuary 

,J~M 
S'l "~ .a omon M. Mussey, A.S.A. 
Director, Medicare and Medicaid 

'Cost Estimates Group 
i" 

~(/.W~ 
Elliott A Weinstein 
Actuary 

Attachments: 7 
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Table1--Projected growth of factors affecting future HI expenditures, 
bBlSed on the intermediate set of assumptions from the 1999 
Tru,stees Rapo'ri, , .' 

I , ' 

Average annU~1 percentage mcrease in ... 

No. of HI General 
Period beneficiaries inflation jj 

1999 0.99% 1.900k 
2000-2004 1.23 2.58 
2005-2009 '1.89 3.24 
2010-2014 2.70 3.30 
2015·2019 2.79 3.30 
2020-2024 2.66 3.30 
2025-2029 2.03 3.30 
2030-2034 1.05 3.30 
2035·2039 0.51 3.30 

, 2040·2044 0.23 3.30 
2045-2049 OAO 3.30 
2050-2054 0.51 3.30 
2055-2059 0.68 3.30 
2060--2064 0.54 3.30 
2065-2069 0.43 , 

1­
3.30' 

1999-2019 2.09 3.05 
2020-2044 1.30 3.30 
2045-2069 0.51 3.30 

All other 
factors '2! 

-1.12% 
0.68 
0.82 
0.18 
0.45 
0.95 
1.43 
1.81 
1.74 
1.48 
1.00 
0.78 
0.81 
1.08 
1.26 ' 

0.46 
1.48 
0.99 

HI expenditures 
Aggregate Per Capita 

1.76% 0.76% 
4.55 3.28 
6.05 4.08 
6.26 3.49 
6.66 3.76 
7.06 4.29 
6.90 4.77 
6.27 5.17 
5.63 5.09 
5.07 4.83 
4.75 4.33. 
4.64 4.11 
4.84 4.13 
4.98 4.42 

'5.05 4.60 ' 

5.69 	 3.52 
6.19 	 4.83 
4.85 	 4.32 

jj 	As measured by the Consumer Prioe Index. 

'2J 	 All other factors include "excess" wage and price increases in the health sector, relative to the CPI, 
and increases in the average volume and intensity of services per beneficiary. After 201 D, much of 
the variation shown in the all-other category is related to change in the utilization of services as the 
baby boom generation moves intq and through the beneficiary population. . 

Office of the Actuary 
Health Care Financing Administration 
April 26, 1999 

1 
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I 
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Table 2 - Estimated financial effects of alternative proposals to reduce future HI expenditures 
. by an overall percentage in all years, relative to present law (noverall reduction'') 

Reduce present-law expenditures in each year by ... 

Present raw 10% 20% 30% 

A. Actuarial Balance 

(~~8~,¥g~~.~:.~~~.~!:.~~~~~~) -0.40% -0.05% 0.30% 0.64%
1999-2048 .......................... .. -1.0BDAt -0.66% -0.23% . 0.19%

t999-2073 ........................... . -1.46% -0.99% -0.53% -0.06% 


S. 	Reduction in HI expenditures (in p~lions)
2000................................... : $11 $21 $32 
2001 .................................. . 	 15 30 45 

2002 ................................. .. 	 16 31. .47

2003 .................................. . 	 16 33 49

2004 ................................. .. 	 17 35 52

2005 ................................. .. 	 18 37 55

2006 ................................. .. 	 19 39 58

2007 .... ~ ............................. . 	 21 41 62

2008 .................................. . 22 44 66 


2000-2004 ................ ," .......... 75 150 225

2000-2008 ............................ . 	 155 311 466 


C. 	Trust Fund Ratio (assets at begihning year as a % of annual expenditures) 
2000................................... : 85% 94% 106% 121% 
2001................................... : 86% 107% 133% . 	 165% 

2002................................... : 86% 118% 157% 	 207% 

2003 ......... ;......................... 86% 128% 180% 	 248% 

2004................................... 85% 136% 202% 	 287% 

2005................................... 82% 144% 224% 	 326% 

2006................................... 79% 151 % 244% 	 363% 

2007 .............................. ,.... 74% 157%- 263% . 	 398% 

2008................................... 69% 163% 281% 	 433% 

2010................................... 56% 171% 316% 	 502% 

20·15............................. :..... 6% 170% 375% 	 638% 

2020..... ......... ......... ....... ..... .. 130% 386% 	 715% 

2025.... ~ ....., ......... '"' ... ~ ......... ~ ... 1f 46% 342% 	 724% 

2030...............................¥... ....... .., 

... 

258% 	 687% 

2035................................... .. 147% 	 632% 

571%~g:g::::::::::::::::::::::::::::::::::: : 15!Ji	 505%O' 

j 
435%~g~g:::::::::::~~:::::::::::::::::::::: : : 355% 

2060........ I •• ~ ........... " ••••••• , ........... j til • 261% 
2065 ......... ~.4 .... _ "" .......... ,,~. ., 149%.... ••• ,., 	 • 

2070................................... 	 ... 20% 

C. Year of trust fund 

depletion ............................... . 2015 2027 2040 2070 

E. Board of Trustees tests; 

Short range test ................... .. No Yes Yes Yes 
Long-range test. ................... . NO No No Yes 

40% 

0.99% 
0.61% 
0.40% 

$43 

60 

62 

65 

69 

73 

78 

82 

88 


299 

620 


140% 
208% 
274% 
338% 
401% 
462010 

521% 
579% 
637% 
750% 
990% 

1154% 
1232% 
1260% 
1280% 
1312% 
1360% 
1422% 
1486% 
1534% 
1563% 
1578% 

Ne .. er 

Yes 
Yes 

• Fund is depleted. 

Notes: 1. The aboVe estimates are based on tt;e intermediate set of assumptionG from the 1999 Trustees Report. 
2. Illustrative proposals are assumed to take effect starting in 2000. 
3. All ~rt; shawn ii'S! calendar years. :.. 	 . 
4. The Board of Trustees tests are complex. c~ definitions or these tests are -available in the 


Glossary of the 1999 HI Tn.rstee6 A~port. 


Office of the Actuary

Health Care FinanCing Admin. 

April 26, 1999 . 
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Table 3 - Estimated financial effects of alternative proposals to reduce annual growth in 
HI expenditures (,growth rate reduction") 

Reduce expenditure growth rate in each year by ... 

Present law 0.5% 1% 1.5% 

A. 	Actuarial Balance 

.(P,f9~~213~3.~:.~~~I.~..~~~O.I.I) .OAO% -0.19% 0.00% 
1999-2048 ......... " ................ . .,.1.08% -0.60% -0.20% 8:1~~ 
1999-2073 .......................... .. -1.46% -0.75% -0.18%: 0.28% 


8. Reduction in HI expenditures (in bim~:ms)
2000................................... : $1 $1 .$2 
2001 ........ , ................ " .. ' ... .. 	 1 3 4 

2002 ................................. .. 	 2 4 7 

2003 .................................. . 	 3 6 9 

2004................ , ................. . 	 4 ,8 12 

2005.................................. . 	 5 10 15 

2006 .................................. . 	 6 13 

2007 .......... ·....................... .. 	 8 15 .~~ 

2008.. , ...... , ........................ . 9 18 27 


2000-2004 ............................ . 11 '22 34 

2000-2008 ........ ,., ................ . 	 39 78 117 


C. Tr~~to~.n~..~~~~~.~~~~:~.~~.~:ginning year as 35~ of annual e~~nditur1fJ% 87% 

2001,............................. ..... 86% 88% 90% 91% 

2002................................... 86% 89% 92% 95% 

2003................................... 86% 90% 94% 99% 

2004 ...... , ........................ ".. 85% 90% 97% 104% 

2005.............. ,.................... 82% 90% 100% 110% 

2006................ .................. 79% 90% 103% 117% 

2007.................. ,............ 74% 89% 106% 124% 

2008.. " ................. "............ 69% 88% 109% 132% 

2010...... ............................. 56% 85% 117% 151% 

2015................................... 6% 65% 131% 203% 

2020.................................. 19% 127% 251% 

2025............. , ........ ".,.,........ • *' 96% 281% 


296%
~g~g::::::::::::::::::::::::::::::::::: : .. 38~ 312% 

347%
~g~~::::::::::::::::::::::::::::::::::: : :: 415% 

529% 


2055 ............................... ".. .. ..: 700% 

2050 .................. "............... .. 	 .. 


925% 
1209% 

2070................................... " ..... 
~g::::::::::::::::::::::::::::::::::: 	 : " .. 

1560% 

D. 	 Year of trust fund 
depletion ............................... . 2015 2021 2032 Never 

E. 	Board of Trustees tests: 
Short range tesL............... · ... ' No No No Yes 
Long-range test... ................. . No No No Yes 
• Fund Is depleted.. 

Note 1. Th~ above ~Imatee ate based on 1tIa Inte;rmedistlll set of ~umptions from the 1999 Tl'IJ$lees Report. 
2. IOustmtlva proposalt:; are assumed to take ~ffeot starting in 2000. 
3. All years shown are calendar years. . 
4. The Board of Trustee!> letts are complex. iComplek! definitiOlllii of these teew are available in 1M 


Glossary of the 1999 HI Trustees Report. 1 


Office of the Actuary
Health Care Financmg Admin. 
April 26, 1999 
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Table 4 - Estimated financial sffeds of alternative proposals to limit annual growth in 
aggregate HI expenditures: to a specified maximum percentage (,'aggregate cap") 

Cap annual growth in aggregate expenditures at ... 

Present law 4% 5% 6% 

A. 	Actuarial Balance 


(~e~~~~~~3.~:,~.~!.:.~~~~~~ ..0.40% 0.23% ..0.05% -0.31 % 

1999-2048 ........................... . ..:r.08% 0.45%-0:11%· -0.73% 

1999-2073 .......................... .. -1.46% 0.58% -9;·20% -1.00%


i 

6. Reduction in HI expendibJres (in b~IiQns)
2000................................... ; 	 $0 $0 $0

2001 ..·................................. ; 	 o o o 

2002 .................................. . 	 1 o o 

2003 .................................. . 3 o a 

2004 .................................. . 6 1 a 

20OS................................. .. 9 3 a 

2006 ................................. .. 13 5 o 

2007 .................................. . 18 8 1 

200S ................................. .. 23 10 1 


2000-2004 ............................ . 10 1 o 

2000-2008 ............................ . 	 73 27 2 


C. Trust Fund Ratio (assets at beginning year as 8 % of annual exp.enditures) , 
2000... .................. .............. 85% 85% 85% 85% 
2001........ ........ ....... ............ 86% 86% 86% 86% 

2002...................... :............ 86% 87°/0 86% 86% 

2003 ............................... ,... 86% 87% 86% 86% 

2004............ ....................... 85% 880/0 84% 85% 

2005 ................................... , 82% 90% 83% 82% 

2006................................... 79% 93% 81% 79% 

Z007................................... 74% 98% Boo/D 74% 

2008...... ...................... ....... 69% 103%·80% 69% 

2010................................... 560-' 119'% 79% 57% 

2015................................... GOAl 179% 76% 12% 
2020................. .................. 	 • 270% 69°/0

2025.. .,h ............ uu ........... uu...... 	 '* 3940/0 57% 
 * ,.2030............1., ............... _......... ~. 	 * 5540/0 .38°,k 


• ..~~5::::::::::::::::::::::::::::::::::: 	 : b~~ 10% 
2.04-5.............. _~•••.• 11~~~ ~ ....... ,,...... 	 * 1284%
..... 

2050p ... ~ ..........P~ u.......... 	 '* 1621% *
......... 
 * 

2055"', ............ ,.t •. _. __ ......... u.... '* 2011 0,4, * 

2060"................... "' ..... ~ .... , ..... _ '* 2461()1o .. 


*
~~5::::::::::::::::::::::::::::::::::: 	 : ~~~ 1: * 

D: Year of trust fund 
depletion........... ; ................... . 2015 Never Z035 2015 


E. Board of Trustees tests: 
Short range test ................... .. 	 No No No No 

Long-range test ................... .. 	 No Yes No No 

,. Fund-is depleted. i . . 

I," "', 
Note 1. The above estlmatesare"based'1;l(1 the int~'setof~~ from"o 1999,truStees Report. 

2. Illustrative proposals are.aSsumed to takeleffeet Starting 'in 2000. ' ,; 

·3. All years shown are O8lenclal' yeacs. ' !, , , ." ' , 

4. The Board of TrusteeEi tests are complex] Complete cIefir1iIionl> of these tests are a.YlIiIa.bIe in the 


GlosSary of the 1999 HI Trustee$ Report. 


Office of the Actuary 
Health Care FinanCing Admin. 
April 26. 1999 
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Table 5 -- Estimated financial effects of alternative proposals to limit annual growth in 
per capita HI expenditures to a specified maximum percentage ~'per capita cap") 

Cap annyal growth in per oapna expenditures at... 

Present law ,2% 3% 4% 

A., Actuarial Balance 

(~~8~~~~.~~.~~~'~,~~~~~~) -0.40% 0.23% -0.10% -0.36%
1999-2048 ............. , ............. . -1.08% 0.45% -0.16% -0.78%

1999-2073 .... , ..................... .. -1.46% 0.72% -0.03% -d.93% 


8. Reduction in HI expenditures (in bilH~s)
2000.................................... i $0 $0 
 $0
2001 ............. ,..................... ' 2 0 a

2002................................... 4 1 
 o
2003................................... 6 2 o

2004.......... ......................... 10 4 o

2005................................... 15 6 1

2006................................... 20 9 
 2
2007................................... 25 12 
 2
2008................................... 30 14 
 2 


2000-2004.. ............... ............ 22 7 o

2000..2008.. .............. ........ ..... i 112 48 7 


C. Trust Fund Ratio (assets at be9innin~ year as a % of annual elCP-enditures) . 

2000 ........................ ' ........ ". l 85% 85% 85% 85% 

2001.............. ..................... 1 86% 88% 86% 

2002...................................: 86%, 90% 8 86% 

2003................................... 860/0 93% 87% 86% 

2004.............. ................. 85% 97% 87% 85% 

2005 ...................... :............ 82% 102% 87% 82% 

2006................................... 790/0 109% 88% 79% 

2007................................... 74% 116% 89% 75% 

2008................................... 690/0 126% 91% 71% 

2010................................... 56% 152% 93% 61% 

2015................................... 60/0 217% 88% 16% 

2020................................... .. 286% 58% 

2025..._..... ~~ ........ _"~ .............. .,... * 3630/0 5% 

2030... ., .... ~~." ... " ... ~ ........ 4 ...... ~ .... ,. '* 471 % 

2035................................... 654% 

2040................................... 955% 

2045................................... 1406% 

2050................................... 2027% 

2055................................... 2842% 

2060................................... 38850/0 
 * 
2065........... ........................ 5255~ 
 * ..2070................................... 7040 l-b 


D. Year of trust fund 

.. 
• .. 
• 

* 

depletion................................ 2015 Never 2025 2016 

E. Board of Trustees tests; 

Short range test..................... . No No No No 
Long-range test.. .............. --.. No Yes No No 
.. Fund is depleted. , 


. I. , 


Note 1. The above estimateS,are based on the intermediate set of assumptiOns from the 1900 Trustees Report. 
2. Illustrative proposals are assumed to l:ake!effect st8rting .in DlO, ' , " : 
3. AJI years showrJ are ealer)dar years.! " 
4. The Board of Trustees tests are complex.i CQmp/ete definitions of Ihe.se tests are av.!IRabie in the 

GI~ry of the 1999 HI Trustees Report.l 


Office of the Actuary

Heal1h Care Financing Admin. 
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TO 	 LAMBREW P.16/17 

Table 6 - .Estimated financial effects of alternative proposals to increase the HI tax. rate 
for employers and employees, each, by a specified percentage 

Increase the employer/employee payroll tax rate by ... 

Present law 0.25% 0.5.0% .0.75% 

A. Actuarial Balance 

(~,§8~~~~~.~~,~~~.':.~~:'~~~) -0.40(/1) 0.08% 0.56% 1...04%
1-999-2048 ........................... . ':1.08% -0.59%-0.10%' 038%
i
. 1999-2073 ........................... . -1.46% -0.97% -.0048% . 0':.01 %
i 


B. Increase in payroU taxrevenues On b~ioos} ! 
2000................................... ; $17 $35 :$52 
2001 .................................. . 	 24 48 72

2.002.................................. . 	 25 5.0 75

2003 ................................. .. 	 26 53 79

2.004.................................. . 	 28 55 83

2005 ................................. .. 	 29 58 87

20.06................. , ............... .. 	 30 61 91

2007 ................................. .. 	 32 64 96 

2008 .................................. . 	 33 67 100 


2000-20.04............................. 120 241 361 

2000-200S............................. 244 491 735 


I 


C. Trust Fund Ratio (assets at beginning year as a % of annual e)Q:!enditures) 
2000................................... ' 85% 85% 85% 85% 

20.01................................... . 861Vo 103% 119% 136% 


. 	2002................................... 86% 119% 151% 183% 

2003................................... 85% 134% 182% 231% 

2004................................... 65% 148%· 212% 276% 

2005 ........................... "...... 82% 161% 241% 320% 

2006 ........................ :.......... 	 79% 172% 268% 363% 

2007................................... 74% 183% 294% 404% 

2008................................... 69% 194% 319% 445% 

2010................................... 56% 212% 368% 525% 

2015................................... 	 6% 233% 460% 687% 

2020.HUH.HUUUU.....~uu........ 	 '" 211 0", 497% 783% 

2025....... ~.#~ ••••• uu......... 	 '* 141°k 4730/0 606%
..... H ••• ___ 

2030................................... "31% 405% 780% 

2035____ ~ ........... ,. ..... '6•••1.............. • 312% 735% 

2040.............. ~ .... :_~a;& ...... ~......... '* ·202% 685% 


634%
~g~g::::::::::::::::::::::::::::::::::: : 791~lO 581% 

2055............... ,. ____ .........*............. 519%
ft 'fit 

2060................................... 	 " : ". 441% 

2065................................... 	 * " . 

2070............. ~ ... _..... ~ ............ ~........ * 	 ... . ~~~ 


D. Year of trust fund : 


depletion ............................... . 2.015 2031 2047 Never 


E. Board of Trustees tests; 
Short range test ................... .. No Yes Yes. Yes 
Long-range test ................... .. No No No Yes 

1.00% 


1.51% 
.0.87% 
0.50%' 

$69 
96 


101 

105 

110 

115 

121 

127 

134 

481 

978 


85% 
152% 
21-6% 
279% 
340% 
400% 
458% 
515% 
571% 
681% 
914% 

1070% 
1138% 
1154% 
1158% 
1168% 
1190% 
1222% 
1252% 
1265% 
1258% 
1236% 

Never 

Yes 

Yes 


* Fund is depleted. , 
Note ,. The above estimates are based on the intwmediate set 01 assumptionS from the 1999 Trustees Report. 

2. illustratiVe proposalS are assumed to takeieffect starting in 2000. 
3. All ~r& shOwn <JI'I!! calendar years. : 
4. T~ Board of Trustees tasts are oomplex.i 0:lmp/etB definitions of these laStS are avail$ble in the 


Glossary of the 1999 HI Trustees Report.,: . 


Office of the Actuary 

Health Care FinanCing Admin. 

April 26, 1999 
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TO 	 LRMBREW P.l'7/1'7 

Table 7--Estimated reductions in HI expenditures or increases in pay.roll tax revenues required to 
matntain HI trust furd a~set~ at 100% of annual exp,enditu~e~ ("actuarial balance") 

, ' , , ' I' 
I' 

, " 
Reduction in HI expenl::1'itures... , Increase in payroll ~ revenues ... 

CY 
In billions 
of dollars 

As a %!of present' 
law exPengitures 

In billions 
of dollalJ! 

As a % of present 
law payroll taxes 

2000 $8 i 5% $9 7% 
2001 17 ;11% 17 12% 
2002 2 1% 2 1% 
2003 2 ' 1% 4 3% 
2004 3 20.4 4 3% 
2005 5 ' 3% 6 4% 
2006 7 4% 9 5% 
2007 9 4% 11 6% 
2008 12 5% 13 7% 

2010 ("') . 7% (*) 8% 
2015 (.) 113% (*) 17% 
2020 
2025 

(O')
{.} 

:20% 
;~/~ 

(*) 
(*) 

31% 
48% 

2030 (.) '35% (") 63% 
2035 (*) .40% ("') 76% 
2040 (*) :42% (*) 85% 
2045 (") !43% (") 89% 
2050 (*) : 44% (*) 91% ' 
2055 (*) t45% (") 96% 
2060 
2065 
2070 

{"} 
(Or) 
(..) 

146% 
:47% 
: 49% 

(") 
(")
C·) 

101% 
106% 
114% 

2000-2008 65 ! 4% 5% 
2000-2070 ("') '43% 88% 

• Estimates of the dollar e>q)EIl"lditure ~uetions end payroll mx increases, and their tataIs, 
are '$hown only through 2008. since iirtlation C8U$8S such amounts to lose their meaning 
over long periods. 

Noles: 1. Currently, the tnJst flind ~ is slightly under 100%., Under these soen3rios, . 
the ratio would reaoh 1 ~ in the y(lGT' 2002, orwhich the necessary red1.totions 
or increases would maintai~ 1M ratio at 100% 'eNery year thereafter, Thi$ would result 
in Ii sl"l9htiy negative aotuarlaJ baJanc:e. over the entire period beginning from 2000. and a 
zero aetuarial balance begl~ning from 2002. Both the short-range and long-range 
tests of the Trustees woul~ be satisfiad over the entire period. 

2. 	 The above et;tirnates are ~ on the intermediate set of aliSumptioos from the 
1999 Trustees Report . 

Office of the Actuary 
Health Care Financing Administration 
Apri126, 1999 , 

TOTRL P.1? 
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