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MEDICARE TRUST FUND SOLVENCY PROBLEM ' %

Unlike the Republicans, This is Not a Problem Democrats Just Discovered. The President, his
Administration and the Democrats have been concerned about Medicare trust fund from the beginning,
OBRA 1993 and economic improvements resulting from this legislation have strengthened the trust fund
and pushed out the insolvency date by three years. Furthermore, in the context of broader reforms, the
Administration's proposal would have extended the life of the trust fund another 5 years. The

Repubhcans rejected each and every initiative that would have strengthened the Medicare Trust
Fund :

The Medicare Trust Fund is a Long-Term Problem that Needs to be Addressed. Of course with the
aging of our population, there is a long-term solvency problem for the Medicare trust fund. This is
nothing new, but it needs to be addressed. It needs to be addressed thoughtful Y, outs,ldc the budgetary
process, and independent of pamsan politics.

In Contrast to the Democrats, the Republicans Have Just Discovered this Issue. In the last two years,
all the Republicans have done has been to oppose our efforts to improve the Trust Fund. As a matter of
fact, the only proposal they have put forth (their tax cut for the highest income seniors ~- the top 13
percent) actually exacerbates the problem. :

The Republicans are Using the Trust Fund as a Smoke Screen for Cuts. Let's be clear: Their
proposals have nothing to do with the long—term solvency issue; they do not address the underlying
problems of an aging population. The Republicans want to usc the Medicare program as a bank for their
tax cuts for the wealthy and to fulfill their campaign promises.

When they Finally Put Forth a Detailed Budget and Commit to Dealing with Medicare in the
Context of Serious Health Care Reform, the President Stands Ready to Work Toward a Real
Solution: Currently, the issue of Medicare is only being addressed by Republicans as they face a political
crisis to find funds to pay for large tax cuts for the well-off and fulfill their campaign budget promises.
When Republicans finally put forth a budget that is detailed and makes clear they are not slashing
Medicare to pay for tax cuts, the President stands ready to work with Republicans to address the real
problems facing the Trust Fund and the American people in the health care system.



REPUBLICAN MEDICARE CUTS

Republicans are considering proposals that would cut Medicare funding by between
$250 billion and $305 billion between now and 2002. Slashing Medicare at this level
translates into 20% to 25% cuts in 2002 alone for this program serving our most vulnerable
Americans —- the elderly and disabled.

COERCION INSTEAD OF CHOICE: Managed care simply cannot produce anywhere near
the magnitude of Federal savings being suggested by the Republicans without turning ‘
Medicare into a fixed voucher program. That would put Medicare's 36 million beneficiaries,
many of whom have pre—existing conditions, into the private insurance market to shop for
what they can get. With a fixed and limited voucher, beneficiariecs would have to pay far
more to stay in the current Medicare program if large savings are to be realized. That's not
choice, that is financial coercion.

ADDING TO ALREADY HIGH COSTS FOR SENIORS: Today, despite their Medicare

benefits, health care consumes major amounts of older Americans' income. According to the

Urban Institute, ‘the typical Medicare beneficiaries already dedicate a staggering 21% (or
$2,500) of their incomes to pay for out-of-pocket health care expenditures.

$3,100-$3,700 Out-of-Pocket Payments: If the Republican cuts ($250 billion to
$305 over seven years) are evenly distributed between health care providers and
beneﬁcnanes the cuts would add an additional $815 to $980 in out-of-pocket burdens
to Medicare beneficiaries in 2002. Over the seven year period, the typical bcncflclary
would pay between $3,100 to $3,700 more.

Reduce Half of Social Security COLA: The Republicans say they aren't cutting
Social Security, but these Medicare cuts are a back-door way of doing just that. By
2002, the typical Medicare beneficiary would see 40 to 50 percent of his or her cost—
of-living adjustment caten up by the increases in Medicare cost sharing and
premiums. In fact, about 2 million Medicare beneficiaries will have all or more than
all of their COLAs consumed by the Republican beneficiary cost increases.

$40-$50 Billion in Cost-Shifting: Assuming the other half of the Republicans' cuts
go to providers, hospitals, physicians and other providers would be targeted with
between a $125 billion to $150 billion cut over seven years. In 2002 alone, a $33
billion cut in providers would be needed. Even if only one-third of Medicare provider
cuts overall are shifted onto other payers (an assumption consistent with a 1993 CBO
analysis), businesses and families would be forced to pay a hidden tax of $40 billion
to $50 billion in increased premiums and health care costs betweern now and 2002.

Rural and Inner City Hospitals At Risk: Cuts of this magnitude, combined with the
growing uncompensated care burden (which would be further exacerbated by Medicaid
cuts and increases in the number of uninsured), would place rural and inner-city
providers in jeopardy because they have limited or no ability to shift costs to other
payers. As a result, quality and access to needed health care would be threatened.



THE REALITY OF MEDICARE GROWTH

. Despite the current rhetoric, Medicare expenditure growth is comparable to the growth
in private health insurance.

. Under Administration estimates, Medicare spending per person is projected to
grow over the next five years at about the same rate as private health insurance
“spending. Under CBO estimates, Medicare spending per person is' projected to
grow only about one percentage point faster than private health insurance.

K So, unless Medicare can control costs substantially better than the private
-sector, beneficiaries and providers would be forced to shoulder the burden of
the huge cuts being proposed by Republicans.

MAJOR BURDEN ON RURAL AMERICA
. Reducing Medicare paynicnts would disproportionately harm rural hospitals.
> Nearly 10 million Medicare beneficiaries (25% of the total) live in rural America where
. there is often only a single hospital in their county. These rural hospitals tend to be small
and serve large numbers of Medicare patients}
. Significant cuts in Medicare revenues has great potential to cause a good number of these

hospitals, which already are in financial distress, to close or to turn to local taxpayers to
increase what are already substantial local subsidies.

. Rural residents are more likely than urban residents to, be- uninsured, éo:offsctting the
 cffects of Medicare cuts by shifting costs to private payers is more difficult for small rural
hospitals.
. Rural hospitals are often the largest employer in their communities; closing these hospitals

will result in job loss and physicians leaving these communities.
UNDERMINES URBAN SAFETY NET

° Large reductions in Medicare payments would have a devastating impact on a significant number
of urban safety—net hospitals. These hospitals alrcady are bearing a disproportionate share of the
nation's growing burden of uncompensated care. On average; Medicare accounted for a bigger
share of net operating revenues for these hospitals than did private insurance payers.



REPUBLICAN MEDICAID CUTS

Republicans are considering cuttingfcdcral Medicaid funding by $160 to more than
- $190 billion between 1996 and 2002. The Republicans claim that they are not cutting the
‘program, but simply reducing the rate of growth. Yet, these technical number disputes avoid

the real question: who will be hurt, who will lose coverage and who will lose benefits if $160 -

to $190 billion are cut from a program that provides critical health care services. It-also
ignores the fact that 3 to 4 percent of program growth is for the increasing number of pcople
being covered, without which millions more Americans would be uninsured.

. HEAVY BURDEN TO FAMILIES FACING LONGTERM CARE: While most
people think that Medicaid helps only low—income mothers and children, about two-
thirds of Medicaid funds are spent on services for elderly and disabled Americans.
Without Medicaid, working families with a parent or spouse who need long-term care
would face nursing home bills that average $38,000 a year.

[ MANAGED CARE SAVINGS NOT NEARLY SUFFICIENT: Savings from
‘ managed care cannot produce anywhere near the magnitude of cuts proposed by the
- Republicans. Two-thirds of Medicaid funds are spent on the elderly and disabled, and
there is little to no evidence that putting them in managed care can produce savings.
And because the baseline projections already assume that a growing number of
mothers and children on Medicaid will be in managed care plans, there are little
additional savings left in the remaining one-third of the program.

N FLEXIBILITY CAN'T MASK DEEP CUTS: Republicans defend these cuts by
saying that what they are doing is giving added flexibility to states through block
grants. Issues of flexibility can't mask the inevitable fact that states are being asked to
absorb enormous federal cuts ~~ forcing them to cut spending for education, law
enforcement or other priorities —— and that's unrealistic.

LIKELY IMPACTS: So let's look at what these cuts really mean. Even accounting for some
managed care savings, they mean déep cuts in eligibility, benefits and payments to doctors,
hospitals, nursing homes and other health care providers. If the Republicans were to cut $160
to $190 billion between 1996 and 2002 and those cuts were divided evenly between
eliminating eligibility for elderly and disabled beneficiaries, eliminating eligibility for
children, cutting services, and cutting provider payments, that would mean -~ in the year
2002 alone -~ that:

° 5 TO 7 MILLION KIDS WOULD LOSE COVERAGE; and

o 800,000 TO 1 MILLION ELDERLY AND DISABLED BENEFICIARIES
WOULD LOSE COVERAGE; and

e  TENS OF MILLION LOSE BENEFITS: All preventive and diagnostic screening
services for children, home health care and hospice services would be climinated —-
as well as dental care if the $190 billion were cut; and " ’

. ‘OVER TEN BILLION REDUCED TO HEALTH CARE PROVIDERS: Alrcady
low payments to health care providers would be reduced by $10.7 to $12.8 billion.



A MEDICARE/MEDICAID CUTS:
BUSINESS, PROVIDER AND ADVOCACY GROUPS' RESPONSES

The National Associati f Manufact .
"Across the board reductions in [Medicare and Medicaid] should be avoided, since they are
likely to exacerbate cost-shifting to the private sector." (February 11, 1995)

Eastman Kodak says:

"My message to you as you wrestle with the growing costs of the Medicare program is that
greater use of managed care and aggressive purchasing of care on the part of the
government are more appropriate solutions than massive across—the—-board cuts in payments
to providers, which result in cost shifting or an invisible tax on companies providing coverage
to employees in the private sector.” (March 21, 1995)

. . s e
American Hospital Association says:

“One of every fouf hospitals in the United States is in ‘serious trouble,’ and with deep
reductions in Medicare growth will be forced to cut services or close its doors." (April 13,
1995)

"The .wrongv way [to reform Medicare] is to do business as usual, letting short-sighted '
political pressures squeeze Medicare spending and weaken a program that needs to remain
strong for our nation's seniors." (February 6, 1995)

"Sixty -four percent of the electorate believes that z"f you ran for office saying that you would
not cut social security, and if Congress votes this year to cut Medicare then that Member of
Congress has broken their campaign promise." (April 1995 Polling Data Report)

\ . Association of Retired P :

“Medicare was hardly discussed in the last election; and there was certainly no mandate
from the electorate to change the system.” (March 28, 1995)

Medicare cuts "would mean that over the next 5 years older Americans would pay at least
32000 more out of pocket than they would pay under current law. And over the next seven
years they would pay $3489 more out of pocket.” (March 6, 1995)

“..[T]he total number of Medicaid beneficiaries in need who would lose long—term care
services...could reach 1.75 million in the year 2000." (March 6, 1995)
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“The facts do not warrant a panic’approach‘ or a fundamental recasting of Medicare. The
trust fund is not about go belly—up; a seven—year window does not merit a panic button."”

"The levels of the cuts in Medicare contemplated by the Senate and House Budget Committees
will not just devastate the finances of millions of older citizens, but more importantly, they
will devastate the hopes for a secure and healthy old age for all Americans.” (April 1995)

Older Women's League says:

"We receive hundreds of letters from women who are already forced to chose between paying
for food and rent and buying much needed medicine that is not covered by their Medicare.
Substantial cuts in Medicare will literally take food out of the mouths of these older women."
(January 10, 1995)

"States could make these cuts in several ways: by raising taxes substantially; by excluding
groups of children from programs or putting them on waiting lists; by reducing benefits or

- the quality of services; or by making low—income families pick up more costs through co-
payments and fees. Regardless of which method is chosen, the overall effect would be large.”
(April 19, 1995) : . ' - »

Catholic Health Associati )

“Budget cuts of such magnitude [in Medicare and Medicaid] would attack the very fiber of
these programs and, in fact, decimate them. Consequently, the Catholic Health Association
believes that Congress should put aside consideration of tax cuts for now and refocus the

debate on how best to solve the deficit problem.” (March 2, 1995) “



THE WHITE HOUSE
WASHiNGTO&

May 1, 1995

The Honorable Newt Gingrich
Speaker

United States House of Representatives
~ Waghington, D.C. 20515

DcaerSpmker

The President has asked me to respond to your lcttr.r oprnl 28, 1995 As thc
Administration has shown over the last two and 2 half years, we arc camrm_tted to reducing
the deficit and achieving meaningful health care reform. We continue to seek progress on
both of these fronts, while also making our tax systcmfancrandonnystcmofmvcsﬁngin A
education and cluldrcn evea stronger. A

When this President took office on January- 20, 1993, he inherited an escalating daﬁcn
and a Medicare Trust Fund that was projected to be msolvcnt in 1999. Twenty-seven days
later, he proposed, and then helped pass, a historic deficit reduction plan that included
several serious policies to strengthen the Trust Fund. Indeed, these proposals pushed out the
' msolvency date by three full years. «

Last year, the President spoke directly to the nation about the need to reform our

- hedith care system and made clear that further federal health savings needed to take place in
the context of serious health care reform. In December 1994, the President wrote the
Congressional leadership and made clear that he would work with Republicans to control
“health care spending in.the context of serious health care reform. The President mpeated this
offer in his 1995 State of the Union speech.

Despite these repeated calls for significant action on health care reform, the reply
from the Republicans has been silence. Indeed, the only proposal in the Contract with
America that specifically addresses the Medicare Trust Fund would explicitly weaken it by
$27 billion over seven years and undo some of the progress made in 1993,

Moreover, the over $300 billion in Medicare cuts over seven years — the largest
Medicare cut in history -- you are reported to be considering would be completely
unnecessary if you did not have to pay for & seven-year $345 billion tax cut that goes
predominantly to well-off Americans. No amownr of accounting gimmicks, separate
accownts, dual budger resolutions or reconcillarions can hide the reality thar you are
essentially calling for the largest Medicare cus in history to pay for sax cws for the well-off.

The President has long stated that tnaking significant cuts in Medicare and Medicaid
outside the context of health care reform will not work. Such dramatic cuts could lead to



less coverage and lower quality, much higher costs to poor and middle income Medicare

recipients who cannot afford them, a coercive Medicare program, and cost-shifting that could B

lead to & hidden tax on the health premiums of average Americans. That is why it is
essential to deal with the Medicare Trust Fund in the context of health care reform that

protects the integrity of the program, expands not reduces coverage, and protects choice as
well as quality and affordability.

The Medicare Trust Fund is an important issue that needs to be addressed in a
bipartisan way in the context of larger health care reform. To do that, you must first meet
the requirements of the buiet law that Congress pass a budget resolution. The April 15
deadline has passed, and t:: American people are still waiting to see the now Republican
majority fulfill this responsibility. If you really want to work together on the Medicare Trust
Fund, you raust first pass a budget plan that fully spemfics how you plan to balance the

budket end pay for the proposed tax cuts.

- We hope that you will work hard to resporid to these issues. The Adnmustmtmn and
the American people continue to await your proposals. ,

Chief of Staff



FORTNEY PETE STARK . ' . ‘ COMMITTEES:
THIRTEENTH DISTRICT, CALIFORNIA WAYS AND MEANS

CONGRESS OF THE UNITED STATES DISTRICT OF COLUMBIA

HOUSE OF REPRESENTATIVES
WASHINGTON, D.C. 20515

MEDICARE CUTS? LOOK WHAT
REPUBLICANS SAID LAST YEAR!

o Dear Democratic Colleague:

The Repubhcans are about to try to cut Medicare $250 to $310 billion over the
next 7 years ,

Last yeaf all 14 Republican Members of the Ways and Means Committee
81gned the followmg mmorlt‘y views to HR 3600, the Health Reform bill:

“The reimbursement levels of medicare have reached potentzally
disastrous levels, as ProPAC’s current report underscores. o

"Anyone who doubts this only has to look at the current Medicare

. program for the elderly and the Medicaid program for the poor.
For more than a decade, Congress has cut back on payments to-
doctors and hospztals until they no longer cover the cost of care
for Medicare and Medicaid patients--and the additional massive
cuts in reimbursement to providers proposed in this bill will
reduce the quality of care for the nation’s elderly.”

As you remember, HR 3600 did cut Medicare spendmg $157 billion over 7
years but returned ALL the money to the health care system by insuring
everyone (no more bad debt and uncompensated care for doctors and -
hospitals) and providing seniors with a prescription drug coverage and better
Medicare benefits. The Republican cuts won't go for Medicare improvements
or health care reform--they will just be cuts.

We should all remind the Republicans--often--of what they said last year.

Sincerely,

Pete Stark
Member of Congress

(@/ Printed on Recycled Paper.



Background

. In the State df the Union frarnework, the transfers to Medicére were described as
 “I5 percent of the unified surpluses over the next 15 years.” These transfers were
sufficient to extend the life of the Trust Fund from 2008 to 2020.

. Since the SOTU address, the Trustees have revised the exhaustion date under current law
to 2015.
e ° Inthe Mid-Session Review, the unified ‘surpluses will be larger than was projected when

the SOTU framework was being put together. Under MSR assumptions, therefore,
15 percent of the unified budget surpluses will excéed 15 percent as of the SOTU.

. We may want to preserve our ﬂex1b1hty to frame the transfers to Medicare in some way
other than as a percent of unified surpluses. .

Options

. 15 percent of the unified surpluses over fhe 15-year period, regardless of how the
projection may change.

Pros

-- Most consistent with our rhetoric immediately following the SOTU address.

- Would minimize the risk of tipping others off that we may recast the President’s
Social Security proposal in on-budget/off-budget terms.

- Could allow flexibility with respect to timing.

-Cons

- If the MSR has not been released by the time of the Medicare roll-out, could
require that we revise our stream of Medicare transfers in short order.

- With the upward revision to the MSR, would commit more resources to Medicare,
and so would leave less for other purposes, relative to other options.

- Would keep the conceptual focus on the unified surplus.



Exactly the same stream of nominal transfers as assumed in the SOTU framework
Pros
-- Could also be construed as maintaihing the President’s SOTU commitment.

- Relative to the first option, would free up more resources for other purposes.

Cons

-

-- Because it would allow no flexibility with respect to timing of transfers, could put
greater pressure on the on-budget account relanve to other options.

Same as SOTU in PDV terms, but without a specified time path Jor transfers.

Pros

-- Could be portrayed as maintaining the SOTU commitment.

-- Would reserve more resources for non-Medlcare purposes relative to the first
option.

- By allowing the transfers to be more backloaded than under the SOTU
' framework, would reduce pressure on the on-budget surpluses early in the 15-year

period relative to the second option.

Cons

- Could be difficult to explain when most people don’t know what a “PDV” is.

-- Not clear the HCFA actuary will score a plan with indeterminate time pattern for
 the transfers.

Commit to extending the life of the Medicare Trust Fund to some specifice date.

Pros

-- Easier to explain than anything involving present-discounted values.

- Could be portrayed as exceeding the SOTU commitment, since it would be
possible to commit to a date beyond 2020, even with drugs
Cons

- Could be attacked as merély providing cover for transferring less to Medicare.



Background

. Tradltlonally, the MSR dlSCUSSCS both the current-law basehne and the President’s policy
program.
. Therefore, a traditional épprcach would probably involve showing year-by-year numbers

for the transfers to Medicare. (Under the budget scoring we propose to implement, the
transfers would reduce the reported “on- budget surplus” dollar for dollar, even though
Medicare is an on-budget program.)

. The MSR is scheduled to be “put to bed” June 17, and it is unlikely that year-by-year
Medicare transfer numbers can be finalized by then, not least because the Social Security
framework is still in flux.

Options

. Provide the specifics Of the Medicare proposal, including specific annual numbersfor the
stream of transfers to Medicare. Also include a fully-specified upda:ed Social Security
reform proposal.

Pros

- The most appropriate presentanon if everything (Medicare and Social Security
reforrn) were ready to go. :

Cons

- Not everything is ready to go.
U Same as z‘h‘e first option, but stick with the SOTU Social Security plan.
 Pros
- Would allow us not to nail down a Social Security program in time for the MSR.

Cons

- Might put us in the position of revising the MSR almost immediately, if we issue
a revamped Social Security framework.



~

{ .
A verbal description of the mechanics of Medicare reform without detailed numbers.

“The President proposes to transfer to Medicare resources of the following general
description...” '

Pros

- By avoiding providing specific year-by-year numbers, would maintain greater
flexibility with respect to possible redesign of Social Security proposal.

Cons

- Would provide less information than traditional in the MSR.
General discussion of the importance of health care for the elderly.
Pros

-- Would maintain maximum flexibility with respect to redesign of Social Security
proposal. ‘

Cons

-- Would be attacked as lacking concreteness.



Background
. The Medicare rollout is currently targeted for June 28-30.
. The MSR will be ready on June 28 at the earliest.

o OMB wants the MSR to come out before or, at worst, only a day or two after the CBO
Update which is apparently on target for release on July 1.

- Options
o | Do Medicare rollout ﬁ};st.
Pros
Cons -
. Do Medieare rolléut and MSR release simu!:&néoz;;!y.
Cons

. Do MSR refease first. Then either follow quzckly with Medicare, or delay Medicare
rollout into July.

Pros

— ' Would allow Medicare plan to reﬂect latest budget numbers.

- If Medlcare rollout is delayed mlght be possible to avoid dlscussmg Medicare
‘reform plan in detail in MSR ‘ :

Cons

- Would risk renegmg on Pre51dent S commltment to release Medlcare plan by the
end of June.



Background

. In the 1998 and 1999 SOTUs, the President declared that the unified surpluses should not
be used for any other purpose until Social Security reform has been accomplished.

. In the early going, this was interpreted to mean that no element of the President’s plan
(Medicare transfers, USAs, or discretionary spending increases) could be enacted before
" Social Security reform.

. The Medicare reform plan, by itself, will reduce the unified surpluses because the cost of
the drug benefit exceeds the savings from the plan’s reform elements.

Options
. Status quo “hardline”: No Medicare reform (and no new drug benefit) without Social
Security reform first.
Pros Y
-~ Might offer a real opportunity of enacting both Social Security reform and
Medicare reform.
Cons
- Risks forgoing a Medicare deal, even if one could be had, if Social Security
reform goes nowhere. '
o No legisldtion without agreed timepaths of Medicare and Social Security transfers.

Pros

Might accompiish the main objective of the President’s program -- to set aside the
bulk of the projected unified surpluses -- without requiring all sides to come to
terms on full 75-year solvency for Social Security. :

Cons

Might needlessly give up the tactical highground associated with Save Social



Security First.
It’s time to do Medicare!

~

Pros

-- Allows maximum flexibility to take a deal on Medicare -- if one becomes
available -- without regard to progress on Social Security.
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The annndu; Ontlook for Medicare \ \ (AMA

' Testimony before the
Senate Finance Committee
on May §, 1996

Rivbard 8. Foster, F.8. 4.

Chief Actuary
Heatlth Care Financing Administration

Chairman Roth, Senator Moynihan, distinguished Committor saembers, thank you for inviting me
10 testify today shout the financial outlook for the Medicare program. I welcome the opportunity
to assist you in your &fforts to ensure the fijture dmancial viability of the Nation’s sevond Iargest

Mm&mmgrm—onethatmamnlfwermthemmwuyoﬁhe our aged and

disabled populations,

The financial outlock for the Medicare program has improved dramatically since 1997 as a result
of the Balancad Budget Act of 1997, together with recent strong economic growtk, moderate
increases in health costs geaerally, and continuing efforts % combat fraud and sbuse. Eves so,
there remains a serious imbalance between long-range income and expenditures for the Hospital
lnsurance (HIN) trust fand and growth mates for Supplementary Medical Tnsurance (SMI) benefits
are expected to contine to exwedgmwthmthanwon xeoonomy

Background

Chart | summerizes the anroliiment, covered ssrvices, and financing provisions of the Medicare
program. Iaformation is shown separately for the HI and SMI programs, also known as “Parts A
and B," respectively. As indicated, roughly 39 milion petple were cligible for Medicare banefits
in 1998. HI provides partial protection against the costs of inpaticnt howpital services, skilled

" nurzing care, post-institutionaf hore health care, and hospice care, SMI covers most physician
services, outpatiant hospital care, home heslth care not covered by HI, and a variety of athar
medwalsemm such as diagnostic tests, durable medical equipment, and so forth.

Only about 22 percont of HI enrollaes received soms reimbursable covered services dunng 199%,
since hospital stays and rehtedcatctcndtn.be infrequent events even for the aged and disabied.
In conitrast, the vast majority of enrollees incur reimbursable SMT costs because the covered
Bervices uemremmdmmwmm SMIis only $100,

The two parts of Medicare are Snanced ontotanydxﬁ?embm mcostsmmapnmnﬁy
throughapornoaofthe FICA and SECA payroli taxes Ofthe total FICA tax rate of 7.65

* Fodoral Enswrence Contribitions Act md Scif Employment Contributious A, respectively.
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percent of covm earnings, pa.yabie by employees and employers, each, HI receives 1.45 percant.

_ Salf-employed workers pay the combined total of 2.90 percent. Following the Ornnibus Budget
Reconciliation Act of 1993, HI texes are pald on tatat earalngs in covered employment, without
limit. OﬂxetHImcommdndﬁ apomonof:he incomme taxes levied on Social Security benefits,
interest income an investes assets, and ntbu- minor ssurces.

M3 enrollces pay raonthly premius (345.50 ia 1959) that cover about 25 percent of program
costs, The belance is paid by gmﬂmvenue of‘theFedualgavemmentandasmsll umount of
_ intetest income. A

The HI tax rate is speaﬁedmthaSoeioI SeauntyAstandxsnm sdledxdadtochwge st any time
mtheﬁmremder;:rmhw This, progrem financing cagziot be modifiad (o mutch variations
in program eostsexwptthrwghmlegmﬁan In contrast, SMI premiums and general revenue
puyniaits a5 reestabiished each year to mateh estimated program costs for the following year. As
a result, SMJ incoms atometically taatches aqaendn‘um withotrt the need for lagisfative
adﬁutmmts

EwbpnnnfMadtwehasmownmﬁmd,whﬁnmmlmangdedbytheBoardcf
T, My discussion of Medicare's fingnciat status 15 based on the finandial projections
umﬂnﬁmmacaﬁslm:epmw()onms& Suchpmpdwmmm&deunduﬂuw
alternative sets of economic and detiographic sssumptions, to {lustrate the mcertainty snd
passible range of variation of Qiture soxts, and cover both a “short range™ period (the next 10
.yum)mda“!ongmse’(thanm’mym) Tbepmjcctionsm'enotmtsndedmfirm
pradictions of fulure costy, sipce this ia clearly imposaible, rather, they itlustrate how the Medicare
* program would operste under a range of conditions that can reasonably be expected to ooour,
Theproject.ensshownm:hmmmonymbmdonthsmm'“ medtate"satof

Sborl-mgaﬁ:mm’d autIoois for }?agoiml Insurance

ChmZSthspwmame.apmdmmmdmﬁmdmfbrﬂ:empmgmmd :
projestions through 2015. For most of the program’s kistory, income and expenditures have been
very close togethar, illusieating the pey-as-you-gc naturs of HE financing. The taxes collectad
each year are intended to be roughly sufficient to cover that year’s costs.  Surplus revenues are
- invested in spacial Tressuty secutities. mBumﬂomeswhasrewmmndedmmnmmg .
mquﬂtoulmmcyem’smmmmawnﬁngmzym

During 1990-57, Hl expenditures incréased at a faster rate than HI'indome.” Bxpeaditures
exceeded income by $2.6 billion in 1995, $3.3 billion i 1996, and $9.3 billion in 1997. Priorto
the Balanced Budget Act, this trend was expected to continue, ‘with costs growing at about 8 S
percent anmually, against revenue growth of only S to 6 pereoat, The 1995-97 shorfalls were met

by redeerning trust fund agsats, butmthisabsmofmmtegvshmmmwuldhwebm
depleted in ebour 2001, The Medicare provisions in the Balanced Budget Act were designed to
hdpaddr@stbmﬁmucnmd,umdmedmmﬂ t}medmagess:gmﬁmﬂynduceibs *

"—'2“"
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the Balanced Budget Act provisions. After 2002, however, cost ratex would increase steadily and
accelerute significandy with the retirement of the baby boom, beginning in sbout 2010, ‘Closng
the H1 defiait over the firet 28 years would require either-an 11.percent reduction in benefits or a
12-percent increase in income, or some combination, stasting immediately. Over the fill 75~year
period, the adjustments would beve to be wwdembly grester.

mcﬁmormhmymammmmsmsmmumimmmmwal
mmmmammmmﬁm When the HI program began,
there were 4.5 workes incovered employmant for every HI baneficiary, as shown in chart 3,
‘Currently, this ratio is 3.0 workers per beneficiary. With the advent of the baby boom’s
retirement, the oumber of beneficiaries will increase more rapidly than e Jebor force, resulting in
¢ declipe in this ratio ¢ 2.2 in 2030 und 2,0 in 2050 under the intermediate projections, Other
things being equal, there would be @ corresponding increase in HI costs as a percentage of taxable

There are other dernographic effects beyond those attributable to the varying number of bittha in
past years, In particular, Bfe expectancy has mzpmved wubstantiplly in the U.S. over tine and is
projected to continue doing 30. The average remaining life expectancy for 65-year~olds increesed
from 12.4 years in 1935 to 17.4 years currently, with an estimated firrther increase to over 20
years st the end of the long-range projoction period. Medicare costs are alzo sensitive to the age
distribution of beneficiaries. Older persons incur substantially larger cogts for medical care, on
average, than younger pursons. Thus, as the beneficiary population ages over time they will move
into higher-utilization age groups, thereby adding to the financial pressures on the Medicare
program.

Thekeyﬂwmundaﬁyin‘gpw and projected increases in Pﬂ‘meﬁdimura qummarizad in
chart 6. Aggregate cost increases have boon factared into (i) growth in the number of
beneficiaries, (f) increases in genera! inflstion, as measured by the Consumer Price Index, and (i)
mmmmwmmwmmmmmum«m:mmm'
“intensity” (or average complexity) of such services. Throngh the early 1980s, general inflstion
was & major contribuler to growth in HI costs. ‘The “all other” category has seen major swings in
the past, from average annual increasss of as much a5 6 percenl to s litle ax 0.7 purcent.

Under the intermadiate projections, the impact of the baby boom’s retiromant clearly shows up in
its effact on beneficiary growth rates. The Trustees project a fairdy constant rate of mﬂauona.t
about 3.3 percent ammually, Projected growth in the “all other” category varies significantly,
reflecting the net impact of several factors, Initially, residual growth rates are low duc to the
impact of the Balanced Budget Act. After 2002, utilization is expected to reaccelerate, aithough

~ Rot 48 severely aq in past years, duc 1o the new prospactive paymedt systemts mandated by the
Act. mmdanngraphmwmalmphyamle 2s an infhx of 65-year-old baby boomers arrives,
average per capita utilization will actuslly decrease temporarily, as the average sge of beneficiaries
declinex “As the baby boom generation ages, however, their utilization will increase and drive up .
reaxdualmmhmtuom
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A final factor affecting the resicual grovweh rates shawn in chart 6 is an assumption that heahth
~ casts cannot continue to grow indafinitely at the high rates frequently seperienced in the past. A
s:mplemmpolznonofﬁmpas:qmcldyludstoasimnwhmMedmuedunewmnd -
. represemt a substaatiul portion of total gross domestic produet—an untensble and unrealistic
' situation. For this reason, residual growth rates are purposely assumed to gradually moderate
toward the end of the firet 25-year projection period. This assumption has been used for many
years and has been fmndappmpmtemthambymdcpendmtpmdaofexpmwnsmmmd B
economists. More recently, however, it has received considersble criticiam. *Accordingly, [ have
asked my siafl"to carefully review the long-range Medicare growth assumptions. In addition, the
- Board of Trustees is convening 8 new expeért pane! for the parpose of reviewing the Medicare
‘trustﬁmdprqemom We wiil nlsonkthmgouptoredew:haloagmgsgmw&asmpnm.

"Hmdd Mﬂswmwm&mzm

Chm?msaﬂm&esoftheshoﬂwouﬂmkﬁd&ﬂmdmgmﬂﬁnﬂnﬂﬂhe
information presented in chart 2 for the HI program. Two key differences stand out: First, the
income and axpenditure curves for SMT are néarly indistinguishable in the foturs. As noted
previously, SMI premiums and general revenue income are reestablished annually to match
sxpected program wals fu the following year, Thus, the program will automavically bein .
financial balance, regardless of future program cost trends. The second difference is the relative
level of trust fund assets. Smﬁrmmngmresaﬁequenﬂy abwerlcvelofassetscmsxrfﬁcefnr \
. mnmmcytemapmpém _ ,.

Thopmmywmnﬁ:rﬁhﬂmdssmpxdmdgmmkinbumﬁw Mmtsmwbytll C
mmmMSngmmdmg&MmMMnsgmmmM{Gbﬂ
by 9 percent. Similar growth is projected for the short-range firure, Although the Balanced
Budget Act contained a.m"xmberpfpmvisim'daigmdm reduce the rate of growth in SMT -
. expenditures, their impact is more than offset by two other fictors. First, the Act specified that
home health scrvices not associsted with & prior stuy in an instinstion were to be converted to ,

A Pmemzﬁuandpmdﬁ:rbytheMmﬁmd(phuedinmmyem) In addition, the
Act provides for several significant new preventive or “screening” benefits, such as colorectal
examinarions, not previously covered by Medicare. As a result, SMT costs mestlmated to -

: memmmwuamhufmeBﬂanudgam : .

The increasa in SMJ costa Is ametbyadd:ﬁum premium reveaue under & provision 1o maintein
the SMI premium at the level of 25 peroent of expenditures. Prior to the Balanced Budget Act,
premyum increases would have been limited to the Soclul Security cost-of-living adjusonent

(COLA) and, over time, would have represented a declining share of total costs, The Belenced
‘Rndge‘! Act makes permasent the exrrent relationshin betweca pmmum tevenue and total costs.

The long-mnguostof&ﬂ(uhownlndxms uapemmtageofGDP) is oxpected to follow the

same general pattern seen previcusly for B, In contrast to IT, these costs will automatically be
met through enrollee premiums and general revenues of the Federsl goverament. Policy makers
mmmnwndahmwn@mgmndymhh&&ﬂm&mus ‘
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Conclusions

Ir their 1999 report 10 Congress, the Board of Trustees notes the substantial imarovements in the
financial outlock for Medicare that have come zbout as & result of the Balanced Budget Act of
1997, together with recent strong ecanomic growth and relatively slow growth in health sosts
genennlly. But they emphasize the continuing financial prossures facing Medicure snd urge the
Nation's policy makers tatake further steps to sddress these conocms. They also argue that
contideration of further reforms should occur in the relatively near fiuture. Today’s relatively
favorable conditions could change, sccelerating ths expected return to deficits in the HI trust
fund. Moreover, the earlier solutions are enacted, the more flexible and gradual they can be.
Finally, the Trustees note that early getion increases the tine available for affected individuals and
otganumus—«mc!udmg heulth care providers, beaeﬁames, and texpavers-—io adjust thelr o
expectations.

I concur wholehsartedly with the Trustees’ assessment and p!edge the Office of the Actuary’s
cantinving assmace to the joint effort by the Administration and Congress to determine effective
solutions ta the & financial problems facing the Madicars program. Imldbchapp‘yto
amwauqunomyoumghthawmh&ed:msﬁmumlimes »
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s 1.45% payable by omp[oyees and

employdrs, &a .
* 290% payable by seif-employed :
» Following elimination of HI eontri-

bution base (effective 1894), HI tax

applies to all eammgs in eovered
empluyment

Revenue from taxatim of OASDI hene-
fits (portion between 60% & 86%)

; : Supplementary Medical
| | Hospital Insgrancel(ﬂl) ) Tnsarance ( SA m
~Enmllment:in0'¥199.8: S L -
Total .. - 39 million .87 million
Beneﬁua* Inpament hoapital care | , .Physician services
S Skilled nurgingcare Outpatient hospital services
* Subjeet to certain Home health care (posbmehtntxmnl) Home health care (geneml)
doductible and . Hospma care’ . - Other services, 8.2.
o mts ) %eaiglshe tests
TR T equipment -
‘ . Ambulance
. FEDARCGINE. . cconrseaesrrerenns  HI b2X 0B covered eammg& Premm?ns pmd by enrcilees in 1999:

o $45.50 per month for all enrollees
e Covers 25% of costs

General revenue transfors in 1999:

. * $139.10 per month for aged persons
© . & $160.50 per month for disabled

* Cavers remaining 75% of costs
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Paul Glastris

PRESIDENT WILLIAM J. CLINTQN

REMARKS ON SOCIAL SECURITY AND MEDICARE
; TRUSTEES REPORT '

ROSE GARDEN, THE WHITE HOUSE

: March 30, 1999

Twice in the last six years, Americans have looked to the future by addressing great

~ fiscal challenges. In 1993, we met the threat of mounting deficits|and a stagnant economy
with an economic plan of fiseal discipline, expanded trade, and investment in our people.
Thanks to that action, the red ink of the federal budget has turned to black, and we are
enjoying the longest peacetime expansion in our nation's history. | In 1997, we reaffirmed our
commitment to fiscal discipline with a bipartisan balanced budget agreement that also took
important steps to improve Medicare, saving tens. of billions of dollars in costs while
expanding choices and benefits for recipients.

Today, we have new evidence that those determined actions were the right ones. 1
have just been briefed by the four Social Security and Medicare tr:ustees for the administration:
Secretaries Rubin, Shalala, Herman and Social Security Commissioner Apfel. The trustees
have issued their annual report on the future financial health of these vital programs.

The trustees report shows that the strength of our economy has led to modest but real
improvements in the outlook for Social Security. They project that economic growth today
will extend the solvency of the Social Security trust fund to 2034, |two years longer than was
projected in last year’s report. After that date, however, the trust»;fund will be exhausted and
Social Security will not be able to pay the full benefits older Americans have been promised.
Therefore we must move forward with my plan to set aside 62 percent of the budget surplus
for Social Security, investing a small portion in the private sector for a better return, just as
any private or state government pension plan would. And as I said in my State of the Union
address, we must go further, with difficult but achievable reforms that put Social Security on a
sound footing for 75 years and beyond. ‘




The trustees have also told us today that the financial future for Medicare has
improved even more. The trustees project that the life of the Medicare Trust Fund
has been extended until 2015 --7 years longer than prOJected in last year’s report.
These improvements are only partially due to the strong economy!. According to the trustees,
they are also the result of the difficult but necessary reforms we made to Medicare in 1997,
and to our successful efforts to fight waste, fraud and abuse in the Medlcare program.

The Trustees report is good news. We should be pleased.| We should be proud. But
we should not be lulled into complacency, because the improvements we see today did not
- happen not by accident. When I became President six years ago, Medicare was projected to
go bankrupt this year. We worked hard in 1993 and 1997 to rnake sure that didn’t happen.
These were not easy actions. In fact, at the time, some of them were politically unpopular.
But they helped strengthen Medicare while paying down the debt and allowing us room to
increase investment in our children. And they laid the foundations for the difficult reforms we
must still make.

Social Security and Medicare still face serious, long-term challenges, with the baby
boom aging, with medical science extending the lives of millions, and with the number of
elderly Americans set to double by 2030. Even with today's good news, Social Security will
run out of money in just 35 years; Medicare in just 16 years. We cannot allow that to happen.

For three decades, Medicare has protected seniors and the|disabled while expressing
the values of care and mutual obligation that bind families and generations of Americans
together. In my State of the Union address in January, I said we|must seize the opportunity
created by our prosperity by devoting 15 percent of the budget surplus to strengthen Medicare,
while modernizing the program with real reforms and helping seniors with prescription drugs.
When the Medicare Commission completed its work two weeks ago, I said we must build on
its work by adopting the best practices from the private sector wh:ile also maintaining high
quality services, continuing to provide every citizen with a guaranteed set of benefits, and
making prescription drugs more accessible and affordable to Medicare beneficiaries.

Now, we must build on the good news we have received today. We must extend the
life of Medicare even further, modernize the program even more, and make prescription
drugs more accessible and affordable.

Medicare cannot remain static in the face of sweeping changes in our nation’s health
care system--a system that increasingly relies on prescription drugs. Today, 13 million seniors
each spend more than a thousand dollars a year out-of-pocket for 'prescription medications.

At the same time, seniors who have no drug coverage do not benéfit from the lower prices that
insurance firms negotiate from pharmaceutical companies. The higher prices seniors pay are
like a hidden tax. We must find a way though Medicare to inject|more competition into the
health care system, and make the medications seniors need more ?ffordab]e.




Some might say this good news means we can delay reform. Nothing could be further
from the truth. Strengthening and modernizing Medicare will requires tough but achievable
changes. Now is the time to make those changes, when our economy is strong and our people
have renewed confidence. Nothing in this report lessens the need to devote 15 percent of the
surplus to strengthening Medicare, make tough but achievable reforms and help beneficiaries
with prescription drugs. If we wait--if we turn the good news o‘f today or the hard work that
lies ahead into excuses for inaction--then we will be condemning ourselves to future changes

that will be much more costly and wrenching.

Today, we face a choice, a test of our wisdom as a self-governing people: will we seize
this moment of prosperity and devote some of the surpluses we have created to strengthen

Medicare for the future? Or will we rush into a tax cut that avoids our generation’s -
responsibility and puts the future of Medicare at risk? This Trustees report brings welcome
news, and a clear lesson: with tough, disciplined action we can ez&tend the life of Social
Security and Medicare. Now we must apply that lesson by actin[g this year to strengthen

Social Security and Medicare for the 21st Century.

#iH
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SOCIAL SECURITY MEETING  «. ¢ ([*

May 25, 1999 *
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‘OPTIONS FOR FITTING SOCIAL SECURITY IN THE BUDGET:

A: Transfers after 15 years
B: Add prescription drugs and benefit changes
C: Begin transfers after 10 years.
-, D: Scale back USAs to 75 percent.
E: Transfer available on-budget surpluses.-
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e SOTU discretionary.

¢ Phase in USAs.

. Delay Medicare transfers, but transfer the same net present value.

. Make Social Security transfers only after debt reduction has been achieved from off-budget
surplus — beginning in 2015. o

I

|

|

S
Percentof | . o S o R | ,
trust fund in~ | ;0 15 22 32 .. - 35
stocks: ‘

Trust fund

exhausted in: 2047 2052 2055 2060 | - 2061
Change in o S - , .
actuarial 0.87 - 125 ) 143 166 173
balance: ' o ' '

Average

percent of ‘ ’ .
stock market 0 2.8 42 62 - | 68.
in trust fund ; ' B

2001-2040:

Peak percent
of stock : ' - ' : N R
market in ' 0 .40 - 59 . 85 1 .93

trust fund: S | s




|

i

. ‘ | , | |
Plan A: SOTU Discret; Phase-in USAs; Delayed Medicare with same PDV as SOTU .

6 .

 Transfer interest.on difference between 2014 debt and 1999 debt
year baseline  discret . USAs Medicare Soc Sec  remaining
on-budsurp - ‘ " transfers  transfers  on-bud surp
SSA bond PDV 2000-75: ' 417 1398
2000-04:° 187 138 .29 0 o ]
2000-09: 1008 318 229 203 0 345
2000-14: 2681 481 469 821 0 1375
2000 1 o 0 0 0 1
2001 13 26 0 - 0. 0 -14
2002 57 41 0 0 0 14
2003 C 47 36 .2 0 0 5
2004 69 34 27 0 0 0
2005 82 37 34 0 0 0
2006 134 © 41 - 41 22 0 37
2007 - 168 39 41 40 o |
2008 200 3 42 60 0 ' 100
2009 237 - 30 42 80 0 134
2010 . 268 31 44 94 0 157
2011 305 . 32 . 46 112 0 186
2012 337 .33 48 126 0 209
2013 367 34 - 5 138 0 230
2014 386 - 35 52 149 0 249
2015 424 36 54 0 217 I 43
2016 455 37 56 0- 217 51
2017 "~ 488 . 38 58 0 217 58
2018 521 39 : 60 0 217 65
2019 563 40 63 0 . 217 ;69
2020 585 41 . .65 0 217 AR
2021 . 618 © 43 67 0 217 73
2022 653 - - 44 - 70 0 217 . 74
2023 686 45 - 73 0 217 73.
2024 719 . - 46 75 0 217 69
2025 752 : 48 78 0 217 N X
2026 789 49 81 0 217 58
2027 827 - 51 84 0 217 53
2028 - 866 52 . - 87 0 217 46
2029 . 906 54 90 -0 217 37
2030 947 55 94 0 217 25 -
2031 997 . 57 97 0 217 21
2032 1051 . 59 101 0 217 17
2033 1107 61 105 0 - 217 | 12
2034 1176 62 109 -0 217 16
2035 1247 64 113 0 217 19
2036 1321 66 118 0 217 20
2037 1400 68 122 0 217 24
2038 1483 70 127 0 217 - | 25
2039 1567 72 132 0 217 25
2046 1653 - 75 137 0 217 21
2041 1746 77 142 0 217 P20
2042 1843 79 148 0 217 . 16
2043 1942 81 - 153 0. 217 L} 9
2044 2027 84 159 0., 217 =18
2045 2127 86 "165 0 217 ~-36
2046 2232 89 171 0 217 -55
2047 2340 92 178 0 217 -79
2048 2448 . 94 . 184 0 217 -109
2049 2557 97 191 0 27 . 147
2050 2666 100 198 0 217, - -192

67



e Same as option A, plus:

e Add prescription drug funding (ramping up to $15 billion a ye;ar.over 15 years and growing at’
the rate of GDP plus 1 percent thereafter). :

o Add widows’ benefits (phaéed in over 10 years).

¢ Add repeal of earnings test.

i

Percernt of
trust fund in
stocks:

15

31

35

Trust fund

exhausted in:

2045

2049

2055

2057.

Change in
actuarial
balance:

0.73

1.12

1.50

1.60

Average
percent of
stock market
in trust fund
2001-2040:

2.6

5.6

6.3 -

Peak percent

of stock

| market in
trust fund:

3.7

7.7

8.7




Plan B: Extra Spending ($100b prescrip drugs, widows' benefits, earnings test)
Transfer interest on difference between 2014 debt and 1999 debt
_year ‘baseline  discret USAs =~ 'Medicare Soc Sec remaining .
' on-bud surp , - transfers  transfers on-bud surp
SSA bond PDV 2000-75: " T 411 1294 S
2000-04; 187 - 164 29 0 0 22
2000-09: 1008 399 229 190 0 247
2000-14: 2681 © 641 469 . 813 0 . 1164
2000 . 1 0 0 0 0 -1
2001 13 31 0 0 0 -20
2002 57 47 0 0, 0 7
2003 .. 47 43 -2 0 0 -3
2004 69 42 .27 0 0 -9
2005 - 82 - 46 - 34 0 0 10
2006 134 51 41 17 0 25
2007 168 50 41 36 0 . 53
‘2008 200 - 45 . 42 - 57 0 - 84
2009 237 . 43 - - 42 . 79 0 117
2010 268 45 -44 94 0 138 . -
2011 305 47 46 112 0 165 ° -
2012 337 .48 48 .. - 127 o .
- 2013 - 367. - 50 50 . 139 0 (
2014 396 52 52.. . 151 .. 0 . .222
2015 424 .- b4 54 <0 o201 317
2016 455 56 56 - 0 T201 37
2017 488 58 - 58. t] 201 " 43
2018 521 60 60" - 0 - 201 . 48
2019 553 62 63 .0 201 50 .
2020 585 64 . 85 0 201 51
2021 . . 618 . 67 67 .0 - 2o 51
2022 653 » 69 70 Rt - 201 50
2023 686 72 73 .. 0 . 201 .47
2024 719 74 7500 201 - 40
2025 752 77 78 0 . 201 - 32
2026 . 789 80 81 0 201 ) 24
2027 827 . 83 84 0 201 - 16
- 2028 866 . 86 - 87 -0 201 . S : P
- 2029 - 906 89 90 N 201 I A
2030 947 92 94 o 201 =21
2031 "997 - . .96 . 97 "0 . 201 | -30
§ 2032 1051 - 100 101 0 201 -38
. 2038 1107 . 103 - 105 ] - 201 447 -
2034 - 1176 107, - 109 0 201 - -48 .
- 2035 1247 - 11t 113 0 - 201 -49 -
2036 1821 . 115 118 0 201 -563
2037 - 1400 120 122 o - 201 -56
2038 1483 124 127 0 . 201 -60
2039, 1867 129 132 0 o200 -67 .
2040 1653 134 137. 0 eon 77
2041 = 1746 139 142 0 - 201 " -86
2042 1843 145 148 0o 201 ) -97
2043 ° 1942 150 153 o - 201 -113
2044 2027 156- 159 0 201 -148
2045 - 2127 161 165 0 201 175
2046 12232 168 - 171 0 S 201 -205-
2047 2340 174 178 0 201 - -239
2048 .- 2448 181 184 0 201 - -280
2049 .~ 2557 188 - 191 0 20t -330
- 2050 2666 185 198 0 201 . -387

2057



e Same as option B, only:

e Begin transfers in 2010.

Percent of
trust fund in-
stocks:

15

16

26

35

Trust fund
exhausted in:

2049

2054

2055

2060

2066

Change in
| actuarial
balance:

093

1.34

1.36

1.62

1.83

Average
percent of
stock market
in trust fund
2001-2040:

3.2

3.4

5.6

7.6

Peak percent
of stock
market in
trust fund:

4.5

4.8

7.8

10.5




Plan B: Extra Spending . . 3 ,
‘ Begin Social Security transfers on same basis in 2010

year baseline  discret USAs Medicare Soc Sec
' on-bud surp 7 " transfers transfers
‘SSA bond PDV 2000-75: - 241 1613 -
.2000-04: - 187. . 164 = 29 0~ "0
2000-09: 1008 = 399 229 . . 280 .0
2000-14: 2681 641 - 469 421 678
200 - 1 0 0 0 0
2001 © 13 31 .0 0 0 0
2002 57 . 47 . 0 0 0
12003 47 - -.43 2 0 0
2004 . 69 . 42 27 0 “0
2005 82 46 3 . .0 0
2006 134 51 .- 41 25 0
2007 168 50 41 53 0
2008° .~ 200 . . 45" 42 84 . 0
© 2009 - - 237 43 . 42 117 0
2010 - 268 . 45 ' 44 - 40 96
2011 305 47 46 S 42 . 114
2012 .- 337 48 48 - 36 134
2018 367 " 50 . 50 24 156
2014 396 52 52 0. 178
2015 424 - 54 - 54 0 201
. 2016 - . © 455 . 5.. . .56 .0 201
2017 ° 488 . 58 58 . 0o -
2018 521 60 . " 60 0 - 201
2019 . 53 62, 63 - - 0. 201
2020 585 . 64 . 65 0 201
2021 . 618 - 67. . 67" . .0 201
2022 653 69 . - 70 0 201 -
2023. = 686 . 72 73 0 201
2024 719 . 74 75 0 - 201
2025 752 777 . 78 0 201
2026 789 80 . . 81 0. 20
2027 . 827-- 83 84 0 201
2028 . 866 ' 86 - 87 0 201
2029 906 89. © 90 -0 201
2030 © 947 92 - 94 0 201
2031 997 96 97 0 - 201
2032 ' 1051 100 .~ -101 0: 201
2033 - 1107 103..© 105 0 . 201
2034 1176 o107 o 109 0 201
2035 - 1247 111 118 0 201 -
- 2036 - . 1321 115 - - 118 0. . 201
12037 1400 1200 0122 0 201
2038 1483 124 127 .0 7201
2039 - - 1567 S 129 © 132 -0 201
2040 - 1653 - 134 - 137 | 0 ) '
2041 . 1746 139 . 142 - 0 . 201
2042 1843 " 145 . - 148 - 0 201
2043 .'1942 150 -~ 153 0 201~
2044 2027 . 156. - 159 ° "0 201
2045 2127 161 ., 165 0 201
2046 2232 168 171 0 : 201-
2047 2340 174 . 178 . 0 201
2048 . 2448 181 184 0 201
2049 - 2557 188 .- 191 -0 .
2050 2666 . 195 = 198 0 . 201

4 -

201 .- -

201 -

201 -

remaining.
on-bud surp

22
247
| 397

1
-20
7
-3
| g
-10
25
53
84
117
40
42
36
24
.8
-12
-8 ’
-4
2
3
-5
-9
-] 18
-19
-29
-42
54
-66
-81
*-98
-118.
BRI
| -146
-161
-168
| -176
| -188 .
-198"
210
.| -225
1244
-262
-283
-309

436
-483

602
674

356
394 .

-538" -



e Same as option C, only:

o Scale back USAs to 75 pércent of planned stream:

3

| Percent of
“trust fund in
“stocks:

Trust fund

exhausted in:

‘Change in
actuarial
balance:

Average
- percent of
| stock market
in trust fund
2001-2040:

Peak percent
of stock
market in
trust fund:




Plan

»

baseline - discret

year
' on-bud surp
SSA bond PDV 2000-75:
2000-04: 187
2000-09: 1008
2000-14: 2681
2000 1
2001 13
2002 57
2003 47
2004 69
2005 82
2006 134
2007 168
2008 200
2009 237
2010 268
2011 305
2012 337
2013 367
2014 396
2015 424
2016 455
2017 488
2018 521
2019 553
2020 585
2021 618
2022 653
2023 686
2024 719
2025 752
2026 789
2027 827
2028 866
2029 906.
2030 947
2031 997
2032 1051
2033 1107
2034 1176
2035 1247 -
2036 1321
2037 1400
2038 1483
2039 1567
2040 . 1653
2041 1746
2042 1843
2043 1942
‘2044 2027
2045 2127
2046 2232
2047 . 2340
2048 2448
2049 2557
2050 2666

USAs

164

399
641

31
47
43
42

46

51
50
45
43
45

47

48
50

52

56
58
60
62
64
67
69

72

74
77
80
83
86
89
92
96

100.

103

107

111
1185
120
124
129

S 134

139
145

150

156

161

168
174
181

195

188

#: like Plan B but USAs = .75*planned amount

Medicare
transfers

415

0
202
817

cooooo

- 23

60

80

94
111

- 125
137

et
N
[s+]

OOOO@OOOOQOOOOOOQQQQOQOQOOOOO‘&OOO“OOOO

Soc Sec
transfers

1350

5o}
[=]
(o]

209
209
209
209
209
209
209

209
209
209
209
209
208
209
209
209
209

209
209
209
209
209
209
209
209
209
209
209

209
209

209

N N
Boooooocoooocoocoo ooo

209 -

209 -

209 -

remaining
on-bud surp

-9
328
1335 -

1
-20

3
4
6.

Y
66
.98

131

154

182

205

224

243

-116"
-149
-190
-239




¢ Same as option D, plus: . -

o Transfer any available on-budget surplusés to Social Security in years 2006 — 2010 and scale

back transfers to Social Security in late 20205’0r early 20305 f

deﬁcit_s.

0 avoid generating on-budget

Percent of

trust fund in .

stocks:

Trust fund

exhausted in:

"I-Change in
actuarial
balance:.

Average
percent of
stock market
in trust fund
2001-2040:

Peak percent
of stock.
market in
trust fund:




. June 25, 1999

To: Jack Lew o i W (ij:\F

Sylvia Mathews
From: : Dan Mendelson

Re: Medicare Solvency and Double Counting

Due to concerns about perceived double-counting in the Medicare plan, you are interested in
transferring the Part A savings in the Medicare plan that offset drug costs out of the Part A trust
fund

Under current convention, the Part A savings would both offset part of the drug costs and extend the
life of the HI Trust Fund. This is consistent with all previous Medicare scoring, in that Part A
offsets for other purposes (e.g., funding discretionary activities in the Budget, producing savings for
the BBA) also help the Trust Fund. The assets of the trust fund (Treésury bonds) increase, and the
government uses the money from those bonds for other purposes. This is the way the Congress,

with the blessing of the Finance Committee, scored the BBA. :

i

|

While all parties understand the sensitivity of this issue, OMB staff and HHS do not see a
double-counting problem in the Medicare plan for two reasons: (1) The surplus and the Part A
savings are achieved through two separate actions (i.e., the surplus being transferred does not
include the Medicare HI savings); and (2) under current scoring and trust account rules, savings
from Part A are counted as scorable savings and have the effect of extending the life of the trust
fund. In addition the Secretary and the Medicare actuary are adamantly opposed to any action that
‘would transfer funds out of the Part A trust fund because they see it asa long-term threat to
solvency. « : |

)
Option 1. Modify Current Medicare scoring practice to exclude Part A savings used to offset
drug costs from calculation of Trust Fund solvency for this plan 1

This option would modify current practice by directing the Trustees hot to count Part A savings
used to offset drug costs when estimating solvency. While the Part A Trust Fund would still hold
the assets generated by the savings policies, we would characterize the solvency estimate
accompanying the plan as a very conservative estimate that does not include these assets.

Display:
This approach would look somethlng like this:
‘ ]
Sources 2000-2009 -
HI savings -60
Total surplus transfer -518

Total Sources . . =578

Uses




Drug Costs offset by HI savmgs +60

Net Drug Costs , +50
Total Uses +110
Net of sourees and uses , -468

Amount used to calculate Trust Fund

solvency 4
From Part A savings 0

Surplus transfer net of drug costs : ' -468
Total impact on Trust Fund -468

Pro: We would characterize this as a one-time change in standard practice, done to remove ahy
possible charge of double-counting. This would allow us to go back to the normal scoring system
for future bills that require Part A offsets for non-Part A spending.

Con: The savings would still be in the Part A Trust Fund, and so the insolvency date estimates
would not reflect the full assets in the Fund. We may be criticized for manipulating the conventions
used to calculate solvency, although the change works to our disadv%ntage. Finally, this action will
make it more difficult to use program integrity and other savings for solvency in the future.

In-the extreme case, we might be asked whether such funds could be used for Medicare
expenditures. An affirmative answer might enable a questioner to charge that we were being
inconsistent, since the funds reside in the trust fund but cannot be used for solvency. We would need
to reply that we were trying to be conservative and responsive to thelr concerns about double
counting. :

2. Transfer Part A savings out of the Trust Fund

This approach differs from the above case by shifting the $60 bxlhorll in Part A savings over
2000-2009 out of the HI Trust Fund, so they would not affect Trust Fund solvency (they would
offset the drug costs). HI solvency would be extended in this case only by the amount of the surplus
transfer to the Trust Fund.

Sources ‘ 2000-2009
HI savings (transferred out of Trust Fund) -60
Total surplus transfer | -518
Total Sources -578
Uses

Drug Costs offset by HI savings +60
Net Drug Costs _ +50
Total Uses +110

Net of sources and uses -468




Amount realized in the Trust Fund for

solvency

From Part A savings 0
Surplus transfer net of drug costs 468
Total impact on Trust Fund : -468

Pro: Eliminates double-counting -concern.

Y

Con: Without the justification that a hospital cut helps the Trust Fund, in the future we will not be
able to use Part A savings for anything other than Part A. For example that we will not be able to
use Part A offsets to pay for the buy-in or preventive benefits (becaulse part of the buy-in costs and
all of the preventive benefits costs are Part B costs). This means that in the context of the BBA, we
would not have been able to justify the large Medicare cuts, at least in part, on basis of paying for

the CHIP program.

} !
|

|
We can also expect harsh cr1t1c1sm from Senate Finance Committee, house Democrats (including

the health leadership), MedPAC, and traditional health validators for moving assets out of the Trust
Fund, which is expected to become insolvent in the near future.

Finally, transferring money out of the Trust Fund requires that we either estimate the annual dollar
amount of savings to transfer out of the Trust Fund or that we estimate a percentage of drug
spending to be paid out of the Trust Fund. If our drug cost estimates prove to be low, a flat dollar
amount transferred from the Trust Fund may be insufficient to pay for the drug benefit.

Recommendation: Option 1, on the assumption that allegations of double counting would be
more damaging than allegations that we manipulated solvency calculations. I believe that

option 2 would impose real damage on the ability of the President to press his agenda in the
future, in addition to strong criticism from the Congress.

Health Financing staff contributed to this memo.
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To: . Devorah R. Adlet/OPD/EOP@ECP
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Subject: Quick analysis of Greenspan testimony
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Record Type: Record

To: " See the distribution list at the bottom of this message

cc ’ ’
Subject: Quick analysis of Greenspan testimony

Greenspan is testifying on Medicare and Social Security transfers. His prepared remarks are below.
Overall they are negative for us, but he does hedge his comments and Ieave some room to argue for our

proposals.

greenspan0327.d

, Testlmony of Chairman Alan Greenspan

- General revenue transfers for social security and Medicare
Before the Special Committee on Aging, U.S. Senate
March 27, 2000

Mr. Chairman and other members of the committee, | am pleased to be here today as ycu begin your
discussion of using general revenue transfers to shore up social securlty and Medicare. A thorough
consideration of the options available for placing these programs on a flrmer fiscal footing is essential
- given the pressures that loom in the not-too-distant future. | commend the committee for your efforts o
advance this important discussion.

3
As you are well aware, the dramatic increase in the number of retirees relatlve to workers that is set to
begin in about ten years makes our pay-as-you-go social security and Medlcare programs, as currently
constituted, unsustainable in the long run. Eventually, social security and Medicare will have to undergo
reform. The goal of this reform must be to increase the real resources available to meet the needs and
expectations of retirees, without blunting the growth in living standardsjamong our working population
and, presumably, without necessitating sizable reductions in other govérnment spending programs.


http:increase.in
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|
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‘ i .
The only measures that can accomphsh this goal are those aimed at mcreasmg the total amount of goods
and services produced by our economy. As | have argued many times before any sustainable retirement
system--private or public--requires that sufficient resources be sét aside over a lifetime of work fo fund an

‘ ~adequate level of retirement consumption. At the most rudimentary !evel,, one could envision households

saving by actually storing goods purchased during their working years fOf consumption during retirement.
. Even better, the resources that would have otherwise gone into the stored goods could be diverted to the
productlon of new capital assets, which would cumulatwely produce an even greater quantity of goods

and services to be consumed in- retlrement

From this perspective, it becomes ciear that increasing our natnonal savmg is essential to any successful
reform of social security or Medicare. The impressive improvement in the budget picture since the early
- 1990s has helped greatly in this regard. And it appears that both the Admnmstratlon and the Congress
. have wisely chosen to wall off the bulk of the unified budget surpluses pro;ected for the next several years
- and allow it to build. This course would boost saving, raise the producttve capital stock, and thus help
provide the wherewithal to meet our future obligations. - ; :
The idea that we should stop borrowmg from the social secunty trust funid to finance other outlays has
gained surprising--and welcome--traction. It has established, in effect, a new budgetary framework that is
centered on the on-budget surplus and the way it should be used. The focus on the on-budget surplus
measure is useful because it offers a clear objective that should help to strengthen budgetary discipline.
Moreover, it moves the budget process closer to accrual accounting, the private-sector norm, and--|
believe--a sensible direction for federal budget accounting. |

- Under accrual accounting, benefits would be counted when they are earlned by workers rather than when
they are paid out. Under full accrual accounting, the social security program would have shown a
substantial deficit last year. So would have the total federal budget. To the extent that such accruals are
not formally accounted for in the unified budget--as they generally are not-~we create contingent liabilities
that, under most reasonable sets of assumptions, currently amount to many trillions of dollars for social

_ security benefits alone. The contingent liabilities implicit in the Medlcarelprogram are much more difficult
to calculate--but they are likely also in the trillions of dollars. For the federa government as a whole, an
accrual-based budget measure would record noticeable unified budget deficits over the next few years
and increasing, rather than decreasing, implicit natuonal indebtedness.

The expected slowdown in the growth of the labor force, the direct result of the decrease in the birth rate
foliowing the baby boom, means that financing our debt--whether exphcut debt or the implicit debt
represented by social security and Medicare's contingent liabilities--will become increasingly difficult. |
should add, parenthetically, that the problem we face is much smaller than that confronting the more
rapidly aging populations of Europe and Japan. Nonetheless, pressures will mount, and | believe that the
growth potential of our economy is best served by maintaining the unifi ed budget surpluses presently in -
train and thereby reducing Treasury debt held by the public. The resulli ng boost to the pool of domestic
saving will help sustain the current boom in productivity-generating mvestment in the private sector.
Indeed, if productivity growth continues at its recent pace, our entltlement programs will be in much better
shape. Saving the surpluses--if politically feasible—is, in my judgment, the most

important fiscal measure we can take at thls time to foster continued improvements in produchv:ty

The vehicle through which we save our surpluses is less important than the fact that we save them. One

" method that has been proposed, and that is the focus of today's hearing, is to transfer general revenues
from the on-budget accounts to the social security trust fund. These trahsfers in themselves do nothing to
the unified budget surplus. The on-budget surplus is reduced, but the off-budget surplus increases
commensurately. The transfers have no effect on the debt held by the publlc and, hence, no direct effect
on national saving. But transferring monies from the on-budget to the oﬁubudget social security accounts
could make it politically more likely that the large projected unified surpluses will, in fact, materialize.
Given that our record of sustainhing surpluses for extended periods of: tlme is not good, any device that

|
-
|
3
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might eccompl'ish this goal is worth exa‘mining .

. Using general revenues to fund social security is an idea that has been consrdered prewously but
rejected. Indeed, the commission that | chaired in 1983 was strongly opposed for a variety of reasons, to
the notion of using general revehues to shore up social security. One argument was that using general
revenues would blur the distinction between the social security system, whrch was viewed as a social
-rnsurance program, and other government spendlng programs :

. Both social security and, for that matter, Medicare part A are loosely modeled on private insurance
systems, with benefits financed out of worker contributions. Like private i msurance systems, they are
intended to be in long-term balance. But the standard adopted for social securrty and Medicare part

" A--that taxes and other income are to be sufficient to pay benefits for 75 years--falls short of the

. in-perpetuity full funding standard of private pension plans, and, in many ryears social security and

Medicare have not met even this less stringent standard.

Furthermore the requirement that social security and Medicare be in Iong -term balance does not mean
that each generation gets in benefits only what it contributed in taxes plus earnings. Indeed, most social
security beneficiaries to date have received far higher rates of return on therr contributions than that
available, for example, on U.S. Treasury securities. But the reduction in the birth rate following the baby
. boom and the continued increase in life expectancy beyond age srxty-ﬂve mean that the social security
‘ system will no longer provrde workers with such high returns :

Aithough the analogy between socral securlty and private insurance has neVer been that tight, the
perception of social security as insurance has been widespread and qurte powerful. Many supporters of
. social security feared that breaking the link between payroll taxes and benefits by moving to greater

reliance on general revenue financing would transform socral secunty rnto a welfare program.

But now when payroll taxes are no longer projected to be sufficient to pay even currently legislated
benefits, moving toward a system of general revenue finance raises the concern that the fiscal discipline
of the current social security system could be reduced. Once the link between payroll taxes and social
security benefits is broken, the pressure to reform the social security system may ease, particularly in this
environment of budget surpluses. For example, Medicaid and Medicare part B--both of which will face
increasing demands as the population ages--are already financed with genera! revenues, and,
‘consequently, there has been much less pressure to date to reform these programs

" The availability of general revenue finance when the baby boom generati_on begins to enter retirement and
- press on our overall fiscal resources could make it more difficult to argue' for program cuts, regardless of
_their broader merits. As | have testified on many previous occasions, there are a number of social security
- benefit reforms--such as extending the age of full retirement benefit entltlement and indexing it to
longevity, altering the benefit calculation bend points, and adjusting annual cost-of- -living escalation to a
more accurate measure--that should be given careful consideration. The |potential for enhancing efficiency
by restructuring the Medicare program is probably even greater than in socral security. Relaxing fiscal
discipline in the Medicare program by expanding the use of general revenues before the underlying

_program has been tightened could take the steam out of efforts to rmprove the way health services are
delivered.

That sard I think it is important to note that most government programs are funded through general
revenues, so allowing general revenues to finance some of social securlty or Medicare part A is clearly an
idea that would not necessarily eliminate all fiscal responsibility. It might be feasible, for example, to
legislate temporary general revenue transfers that would end long before' the baby boom generation starts .
to retire, without opening the possibility of compietely eliminating the need for program cuts in social
security or changes to Medicare.

It is, of course, difficult to predict the political and economic environment that will be facing policymakers




" fifteen or twenty years in the future..Legislation passed today that affects|the distribution of resources
between future workers and retirees could easily be changed later. That is why the most important
decision facing policymakers today is not about the distribution of future resources but about the level of
future resources available for future workers and retirees. The most effectlve means of raising the level of

future resources, in my judgment, is to allow the budget surpluses pro;ect

ed in the coming years to be

used to pay down the nation's debt. The Congress and the Admlmstratlon will have 1o decide whether
_ transferring general revenues to the entitiement programs is the best way to preserve the surpluses or

whether better mechamsms exist.
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Attached is Greenspan’s testimony that he gave this afternoon (2 pm)jon general revenue transfers for "
Social Security and Medicare. His remarks were generally critical of the President’s approach.

Main Criticisms of the President’s Approach o : - ’ B

«“Usmg general revenues to fund social security is an idea that has{been considered previously and

rej ected ?

He argues that these transfers Would turn Social Security and Medicare part A from lessof a self-
funding system, to more of a welfare system. ‘

“Once the link between payroll taxes and social security benefits i is broken, the pressure to reform
the social security stem may ease, particularly in this environment of budget surpluses.” He goes
on to say that there is less pressure to reform Medicaid and Medicare Part B because these are

funded by general revenue. | :

“Relaxing fiscal discipline in the Medicare program by eicpanding the use of general revenues
before the underlymg program has been tightened eould take the steam out of efforts to 1mprove
the ‘way health serv1ces are delivered ? :

Positive Points about the Presidnet / Qualiﬁcations of Criticisms

Debt reduction good for future economy and su.staina'biliity.' He is very positive about the focus
on the on-budget surplus and using the Social Security surplus for debt reduction. He says this will

- increase savings, investment, and the future size of the economy, easing the burden on future

generations Note he makes this bipartisan praise of !he President and Congress

Transfers may protect surpluses. He acknowledges ‘But transferring monies from the on- budget
to the off-budget social security accounts could make it politically more likely that the large
projected unified surpluses will, in fact, materialize. Given that our record of sustaining surpluses
for extended periods of tlme is not good, any devrce that might accompllsh this goal is worth

. examining.”

Temporary transfers may be reasonable. He also acknowledges “That said, I think it is

important to note that most government programs are funded throjugh general revenues, so allowing

“general revenues to finance some of social security or Medicare part A is clearly an'idea that would

not necessarily eliminate all fiscal responsibility. It might be feaslible for example, to legislate

temporary general revenue transfers that would end long before the baby boom generation starts to

retire, without opening the possrbllity of completely eliminating the need for program cuts in social
security or changes to Medicare.” . 1 ~

" In Addition to Debt ‘Reduction, Greenspan Recommen’ds’ Benefit :Cuts / Reforms

program is probably even greater than in social security.”

I
“There are a number of social security benefit reforms — such as extending the age of full
retirement benefit entitlement and indexing it to longev1ty, altering the benefit calculation bend
pomts and adjusting annual cost-of-living escalation to a more accurate measure — that-should be
given careful consideration. The potential for enhancing efﬁmencly by restructurmg the Medicare
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Seiected GOP Quotes from Budget Commlttee Markup of the FY99 Budget
Resolution, |
March 17, 1998 |
|

A Sen. Domenici:
“For every dollar you divert to some other program you are hastening the day when
Medicare falls into bankruptcy, and you are making it more and more difficult to solve
the Medicare problem in a permanent manner into the next millennium.”

(Transcript of Proceedings, page 43)

Sen. Gramm;

‘ b e
“ Medicare is in crisis. We want to save Medicare first.”
. |

(Transcript of Proceedings, page 1?8}
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Medicare

President Clinton has proposed to dedicate 15 percent of the projected budget
surpluses fo secure the solvency of the Medicare Trust Fund until the year 2020.

76/20% support/oppose this proposal.

76% support (38% strongly + 38% somewhat)
20% oppose (156% strongly + 5% somewhat)

Tax Cuts vs. Medicare

16% would prefer using this part of the surplus for tax cuts, 70% to extend Medicare.]
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MEMORANDUM . . May 14, 1998

From: Richard S. Foster
Solomon M. Mussey
Elliott A. Weinstein
~ Office of the Actuary \
Health Care Financing Admin.

~ Subject: Actuarlal Evaluatmn of Illustrative Approaches for Improvmg HI Solvency Through
Expenditure Reductions or Payroll Tax Increases——Update Based on 1998 Trustees
Report ,

The long-range solvency of the Medlcare Hospital Ensurance (HI) program remains the subject of
considerable discussion. Most of the discussion has focused on the reductions in HI expenditures
that would be required to meet certain financing or budgetary goaitls This memorandum provides
an analysis of the effects on the HI trust fund of various illustrative approaches for reducing future
HI expenditures or ralsmg payroll tax rates.

The analyszs presented here should not be interpreted as advoicating a partiéuvlar approach to
~ addressing the projected financial imbalance for the HI trust fund; nor should a negative inference
be made from the absence of other analyses. Our purpose is fo help provide a framework for
_analysis by the program’s policymakers. Also, in the case of th<}: illustrative proposals to reduce
‘Aexpendltures this memorandum provides no information as to. how such reductlons might be.
~accomplished. In other words, these estimates illustrate the ﬁnancxal impact of various theoretical
changes in expendxture levels or growth rates——development of: leglslatlve provisions that would '
result in such changes is rather more challengmg , | :

!
Lo
]

‘The 1llustrat10ns presented in this memorandum are based on the mtermedlate ﬁnanc1al prolecttons B

- from the 1998 HI Trustees Report. Under different economic and ldemc»gra.phu': conditions, such as -
the Trustees’ “low cost” or “high cost” assumptlons the steps requlred to reach financial balance can
differ 31gn1ﬁcant1y from those based on the 1ntermed1ate assumpttons Equivaleritly, a legislative

" package designed to. restore balance under the- mtermediate assumptmns could u]timately result in
. too muchor too little savmgs dependmg on actual future econorlmc and other condltlons K

; : i

',IBackground IR o RN o i

* Under SCCUOH 1817(b) of the Somal Securtty Act the Board of Trustees for the HI. program is
required to report to Congress annually on the financial status of the HI trust fund. In keeping with

the program’s long-term financial obligations, the law requires both a short-range and a long-range
evaluation of the trust fund’s actuarial status. The latest Trustees Report was issued to. Congress on
Aprll 28, 1998 ' ' o
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-The Balanced Budget Act of 1997 was designed in part to postponeI the imminent exhaustion of the
HI trust fund, which was expected to occur in 2001 in the absence of corrective legislation. The Act
included numerous provisions to (i) implement new pmspeetivé payment' systems for most HI
services not already reimbursed on a prospective basis, (ii) reduce payment updates for all HI
providers, and (iii) shift payment for the majority of home health care services from the HI trust fund
to the SMI trust fund. Under the BBA, and based on the mtermied;ate assumptions in the 1998
Trustees Report, the HI trust fund is estimated to be deplétéd in 2008 Although not designed to
address the program’s long-range financial imbalance, the Bala}nced Budget Act also had the
important effect of reducing the 75-year actuarial deficit by about one-half, from 4.32 percent of
taxable payroll to 2.10 percent in the 1998 Trustees Report.

- The 1998 Trustees Report projections still show that the program faces a serious imbalance between
projected income and expenditures in the long range, in part due to the demographic changesv that
will occur with the retirement of the post-World War 11 “baby boom” generation. To bring HI into
actuarial balance for the next 25 years under the intermediate azissumptions would require that
expenditures be reduced by 18 percent or revenues increased-by 22 percent.or some combination
thereof. ‘Alternative combinations of such measures are shown in the table below. Over the full 75
years of the Trustees’ pm]ectlon substannally greater changes would be requued

~ Alternative combmanons of revenue mcreases or
expendlture reductions for actyarial balance during
1998-2022 (1998 intermediate assumpt:ons)

Revenue Increase ' Expend1ture Reductlon '
0% . I8%
5% B 14%'
0% 10%

15% [ 6%
S20% . . ] 2%»

L% 0%

The analysxs shown in the annual Trustees Report i is. s1gmﬁcantly dlfferent in scope and purpose:' '

" from .the financial projections for the HI trust fund shown - ml the President’s Budget 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 ut1hzat10n| etc. ]For purposes of evaluating the
' financial status of the Social Security and Medicare. programs "Congress normally relies on the -

Trustees projections. Spe01ﬁc proposals to address the current financial imbalance would normally Sl

" be evaluated using the Trustees’ assumptions. Their effecl:ts would also_be “scored” for budget

purposes usmg Admmlstratlon and/or CBO budget assumpnons :




" contribute. to HI' expenditure

z
| .
l' 3

HI expendimres for benefits and administrative expenses are| pro_JeIcted to increase in the future for
several reasons. One factor is growth in the number of ehglble beneficiaries. Chart 1 shows the
projected annual rate of increase in the number of beneficiaries over the next 75 years. Enrollment

1s estimated to grow around 2

i
|

* percent or less annually until- Chart'1

2010, around 2-3 percent HI Enrolim
between 2010 and 2030, when R

the baby boom generation 25%
retires, and well under 1 percent
afterwards. While the baby 20%
boom represents a serious long- '
term issue for HI solvency, they
are not the cause of the short-
range financial problem. In
particular, the trust fund is 05% |
projected to be depleted in 2008

1.5%

1.0%

0.0%

ent Growth

under the intermediate assump-
tions—just -as the first baby

1990 2000 2010 2020 2030 2040 205 2060 2070 2080 _

boomers near age 65.

i
i

“Chart 2 shows ' projected

~ Consumer Price Index), and | e

. ; C Chart 2
~ enroliment - growth, general - HI Growth Factors
inflation (as measured by the , - 5Year Averages

other . cost . factors which

‘growth. Each bar represents the
~ average annual growth rate over
" the - 5-year period beginning
‘with the year shown: "During
. 2005-2009, for example, HI
: expendxtures are expected to

. Parcent

2035204020452050205520602065 '

increase by about 6.9 percent | - 2000 2005 2010. 2015 2020 2025 20% 2
-annually. - Beneficiary growt ... [ Popuafion Growti
y ary grn h . - Al Other Factors |

5 General Inflation

. accounts for. 1.9 percent of the

total -and ‘general inflation " I

!
¢
|
i
T
i

I

- 'represents another 3.5 percent. "The resndual 1 4 percent, is attnbutable to all other factors, mcludmg
assumed additional mﬂatlon in the health care sector, mcreasmg utlllzanon and mtensrty of medical

~services, and so forth.",

|

‘A pdr'tien of the increasing utlhzaudn of services is atmbutable‘to projected increases in the.average age of

ber;eﬁcxanes The average residual growth rate-shown for 2000-2004 (0 3 perce

nt) reflects the average of s,ubs'tantial.ly'

slower rates in 2000 2002 attnbutable to. the Balanced Budget Act provxslons, “and reaécelerating growth 'thc_re'aiﬂér.'
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As noted above, future growth in the number of beneficiaries w111 vary considerably. General
inflation is assumed to be fairly stable in the range of about 3.5 percent annually throughout the
projection period. The residual factors vary somewhat over time (sée section ILF of the HI Trustees
Report for the specific. assumptlons) Table 1, attached, lists the 1compunents of HI expenditure

growth rates. -

During calendar years 1999 through 2007, the HI program is projected to spend a total of $1,583
billion under the intermediate assumptions. If growth in progtam spending were limited to increases
attributable to population growth alone, then the resulting reduction in HI expenditures compared
to present law would be about $207 billion for those years. If spendmg growth were constrained to
population growth plus-an allowance for general inflation, then the reductlon in HI expenditures. for
1999-2007 would be about $50 btlllon : 1

I1. Measures used to evaluate fmaneial effect of proposals 1

In the budget context, most attention is focused on the dollar amount of expenditure reductions over
a given period of time. To evaluate trust fund solvency, however, se{feral key factors are considered.
For each of the illustrative proposals to reduce HI expendltures or increase taxes, we show the
following results:

A. The “actuarial balance” for the next 25, 50, and 75 years. | This amount is expressed as a
percentage of the total wages, salaries, and self—employment earnings subject to the HI
payroll tax. It represents the net difference between future HI income and expenditures over

: the penod in question. Posxttve ﬁgures are surpluses and negatwe ﬁgures are deﬁcus

- B. The dollar reduction in HI expendltures ‘or increase in tax revenues for various years..
* (Estimates are shown only for the next 10 years since such amounts are difficult to mterpret -
for long periods of time, due to the changmg value of the dollar )

-C. . The “trust fund ratio,” which is the ratio of HI trust fund assets at the beginning. of the year .
~to-HI expenditures for that year. The Board of Trustees has lrecormnended that HI assets be

- _maintained at the level of one year’s expenditures, to serve as an-adequate contmgeney’ :

. Teserve agamst temporary economlc downturns or other adlverse circumstances. - -

D.. The year the trust fund is depleted

E. The results of the Trustees’ tests for short-range ﬁnant:1al adequuey and long-range cles'e
'actuarlal balance.2 o o

*These tests are complex. 'See‘ the.GIossary in the-1998 HI Trustees Report for complete definitions.
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It is important to note the extreme sensntmty of measures based on trust fund assets (i.e., the trust
fund ratio and the year of trust fund depletion described in C and D above). As can be seen in the
attached tables, seemingly minor differences in expenditure growth rates can result in major changes
in the projected level of assets. For this reason, evaluation of the long -range financial status of the
HI program (and Social Security) has generally focused more on the actuarial balance, which is a
more stable measure of the program’s financial status. Conversely, s|>hort~range analysis is generally
based on the trust fund ratio.

III. Reducing future expendi_tures by an overall percentage (Table 2)

Four general approaches to reducing HI expenditures are illustrated 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 HI expenditures are projected to increase from $139 billion
in calendar year 1997 to $221 in '
2007 (see chart 3). If policy-

§V
makers wished to address the Chart 3
Aggregate HI Expenditures ($Billions)

Present Law v. 18% Reduction

actuarial deficit in the first 25
years by uniformly reducing HI
expenditures in all years, then
as noted previously
expenditures would have to be.
_ reduced by about 18 percent in
each year. Such a reduction is
- illustrated in chart 3, (Mathe-

matically, this approach is | ®

equivalent to reducing outlays N L -

in the first year by the desired | 1o 100 1909 2000 . 201 2003 203 204 205 206 2007
-percentage and-then allowing [ Present Law ...... 8% Annual Reduction |

~ subsequent expendltures to
iricrease at the same rates as - - o
Proj jected under current law ) oo

© ' Table 2 shews the. effects on the financial status of the HI trust fund ef altematwe proposals to
reduce outlays in all future years by 10, 20, 30, or 40 percent relatllve to the levels projected under -
present law. These results indicate that a 10-percent reduction would delay trust fund depletion by
9 years; a 20-percent reduction by 20 years. A 20-percent reductlon would also result in an actuarial

balance of 0.03 percent for 1998-2022 (i.e., almost exact ba!ance between future income and.
expenditures for the period), but an overall reduction of close to 40 percent would be requlred to
achieve a zero ba]ance over the full 75-year pro;ectlon pernod * :

As noted previously, these examples are intended to illustrate the nature of the financial imbalance
facing. the HI program and the impact of theoretical general approaches to closing the imbalance.

In practice; developmg legislative packages that would result in overall expenditure reductlons of
the magmtude 111ustrated here Would be very chailengmg : : ~ :




IV. Reducing annual growth in expenditures by a speciﬁed percentage (Table 3)

Another approach would be to reduce the rate of growth by a fixed percentage each year. Under
present law, for example, HI expenditures are projected to increase at about 4.5 percent annually
during 2000-2004. Under this category of proposals, an attempt would be made to reduce annual
growth rates by a specified amount, such as | percentage point each year (i.e., to about 3.5 percent
durmg 2000-2004). Similarly, growth rates in subsequent years would also be reduced by
| percentage point. Over time, the effects of these lower growth rates would accumulate.

The effects of alternative
reductions in growth. rates are
- shown in table 3. To achieve
solvency over the full 75-year
projection period, growth rates
would have to be reduced by
about 2 percentage points in
every year, relative to the
intermediate projections. The
effects of such a reduction are
illustrated in chart 4. As can be
seen by comparing charts 3 and
4, a reduction in growth rates
would produce a different
pattern of savings than would
“an overall percentage reduction.

Chart 5 illustrates the nature of

proposals to reduce expendxture

growth rates, Growth rates
under present law would be

reduced by the same amount in
each period (in this illustration,

2 percentage points). It is also

apparent from chart 5 that
- achieving a 2-percentage-point
reduction would necessitate
growth rates below the level
associated with population
growth plus general inflation.

i

\

Chart 4. :
~ Aggregate HI Expenditures ($ Billions)
Present Law v. 2% redtj:,ction in growth rates
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V. Limiting annual growth in aggregate expend1tures to a specified maximum percentage

(Table 4)

I

|

A variation of the approach described in the previous section would: be to cap aggregate expenditure
increases at a targeted level. If annual program growth fell 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 example, under the 1998 Trustees Report assumptlons HI expenditure growth is
projected to be 3.6 percent in 2000 and 7.1 percent in 2007. A 6- percent cap would not affect growth
in 2000 but would reduce 2007 growth by 1.1 percentage pomts

The financial effects of
alternative caps on aggregate
spending growth are shown in
table 4. A S-percent cap would
fall a little short of bringing the
program into exact actuarial
balance throughout the long-
range  projection  period.’
Chart 6 compares a 5-percent
cap with 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 prolectlon
period.

f

Parcent

|
Chart 6
Hl Growth Factors and
5% Cap on Aggregate Growth

2000 2005 2010 2015 2020 2025 2030

2035 2040 2045 2050 2055 2060 2065

s Population Growth
(Al Other Factors

General inflation
) - 5% Aggregate Cap .

V1. Limiting annual growth in pe:r caplta expendltures toa spec1ﬁed maximum percentage

(Table 5)

|

|

Since Medicare population growth will not be constant (as indicated in the introduction), capping
aggregate growth at constant levels would result in arbitrary ﬂuctuatmns in per capita growth.
Accordingly, some analysts have considered a cap on per capita expenditure growth rather than a

cap on aggregate growth rates.

*Under the intermediate assumptions, HI tax revenue is projected to incr

ease at around 5 percent per year. Most

of this increase is due to assumed increases in average earnings subject to [the HI payroll tax;"a small portion is
attributable to growth in the number of covered workers. Thus, if annual expenditure growth could be reduced to-below
5 percent, then income and outgo would remain in approximate balance indefinitely.




Table 5 presents the estimated _ _
financial effects of alternative ' ' ' 1

: Chart 7
ca - o
caps  on  per’ caplta HI ; Per Capita Growth browth Factors and
expenditure growth. The results ‘ . '3% Cap-on Per Capita Growth
indicate that a 3-percent per 8 e —

capita cap would fall somewhat
short of bringing the program
into balance for the first 25
years. Chart 7 illustrates the 3-
percent per capita growth
limitation in comparison to the
projected per capita growth
rates. As indicated, such a cap BB B e B B OB B E
“would require restricting grdwth 2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050 2055 2060° 2065
to less than the levels required fg;":éﬁ":’c’ap (AT Oher Factors
to keep pace with projected

general inflation.

Percent

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

Section I of this report illustrated the combination of expenditure reductions and/or revenue increases
_necessary to achieve actuarial balance over the first 25-year projection period. The scenarios in this
report have so far considered the effects of reductions in HI expendltures Alternatively, the effects
~of increasing the HI employer/employee tax rate by a specxﬁed percentage can be considered.
Currently, the HI 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 all future years unless legislation is enacted to modify the
rate. Table 6 illustrates the financial "effects of alternatlve proposals - to mcrease the
employer/employee tax rate 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 2020 (close to the end of the first 25-
year projection period). A 1% employer/employee tax increase, ]mcreasmg the combined tax fate
from 2.9% to 4.9%, would nearly maintain solvency over the full 75-year prolectnon period and

would just meet the Trustees’ long-range test. ; |

~ In each of these tax illustrations, an increase in the tax rate would iénitially result in an accumulation
of trust fund assets while tax income exceeded expenditures. 1 Subsequently, 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 trust fund assets would be drawn down to cover the shortfall.
_ This financing pattem is very similar to the projected financial operatlons for the Social Security
program and has generated considerable debate over the aqvantages and disadvantages of
accumulating large trust fund reserves invested in Treasury securities. A discussion of these issues
exceeds the scope of this memorandum
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The results here indicate that substantial reductions in future HI ex;i)endimres or expenditure growth

rates and/or increases in payroll tax rates would be required to address projected deficits. The -
illustrations also show that the year-by-year pattems of savmgs can vary substantlally 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 mdxcate that a reduction in expenditures
~ of about $149 billion or about 10 percent of present-law expend1tures would be required during
1999-2007, with steadily larger reductions necessary in later years, The cotresponding increases in
HI tax revenues are slightly larger in the short range, and considqrably larger in the long run.

* Once again, these estimates are illustrative and do not represent 31:1 expression of desired policy by
the Office of the Actuary or the Health Care Financing Administration. Moreover, the implications
of any effort to reduce HI costs or increase HI taxes deserve czlu'eful cons1derat10n and analysis
extendmg well beyond these illustrations. :

[ [Red e
Ri'ch}ard S. Foster, F.S.A.
Chlef Actuary

Kl 7«7 7%

Solomon M. Mussey, A. S
, Dxrector Medicare and Medxca;d
+ Cost Estimates Group

U ] Woad>
Ellui)tt A. Weinstein, A.S.A.
Actuary

Attachments: 7 .




Period

1998-1999
2000-2004
2005-2009
2010-2014
2015-2019
2020-2024
2025-2029
2030-2034

- 2035-2039

| 2040-2044

. .2045-2049

2050-2054
2055-2059
2060-2064
2065-2069

1998-2019
2020-2044
2045-2069

.

1

Table1--Pro;ected growth of factors affecting flture HI expendltures
based on the intermediate set of assumptions from the 1998

Trustees Report

. Average annual percentage increase in...

No. of Hi General

beneficiaries inflation 1/
1.21% 1.90%
1.26 2.88
1.86 3.48
2.61 3.50
2.73 3.50
2.63 3.50
2.03 3.50.
1.05 3.50
0.51 © 3.50
0.23 ‘ 3.50
0.40 3.50
0.50 . 3.50
0.67 3.50
0.51 3.50
0.41 o 3.50
2.03 3.21
1.29 : 3.50
0.50 . 3.50

All other

-0.40%
0.28
1.48
0.83

factors 2/

Hi expenditures

Aggregate Per Capifa
2.72% 1.49%
4.47 3.17
6.96 5.01
7.08 4.36
719 . 434
7.43 468
7.04 4.91
6.41 5.30
5.79 5.25
524 5.00
4.94 4.52
4.82 4.30
5.01 4.31
5.13 460

- 5.21 478
6.09 . 3.98
6.38 5.03
5.02 4.50

1/ As measured by the Consumer Price Index.

!

2/ All other factors include "excess" wage and price increases in the health sector‘ relative to the CPI,
and increases in the average volume and |ntensnty of services per beneficiary. Aﬂer 2010, 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 into and through the beneficiary population.

Office of thé Actuary

!

J
i

Health Care Financing Administration

May 14, 1998




by an overall percentage in all years, relative to present law (“overall reduction"”)

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

H
Present law 10% 20?/0 30% 40% .
A. Actuarial Balance
(percentage of taxable payroll)

............................ -0,73% 035% 003% 041% 079%
1898-2047.........cc.ocvevvvienne. -1.61% -1.14% -066% -019% 0.29%
1898-2072............... e -2.10% -1.57% -1.04% -052% 0.01%

B. Reduction in HI expenditures (in billions) ’ «
1999, - $11 $22 $32 $43
2000, ., - 15 29 44 59
2001, - 15 30 46 61
2002, - 16 32 48 64
2003, - 17 34 50 67
2004, .. o - 18 36 54 72
2005 - 19 38 57 77
2006 - - 20 41 61 82
2007..... . . - 22 414 66 88
1999-2003............coovir - 74 147 220 294
1999-2007........coeiie, - 153 306 458 613
C. Trust Fund Ratio (assets at beglnnmg year as a % of annuai expendutures)
1999 73% 81% 104% 121%
68% 88% 1 11% 141% 182%
63% 93% 129% 177% 240%
58% 98% 213% 299%
2003 53% 103% 248% 366%
2004, 46% 105% - 278% 408%
2005 37% 106% 307% 457%
2006 27% 106% 333% 503%
2007 16% 104% 357% 547%
2010, e . 90% 418% 664%
2015 e, 3% 473% 801%
2020, * N 472% 868%
2025, " " 414% 863%
2030 i . N 318% 819%
2035. . . N 200% 762%
2040 ..o N * 65% 703%
2045, i * * N 44%
2050, ... * N * 583%
2065....ccciiiniriieec e . * * 515%
2060, . * * 433%
2085, ... . {* * 334%
2070 . * . 220%
D. Year of trust fund |
depletion...........ccceevveriinnn. 2008 2017 29|28 2042 Never
E. Board of Trustees tests: .
Short range test..................... No Yes Yes Yes Yes
Long-range test........c...cc....... No No No No Yes

Notes:

* Fund is depleted.

{

1. The above estimates are based on the intermediate set of assumptions from the 1998 Tm‘s,tees Report.

2. lllustrative proposals are assumed to take effect starting in 1989.
3. All years shown are calendar years.

!
o

4. The Board of Trustees tests are complex. Complete definitions of these tests are available in the

Glossary of the 1888 HI Trustees Report.

|
3
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S rbexpenaiures (growt rate reaucton)

"Present law
A. Actuarial Balance
............................ -0.73%

1 998-2047 ............................ : -1.61%
©1998-2072...coiee -2.10%

)
S
S ©
b ©
1 1 1 1 1 i ] ] ¥

1999-2003...
1999-2007 ...

i

f
:
Reduce expenditure igrowth rate in each year by...
1% 2%

028% 0.09%
-060% 0.15%
-061% 0.36% |

$1 $2 |
3 6 |
4 g |
6 12
8 16 -
10 20
12 24
15 29
18 35
22 45
77 153

73% 74%
, 68% 71 % - 74%
63% 68% 73%
58% 66% 75% |
53% 64% 78%
46% 62% 82%
37% 60% 86%
27% 57% 90%
“16% 53% 95% |
. 38%  112% |
* 0% 145%
* * 176%
* * 196%
* * 211%
* * 239%
* * 299%
* * 411%
* * 597%
“ * 876%
* * 1254%
* * 1745%
)70... “ * 2369%
D. Year of trust fund »
depletion.......cc..ccooveerennnann. 2008 2015 Never
E. Board of Trustees tests: . -
Short range test..................... No No No
Long-range test.................... No No Yes
* Fund is depleted.

Note 1. The above estimates are based on the intermediate set of assumptions from the 1998 Trustees Report

2. lllustrative proposals are assumed to take effect starting in 1999,

3. All years shown are calendar years.

|
:

4. The Board of Trustees tests are complex. Compt ete definitions of these tests are available in the

Glossary of the 1998 Hi Trustees Report.
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aggregate Hl expenditures to a specified maximum perc;entage’(“aggregate cap")

‘ Cap annual growthiin aggregate expenditures at...
" Presentfaw . 4% . 5% 6% )

' A Actuarial Balance . ,
0.73% 0.10% -0.16% | -0.43%

-161%  037% -017% | -0.81%
-2.10% 0.54% -022% | -1.08%
- $0 $0 $0
- 0 0 0
- 0 0 0
- 1 0| 0
- 3 1 0
- 8 . 4 1
- 13 7 o3
- 20 12 5
. - 27 16 8
1999-2003.....ccooiiiiiiein, - 4 1 0
1999-2007.......... SR : - 72 40 . 17
C. Trust Fund Ratio (assets at beginning year as a % of annual expend!tures) ‘
998, e 73% 73% 73% 73%
2000.......coooiiirrnn, 68% 68% 68% . 68%
2007 ... ‘ , '63% 63% 63%- 63%
2002, 58% 58% 58% .  58%
2003 53% 54% 53% 53%
2004 ... 46% 49% 47% 46%
2005.......coiiiiine, 37% 46% 40% 38%
2006 ..., 27% 44% 35% 30%
2007.....cc i 16% 43% 30% 21%
2010 * 49% 15% *
2015 . e * 84% * *
2020 * 151% * *
2025 * 252% * *
2030, * 388% * *
2035, s * 566% * *
2040, .o, * 792% * *
2045, ... * 1068% * * |
2050, * 1397% * *
2055......ccerrrieecaans * 1787% * *
2060, - N 2243% * 2
2065, ... ‘ * 2775% * *
22070 : B 3391% . *
D. Year of trust fund o : ,
depletion...........ccoovieeene 2008 Never 2013 2009
E. Board of Trustees tests: A T
Shortrange test............ocoee. “~ No No - No No
Long-range test................... o No . No No No
* Fund is depleted. '

Note 1. The above estimates are based on the intermediate set of assumptions from the 1898 Trustees Report.
2. lllustrative proposals are assumed to take effect starting in 1999, . }

3. Ali years shown are calendar years. .
4. The Board of Trustees tests are complex. Complete defi nitions of these tests are ava:lab!e in the
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pet Lapiia ri expenmtures 10 a specmed maximum percentage ("per capita cap”)
- ' ‘ ) ' Cap annual growm ‘ per capita eggendltures at...

Present law 2% % | 4% 5%
A, Actuarial Balance o , '

percentage of taxable payroll) s ' . o ’ ‘
1998-2022.........ccvvevevenenn -0.73% . 010% -020% | -050% -0.70%
1998-2047.......ocoveerirenne -161% .~ . 037% -021% . -093% -1.53%
-1998- 2072................; ........... : 2:10% 068% -003% | -1.04% -1.98%
= $0 $0 . $0 $0

- 0 0 0 0
- 1 0 0 0

- 2 -0 0 0

- 6 2 0 0

- 12 6 3 1

- 18 11 5 1

- 25 15 8 2

‘ - 33 20 10 2

1999-2003.....00ci e : - 9 2 0

1999~2007 .............................. ‘ - ‘ 9? 54 26 g

68% 68% 68% - 68% 68%

63% - 83% 63% - 63% 63%

58% - 59% 58% 58% 58%

53% 56% 53% 53% 53%

46% 54% 48% 46% 46%

7% 53% 43% 37% 37%

21% 54% -40% 32% 28%

16% 57% 36% 25% 18%

* " 73% . 28% * *

* - 114% 8% * *

¥ 164% * * *

* 224% * * *

* 311% * * *

» 468% * * *

* 739% A d * w*

* 1161% * * *

* 1757% . * *

* 2557% * * *

* 3599% * . *

* 4988% * * {*

* '68156% * * g

D. Year of trustfund : - : : S '
depletion............c.conrvinaccn o . 2008 - Never -°2016 2009 2008
E. Board of Trustees tests: - ‘ T

Shortrange test..........c.......... ‘ No No No No No
Long-rangetest.................... " No " No- No No .No

" *Fundis depleted. . i ] ) _ f

Note 1. The above estimates are based on the mtermedlate set of assumptions from the 1998 Trustees Report
2. lllustrative proposals are assumed to take effect startmg in 1999.
3 All years shown are calendar years. ’
4. The Board of Trustees tests are complex. Complete deﬁmtxons of these tests are avallable in the
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or employers and employees eacil, Dy a spedltied percentage .

- - ' : - Increase the employer/employee payroll tax rate by ...

Present law 025% 0.50% | 0.75% 1.00%

A Actuanal Balance . i
0.73% .- 025% 023%  071% 1.18%

1998-2047 ............................ . -161% -113% 064% - -0.15% 0.33%
1998-2072.........cooimnn o -2.10% -161% - -112% | -064% -0.15%
B. Increase in payroll tax revenues (in billions) : :

999, .. - $16 $32 %49 $65
2000......cimiitieieae . - 23 45 68 90
2001, i, - 24 47 71 94
2002, - 25 49 74 98
2003....ee - 26 51 77 103
2004........oii, - 27 54 81 108
2005, ., - 28 57 85 113
2006.......ccoiiviieen - 30 60 90 119
2007, - A 63 94 126

1999-2003......ccoeoiieees ) - 114 . 224 . 338 450
1 999-2007 ............................. . - ' 230 458 689 916

* %k % * ® % ¥ ¥ X % * *

* * 166%  582%
* * 27%  502%
* * * 415%
) ), * 319%
* ) N 208% -
. . RIS
)
D. Year of trust fund ' : '
depletion..............coueenna: . 2008 - 2020 2032 2045 2068
E. Board of Trustees tests. ' » L '
Shortrange test................. No : Yes Yes | Yes . Yes
Longrangetest.....c..coce. No : No No | No Yes

* Fund is depleted:

Note 1. The above estimates are based on the intermediate set of assumptions from the 1998 Trusteec Report.
2. llustrative proposals are assumed to take effect starting in 1999, ‘

3. All years shown are calendar years.
4. The Board of Trustees tests are complex. Complete definitions of tha'se tests are avaxlable inthe
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- Table 7--Estimated reductions in HI expenditures or increases in
maintain Hi trust fund assets at 100% of annual expenq_itures (“actuarial balance")

payroll tax revenues required to

Reduction in H! expenditures...

In billions As a % of present
Y of dollars law expenditures
1988 $9 6%
2000 20 14%
2001 26 17%

- 2002 8 5%
2003 10 6%
2004 13 7%
2005 16 8%

. 2008 22 11%
2007 25 11%
2010 * - 15%
2015 *} 23%
2020 iy 31%
2025 ™ 39%
2030 ) 44%
2035 * 48%
2040 ] 50%

2045 ™ 51%
2050 ™ 52%
2055 *) 52%
2060 ™ 53%

- 2065 ) 54%
2070 ™ . 56%

1998-2007 149 10%
1988-2070 ™ 51%

Increase in payroil tax revenues. ..

In billions As a % of present
of dollars law payroll taxes

$19
31
7
10
12
16

* % %
S

* *

o * % * % *
Nt N N et . Ve St v et et S

s oy g 1 i i, S, i, g S, S g
*

-
s
PR

! 15%
}' 24%
i 5%
i 7%
i 8%
j 10%
| 12%
. 14%
i‘ 15%
f 22%
i 34%
; 52%
] 73%

92%
108%
115%
121%.
125%
128%
132%
140%
145%

13%
120%

* Estimates of the dollar expenditure reductions and payroll tax increases and their tota{§ are
shown only through 2007, since inflation and interest cause such amounts to lose their,

meaning over long periods.

Notes: 1. Currently, the trust fund ratic is slightly under 100%. Under these scenarios,
the ratio would reach 100%:in the year 2001, after which the necessary redu
or increases would maintain the ratio at 100% every year thereafter. This would resutt
in a slightly negative actuanial balance over the entire period beginhing from 1999, and a
zero actuarial balance beginning from 2001. Both the short-range and long-fange

tests of the Trustees would be satisfied over the entire period.
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