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1'0: Acting Assistant Secretary for Planning and 8valuat.i.on 

THROUGH: Chris Bla.den 

FROM: George Greenbcrg, Ellie·Dehoney 

SUBJECT: MEDICARE HOSPI'rl'~L CAPITAL-RELATED TAX ADJUSTMENT 

Background 

The decision meeting on the P1?S reguJ t:3.tion is this Friday" HCFA 
needs to resolve all majo:r· issues if the. final regulation is to 
be published by September 1. The one outstanding issue concerns 
whether to recognize hospital specific property taxcs in capital 
payments (recommended by HCFA) or not (~SPE's ot~ff 
recommendation). UIld~r 1:11e current capttal PPS methodology, all 
hospitals receive reimbursement for capital-related taxes. HCFA 
is proposing a llew met.hodology in which Medicare tax paymenls are 
applied as an add-on based on hospital-specific tax liability as 
of 1992. 

ASPE agl-eed to publication of the notice of proposed l'ulemaking 
in orde:c Lo obt.ain public comments on this issue. Thei:5e have now 
been Leceived. Summarized below are argumE!nts agaiust the HCFA
proposed change .. staff indicate that ASL , ASMB, and DUSIGA 
(MOIlahan) are all likely to oppose this change. although John 
Callahan h~s not yet staied a position. Note that there is a 
polit:ical cost asso,ciated with retracting thls proposal. The 
propri etaries c90perated in the analysis necessary t.O assess and J 

implement the policy by providing documeutatiol1 on t.heir tax 
liability, and they arc primed for the change to OCCl.lr. 

A number of industry stakeholders, includil1g t.he voluntary 
Hospi tal Association of America (VHA, Inc.), the Nationa.l 
Associa.tion of Public Hospitals (NAPH), the New Jersey Hospital 
Association (NJHA) and the Ca.tholic Health Associa.t:ion (CHA)I 

submitted written comments to HCFA voicing concerns about this 
proposal. The Federation of American Health Systems (FAHS) and 
t.he Americ~n IIospital Asso~iation (AHA) submitted comments 
indicatihg strong supporL for t:hechange, as have several 
individual hospitals that stand t.o benefit from the 
redistribution of tax payrnent:s. I 

Following is a sumrnary of t.he i.SBues surrounding the proposed 
Change. It is ASPE staff'S view that, in light of these 
important concerns, HCFA'should not implement the pro:posed tax 
change. I 

http:8valuat.i.on
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Key Issues and Concerns 

1. 	 Redistributing Payments to the For-profit Sector The 
pl·oposed 'La.x adjustment would result in increased 
reimbursement. for the for-profit hospltal sector. Given 
Lhat t.hiR sector already achieves higher Medicare margins 
than the not for-profit sector, ASPE does not. feel that it 
is necessary or appropriate to·redistribute tax payments in 
a Wl'ly that favors for-profit hospitals I part. i.cularly when 
all hospitals are facing dramatic overall cuts. 

2. 	 Targeting Payments to ~ Sub-set of PPS Hospitals In order 
. to retain their tax-exempt status, non-profit hospitals must 
satisfy a "community benefiL stalidard ll by providing vi;lrious 
free services to community resid~nr.s. Both the eHA <lnd NJHA 
argue that it is not fai:r' to reimburse the tax expenses 
disproportionately borne by for~profit hospitals while 
excluding from paymenL the service-related expenses . 
disproportionately borne by t.ax-exempt hospitals. 

This raises a fundament.al policy concern. To prevent gaIning 
<lnd encourage efficiency, t.he Prospective r>ayment Systern was 
explicitly des.i.gned to sever the link between spending 
decisions madt: by ilid; vidual hospitals ilnd Medicare payment 
levels. Reimbursing t.axes that are tied to hospital capital 
moves the program back toward hospital ·specific 
reimbursemen~ wich its attendant inflationary incenLives. 

3. 	 ·Update Methodology HCFA has not yet developed a methodology 
fur upda'Ling the hospital-specific tax adjusLment~ Any 
implement.ation of HCFA' 8 proposal should be postponen until 
sufficient research and analysis have been conducted to 
develop an equitable and accurate updating met.hodology, 

4. 	 Preventing Gaming HCFA has proposed making t.ax-based 
p;::lyments only to those hospitals subject t.o property tax.es 
rlS of 1992 (unless the hospital became operal~.ional after 
1992 or experienced a chanqe in ownership :::tatus which made 
the~ newly subject to taxation). This provisio~ is intended 
to prevent gaming; howev..::::r, iLs implement.ation would raise 
equity issues and may not survive legal challenge. It would 
be difficult to justify denying payments to hospitals 
subject to property taxes simply because these taxes were 
.levied <lfter 1992. 

If the tax adjustment proposal is adopted and the ·1992 cut
off is removed in Lhe fu~urer taxes could be levied for the 
express purpose of increasing Medicare'.s contribution to 
hospital revenues. To help ,prevent thi s type of gaming I 
ASPE recommends specifying that in order to be reimbursable 
under Medicare, Laxes must be "general" (Le. imposed 
equally on industry s~cto:rs other than health care). This 
would create political barriers that shOUld help stem tax
based gaming. (see NOTE below) 

http:fundament.al
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5. 	 Impact on Not-for-Profit Hospitals HCFA has emphasized that 
this change in policy will not solely benefit for~profit 
hospitals. since th~re are also not-for-profiL hospi~als 
that pay property t,axes. However, according to an analysis 
completed by Jim Hart at the request of OMB. the few non
profit hospitals that are subj ect to propeL'ty tax would 
actually lose more from the reduction in paymentFl necessary 
to maintain budget neutrality than they would gain from the 
redistribut. i.on of tax-based reimbursement. 

Quick Outline of Arguments Against the Proposed Change 

1) 	 Redist.ributes money from non-profits and public hospitals to 
proprietary hospitals (although some 11.on-profits and publics 
pay taxes and would be reimbursed) . ' 

2) 	 'This could open I:andora's box. impelling other hospitals to 
argue that they too pay expl::mses thi'lt are beyond their 
control and which should be specii'llly recognized. 

3) 	 Although not paying fo!. taxes i'lfter 1992 prevents gaming by 
local jurisdictions seeking to pass taxes on to Medicare, it 
raises equity issues if a r.ax j.B passed atter 1992. Por 
this reason we may Hot be able to politically hold the line. 

4) 	 Proprietaries support r.h~ public good by paying taxes; non
profits and publics support ,it by providing charity care--: 
Why should one be recognized and not the other? (Note that 
we do make DSH payments in reoognition of not-for-profi~/s 
community service role; however, not all not-for-profi~s 
reoeive DSB.) 

5) 	 The policy inappropriately subsidizes a decision to convert 
to proprietary status. The payment systern should he neutral 

·on Lhis issue. (This argument is valid only if we acoept:. 
the premise that the service requirements borne by not-for
profi~s are equivalent "-to the tax liability borne by fQr
profits. If bot:.h types of hospital bear a cost, but only 
the for-profit:.s receive reimbursement, then the tax ohange 
is an incentive to become proprietary.) 

6) 	 When we eliminated return on equity paym~rlts for 
prop~ietaries in 1985, we set a precedent of not recognizing 
costs that derive directly from the decision to be a for
profit ent.ity. The proposed Lax chang~ runs counter to this 
policy

7) 	 Access to thc capital ma:r:ket is r~stricted for public 
hospitals: it is open to proprietaries. Why are we then 
taking funds from publics and non-profits by red~cing the 
Federal Rate? . 

8) 	 It. is a return to cost-based re;.mbl\rsement principles. 
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9) 	 The proposal is jncomplete. We can't adequately assess the 
implications of this change without knowing how payment::; 
would be updated. 

NOTE--if this policy goes forward despit.e the above arguments, we 
have urged HCFA to clearly state thQt any tax recognized fur t.his 
purpose be Q tax of general applicability and not a hospilal 
specific tax. Tf the 1992 cut-off provision i8~t some point 
removed, this will help prevent gaming because it is much harder 
for locQl poJiticians to enact general taxes_ 
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MEDICARE INPATIENT CAPITAL ADJUSTMENT FOR PROPERTY TAXES AND 
PA YMENTS IN LIEU OF TAXES 

POSSIBLE COMPROMISES TO PROPOSED REGULATIONS 

1) Limit adjustment for property taxes and payments in lieu of taxes to hospitals 
making those payments prior to the end of fisca11992 and study whether to extend 
the adjustment to post 199:~ facilities. : 

2) Cap the adjustment at 10 percent of the total capital payment per institution 
(approximate national aver,age) and hold harmless all other hospitals at 99 or 98 
percent oJ their total capital otherwise payable. Secretary could adjust these limits 
and hold harmless amoun1is to assure budget neutrality... 

3) Sunset the proposed reg~lation after 10 years. This would tr~at taxes like 
grandfathered old capital i:3 treated under current regulations and take all the 
property tax dollars out of the base after 10 years . 

.. BACKGROUND: Under, current payments, hospitals that pay taxes or non-profit 
hospitals that make paymtmts in lieu of taxes receive only about 90 perc,ent of their 
capital allocation because tax payments are not reallocated to them. Non taxpaying' 
hospitals receive about 10~. percent of their appropriate capital allocation because 

,they receive an artificially high payment that includes taxes in the base. 



08/08/95 07:49 '6'202 690.6518 tal 001/002 

.. 

DEPARTl\1ENr OF, HEAL"fIi AND HUMAN SERVICES 
ASSISTANT SECRETARY FOR PLANNING AND EVALUATION 

......-----..........~.. 
.,.... i'~L.T H 4~·········. ..... ~ .' ....... 

~\ 
"?\ 

~c2\.. 
;~ Z~: z . 

\;~ c;,j:. 177 ..'
".T"" . ~i 
'. <So- "'f.J'/ 


... IJ".. . ~'t"/ 

.'·.5>'L") ". .'"r:J..•....


··'-TO " . ~?, 
........ • USA •. ........ 


'·'4~·"~1'''''.'••••''~~.·''··' 

PHO~E: . (202)690-8794 FAX: (202)690-6518 
, ) ,.', '" .~. ',,~, '.j,,' ~ ~ • 

F.om: .. ~. 
Divisioli: , .' .... ,..... . .' 

~~~~--~~~--

Cj tY & Sta te:..:....._.,;.__."""'--.;....,....;____....;..-..........-...0.

ornce Nunlber: Office Number': ________________ 
------~~~~--~ 

Di"ision: ..' 

.\umbel· uf Pages + cover...;,..__........._ 




0 

9 

'C'>f 

'0 

I§I 

~MedjearePartB Premium: 'CurrentLaw and Alternatives 'DR-AFT 
Preliminary imd draft estimates ofCBO scoring (calendar yearS) 

MonlhlyPart BPi'emium 
,1991 1992 19&3 1994 1995 1996 1997 ' 1998 1999 200D '2001 ,2002 

CurrenttaYi $29.90 $31.80 S36.60 $41.10 $46,10 $43.70 $48.20 $53.20 $55.00 $56.90 ' $58.80 $60.80 

25% Premium $43.70 $48.20 $53.20 $59.10' $67.20 $74.30 S82.S0 ~, 

30% Premium $52..40 $57.80 $63.80 $70.90 $SO.S{) , $89.10 $99.30, 

31.5% Premium $55.00 $60.70 $67.00 $74.40 $84.60 $93.60$104.30 

33% Premium $57.60 $63.60 $70.20 $18.00 ' $88.70 $ga.oo $109.30 
. 

35% 'Premium $61.10 $&7.40 $74.40 S82.70 $94.00 $104.00$115.90 

Premium as Percent of Program Cost UnderCurrent Law 
1119. 1992 1993 1194 1995 1996 1997 1998 19" 2000 2001 2002 

23.9% 26.2% 26.0% 33.3% 31.5% 25.0% 25.0% 25.0% 23.3% .21.2% 19.8% 18.4% 

ORAfltJ 

It) 

"" 
U) 

.-4 

It) 
0) 

.-4 " 
~ ..,. 
o 

1aol1l5 2:011 I'M IoICMECAP.lIt& 

J 

http:104.00$115.90
http:93.60$104.30


< 

Ul(AFI .';,' . .'.';~. 
'./~;l.·:If ... ~Medicare Part·8 Premium: Current Lawand"Alternatives 

, 

$110.00 

$100.00 

. $90.00 

e $60.(10 'j-' 

:i j
$10.00 
0

,-----. "" 

7..Year Savings 

(FY 1996-302) . 


25% Premium: $2.1 bltlion 


31.5% Premium: $69 bll1ion 


33% Premium! $80 blltron 

" 

35% Premium: $95 billion 

.. 
c 
c: 
~ 

o 
"
<t 
CJ 

. ': 0 

.~j :-:' 
,t".. til 
: .. 0 
.-:" 

':;i

:'tt 
t\:) 
o 
t\:) 

,. ,0) 

<0 
'0 

0) 
CJ1 

, ..... 
QI) 

>- ,
ii $8D.Oo ...c 
o 
:E 

$so.00 

$40.00 

$30.00 -I"'ISi • 

, $20.00 

."1 1992 1193 1994" '1995 tiM 1197 tM 1919 2.001 2001' 2002 

Calendar VearIfCUJml1llaw .25% Premium, 'I1131.5% Premium' ,... 
Preliminary and draft esimales 01 ceo SlXlflng, Assumes M other Part B sav'loas propcsals. JQCMIS et281'M I§I 

, 0 
o ..... 
" o 
o ..... 



' 
i 

, 

• • 

J 

-. 


$1tO.oo 

- '$100.00 

, $90.00 

$80.00 

e:. 
,-'E 170,00 
f! 
0. 

,£
>-

'SSO.OO 
c:: 
o 

:IE 
$50.00 

$40.00 

$30,00 

$2D,OO 

- -- _....._-'"r 	 ,,'I:7-Vear Savings 
(FV 199&-2002'. , 

~ 

U~~FI_ 
..'!': ,ri".. ~Medicare Part·B· Premium:.' Current Law and: Alternatives 

·1 \!~ 
25'1(. Premium: $7.1 bll... 	 . .: 

:- <I·1' 	 I S60.8~ .. 

',

31.5% p",_ S89 bllroon . ~. :q 
,N 
c 

33% Premium~ $80 billion I 	 Ill\. III .. N 

" 	 Q) 
<I:) 

c
"35% PremiUlft'!. $95 bRRon ' I" 

Q)iii III ~, • <:II .... 
00 

- ~. 

. 

t991 	 1192: 1993 19M'1M5 1118 ' t897 19. 1919 2a - 20M,' 2002' 

0":''' 

'~~l 
-;-f!f 

.", 	 ' 

iii _; 
, 

' ; ( 

Calendar YearaiCurrent Law, .25% Premium 
,. .. ', m31.5% Premium 

f'- . 
.:1' 

PreUmtnal'Y anit drafl estImaIes of ceo salrlni. Assumes M aDler Part·R savlDgs proposals. 7t.lCM1f I!2t~	I§J
c 
C 
N 
"
C 
C 
N 



08107/95 13:23 fr202 690 6518 
~001/002 

OEPARTl\1ENT OF HEALtH AND HUMAN SERVICES 
ASSISTANT SECRETARY FOR PLANNING AND EVALUATION 

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

~;'\ 

"-\ 
f yi. 
:~ %1 ~.. ';z 
\~~ 14) 

\~~ C ,,~~/


····~~O -. . ~'?~:-... 
... '........•.~.~~.~-.~~~......:...... 

PHO~E: (202)690-8194 FAX: (202)690-6518 

<',. '> '.' 

City & 51~ue: __;.;......,....-...'--'-'----.;..________ Ci ty & State:---...,'..;.;,.,--:......:--...........______--"

Office Nurnber: Orfice Numbel":_~________~ 

----~---.;..~~~~ 

. Fax Number: ___..........___;;;i.,;...;...............-...;.;..:.. 


~Ut1ll>el' of Pages· + co"er...;..___~_ 



08/07/95 13:23 '5'202 	690 6518 
~00Z1002 

.. MEDICARESPENDING uNDER TilE BALANCED BuDGET PROPOSALS 

Medicare spending, savings and groWth rates have become an importaIit poiIit ofcomparison 
between the President's and the Republicans' balanced budget plans. However, confusion over 
the tight Way to compare the Medicate propOsals has surfaced. Specifically, the use of the 
Administration's Medicare baseline rather than the Congressional Budget Office's (CBO's) .. 
baseline has been used to create the misperception that the President's plan for Medicare would 
look mOre like the Republicans' plan if a common baseline were used. However, differences in 
estimating the baseline do not change the fact that the level of cuts called for by the Republicans 
ate mote than double those ofthe President's plan .. 

" 
• 	 The baseline differences between the Congressional Budget ()ffice (CBO) and the 


Administration are not large. 


Between 1996 and 2002, the dollar-amount difference betWeen the two baselines is $'n 
billion -- only 4 percent ofthe total CBO baseline. The baselines for inpatient hospital 
services, which represent nearly half of .Medicare spending, are v~rtually identicaL 

. • 	 Eventually, comparisons of the plans will be made by pricing or "scoririg" specific 
policies on the same baseline. Until suCh. policies are specified, comparisons ofthe 
spending and savings under the plans can been made using simplifying assumptions. 

• 	 One way to compare the President's plan to the Republican plan using the CBO ' 
. baseline is to assuDie that the President's prQl!ottionate reductign in spending is the 

same under both baselines. 

The 'President's plan would reduce Medicare spending by 7% over the seven.year period, 
relative to the :Republican plan, which reduces spending by 14%. Since this comparison 
describes the magnitude ofthe .¢ut in relationship to the respe'ctive baseline, it takes the 
baseline issue out ofthe equation. This percent reduction could also be converted into a 
dollar amoUnt: if the CBO baseline were reduced by 7%, then the President's plan would 
save $130 billion. . 

• 	 Anot~er approach 'was taken by the CBO who, in a letter to Seluitor Domenid, 
assessed the President's Medicare savings under the CBO baseline by assuming the . 
President's ~avings are the same under both baselines • 

. this means that the $124 billion in savings projected offofthe Administration baseline 
would be $124 billion off of the CBO baseline as well. However, the eBO spending 
levels fot the President's plan would be higher. since $124 billion is subtracted from a 
higher baseline, yielding higher proposed spending. . 

Given the fact that eBO and Administration have frequently scored Medicare poliCies 
similarly in the past, this approach offers an approximation of the President'S plan under . 
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. the CBO baseline. Recently, for example, the CBO scored the Medicare "extenders" in 
the President's 1996 budget at $30 billion, whereas the Administ..tation estimated their 
savings at $28 billion. Similarly, the CBO and Administration estimates of the savings 
under the President's health refonn bill were less than $1 billion different over a five-year 
period. 	 .. 

However; the similarity in scoring depends on the specific set 6fpolicies. While hospital 
and premium policies have been scored similarly in the past, there have been differences 
in areas where baseline projections differ. ' 

• 	 . An incorrect way of c:ompa"ring the President's plan to the Republican plan is to 
assume that the President's spendiru: is the same under both baselines. 

It has been asserted that the President's plan has set down what he believes is an . 	 \ . 
acceptable spending level, and that this represents a cortunitment to this spending level 
regardless ofbaselines. For instance, the total Medicare spending under the President's 
plan of $1,~7S billion over seven years -- estimated from the Administration's baseline ..
would still(be $1,675 billion under the CBO baseline. 

This is flawed logic, however. Projecti<?ns of the spending that results from a set of 
policy changes are made by modifying baseline spending projections. Thus) ifthere are 
. different baseline spending projections, the spending under the propos'ed law -will be 
different. Assuming that the Medicare spending under the proposed law is fixed and does 
not change when different baseline assumptions are used is incorrect. 

The President's conunitment is 110t to a specific spending nwnber. but a set of policies 
that result in that spendirig nU:i:nber. . 



the CBO baseline. Recently, for example, the CBO scored the Medicate "eXtenders" in 
the President's 1996 budget at $30 billion, whereas the Administration estimated their 
savings at $28 billion. Similarly, the CBO and Administration estimates of the savings 
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• 	 An incorrect way of comparing the President's, plan to the Republican plan is to 
assume that the'President's spending is the same under both baselines. 

It l1as been asserted that the President's plan has set do'WJ1 what he believes.is an 
acceptable spending level, and that this represents a commitment to this spending level 
regardless ofbaselines. For instance, the total Medicare spending tmder the President's 
plan of$1,67Sbillion over seven years -- estimated from the Administration's baseline-
would still be $1,675 billion under the CBO baseline. 

this is flawed logic, however. Projections of the spending that results from a set of 
policy changes are made by modifying baseline spending projections. Thus, if there are 
different baseline spending projections, the spending under the proposed law Vlill be 
different. Assuming that the Medicare Spending under the proposed law is fixed and does 

, not change \;Vhen different baseline assumptions are used is incorrect. 

, The President'S ctnnmitineht is not t6 a specific spending nUmber, but a set of policies 
that result in that spending nwnber. ' 
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.. WhiteHouse 
Medicare Briefing Docum,ent· 

Outline 
f', 
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The· Two'Parts·ofMedicare: · 

'. . . Hospital and Physician Services. 

, ' 
, 

.The Medicare program has two distinct parts: '., .. 

. , . " . ~ .' ','., " ., _' '.' ~ • J. -', ,{ 

" 
" ,r 

, . " .- - - - - - - . ·r. -.. . J 

,_-1. HO,spitaI1n~urance [HI] Qr ,Part A 


.,'~_partA-pays for ,mostly-inpatient hospitaf care.·

-' 

-'. 2. Supplemental Med-ical Insurance [SMI] or Part B 
- . .,.' '" ' .- . . . . 

.~ ~ Part B covers physici'an servi~es'; along With outpatient hospital. 
~ervices, ,laboratory services and durable m,edicalequipment 

. , - ' . 
." 

- ". -: . 
" EJ 

· . . 

. . 
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, . .." -" " " ", . . ,. 

'The. Two Parts of Med'icare: 

The'HI program -,-' PartA 


',::,11 

" 

" 

.•.The HI program is funded thro'ughthe HI trust fund. The (Z
Fund· receives mo~st of its tncome from the HI payroll tax 
(2.9% of:payroll"split ~etweene'mployers and empfoyees)., . 

" . , - ." 

( , 

~ The HI or'PartATrustFund is the fund thatischaracterized as 
,"going,bro,ke,iby the Congressional Majority., . ' 

.'~'.
~
, 



"t' ..... 

. , - . , ' , 
- . 

··.The Two Parts· of Medicare: 
-The SMI prbgram--PartB · 

'::;,!' 
" 

.. • Part B is funded through the SIV.H Trust Fund. ThR Fund .'. 
receives 'income lrom two primary soutces:a general revenue' 

,transfer an~d _-premiums paid by enrone~s. '.' ,. " 

( 

... While $MI orP.artB Tn.J$t Fuhdgrowth -effe.cts deficit-spendirig,it 
.~ .d.oesnot threaten 8MI,solv'ency and the ,8MI trust fund 'couJdnever·· 

- become insolvent (~nlike the HI trust fund). . . , " 

'



••• •••• ••• • 

'... .' .. 

,TheHistoii~·~~~fargt!t!sTrustFund 

I 

l::i, 

7. 

2 


'. 

.. :/ \. 

• Asthertableon the followin~r page demonstralesJthe 
.Medicare PattAtrust fund solvencY:'challehges,are, 
not new. ~'. . . . 

,. . 

-, 

... '-On nine separate occasions, the trust fund has been 
. projected to be insolv.ent in 7 years orless~ '. 

~ . \ '.. . 

/ 

'EJ"'. 
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, HISTORICAL PROJECTIONSOFHITR{jST " 
, ", ~0NDINSOLVENC~ , 

. -. . 

-- --~.---

, Report 
, 

Projected Year 
,Year .of Insolvency . 

" ~-.. 

1970 . 1972 
'l973 .- 1971 

~ . '" 

1972 . 1976' 
,1973 " None Ir~dicat~d 

- - 1974 None Indicated .. 
Late 1990s ..1975' 

1976, _Early 1990s , . 
.' I 

1977, ' Late 1980s 
-- .. -

11978 ·1-990 
. ''199~1979 

.. . .' ) 1994.,',1980 
: 

, .. 1981 1991 
- . 1982-' 1981':" 

1983 1990 ... 
. .. 

' .-:19.84 ' > 1991 
1985' 1998 
1986 1996

" 
, 

'1987 '·2002 . 
1988 

-' 

.--J 

, 
2005, 

' '1989 -No Report '" 
·1990 . "?003 

'.1991 2005 
1992  : 2002 

1999 . ' , - 1993 '

~ears l)ntil-
Insolvency 

\ 

" - 2 Years 

. 2 Years 


4 Years 

'N/A, 
N/A 
N/A 

' . N/A 
- . 

- N/A 
12 Years 

13 Years 


. ·1AYears 

, .' ~. 

10 Years 
5,Years . 
7 Years 
7Years -.'. 

. 13 Years
-·10 Years 

..15 Years' 

17 Years ' 


No Report 
 '",. 

13 Years 

' 14 Years -

10 Years 

6 Years' 

'.. , 

'-7 Years1994 2001 
2002 ..-- 1995 

' . 
7 Years 'c.

_.... .... 



... C.lintonAdministration· RespOl1seto 
. '. Trust Fund Problems (1993) .' 

, --.; 

") 

. . -. . 

... At th.e ,beginning of the Clinton Administration, the Trust· 
,:Fund w~s prqJected to go insol~ent b'y 1999.. 

, . 

'. 'the'President's1993'five~year deficit reduction package,· 
(OBRA :'93)' extended ,the life of the trust fund' by an ,
ad'ditional three years -- to 2002.. .. '." 

/ ,., 

., " , ,No members of thecur(ent Congressional Majority' . 
, ,,'supp,orted the 1993 deficit reduction bill. ' ' 

': 

n.. · 
-

. ~ 
.... 



-... 	 i.,' 

(" 

... ~lin\~titt~~nJsJ~~tf~m~e(fg~3je to ... 

, " 

.I 

z • '. 	 ~ '" • ' 

'The extra threeYf!ars-were derived from: 
..,.' 

, 	 , 

',1. 'Co,n~training the growth ,of, Medicare, primarily through specific 

" provider' cuts. ' 


2. Repeal-ing the ,m-axim.um earnings c'ap for the Medicare HI paYf911' ' : 	 ," . ' ' . ,, tax. ,- , " ' ",." ", ,-' . , 
, 	 ~ ... 

'_ 3. 	 In'creasing-the percentage of Social Se-curity benefits'otwell-off _ 
seniors subject to tax~tionand-dedicatihg that revenue tothe.Hltrust" 

" : fund. ',' ' . 	 . '" " -, 

4. Economic growth partly spurred from the deficitreduction .billEJ 

http:m-axim.um


.·CUnton Administration Responseto< . 

Trust Fur-d.Problems·(1994) 


- •• - . I -----'_ 

".,' 

, '--' 

, . 

• The Clinton healthreformplan~ouldhavedelayed. .. 
,i'nsoIV,en.cy an additional ,five years past th_e currer}t date of.,· ':2002. . , .. - .. . ". .'~. 

~ 

......• In addition, the·CHnton health reform package would have 
. addressed the Trust Fund problem in the co,ntext Qf the' 
" ~ntir~ healt_h Care system. ' 

. . ' -, I 
/ . " -EJ

'. , 

. .. 

http:i'nsoIV,en.cy


, ' 

. The Current Financial Status 
~f the Part A TrustFund(1995} .. 

; 

( ". ~j~ 

" i 11144 _ 

"~ .. The MedicareTru~tees, usingin~e(me9iate assumptions, conc,luded' 
, that the HI ,Trust Fund'-will be d~pletedin2002. -, 

'-. 

, ' 

,'~ The projected year of trust fund e~paustion measures how'lo/ng , 
financial resourgesexist to paybitls. 'In other words, as' long, as,the , 

, " trust has' sufficient resources, bills are paid. ' "the trust fund has 
never reached exhaustion.' " 

'. The: prog ram ,faces oa'iong term i:nsolvency 'crisis' beca'u,se of the· , 
'~demographics-hift ,that wHloccur. with the aging of the baby ,boom " 

population. 'The first baby-boomers will reach 65in the year 201 O~ , 
. . \.."" ..... . ~ , -' . -", . 

-' 

.. Neither-Dem,ocrats or Republicans resolve this iss'ue in their bala'need ~, 
bUdget ,proposals, 'but ,both agree that a bipartisan, approac,h is essential'" 

.•• for addressing this challenge. .,.'. . • '•..... "~ . 

\ 



The New R-epubHcan . Cong ress 

, ... and the Trust'Fund (1995) .. 


....:!' 
, 

I 

--.The onl'y thi-ngJhat chan-ge~d betweenth'e1994. Trustee Re.port 
and the .t995.Tru,stee· Report is. that the 1995 report~showeda 
orie year improvernent frOrT12001_ and· 2002.. ' 

.. 11 T.he only specific component of the Contract with America' th~t~-
" . _ ~. addre~sed the Trust F;und madeit worse. 

.' ..' - , -' 

; -+ The Contract called for repeal of the increase in the -Social-
Security benefits tax for ,hi~gh i.-r~come seniors -- a provision . 
that helped -improve the financial status of the trust fund.' -The" . . . 

rep9._alpassed the House'onApril 5, 1995. '  r. 

-. - . - '-, . 
f 

. -+Ifthis provisionisenacted-, the trust fund win become 
. insolvent 8 .months sooner.· .' :~1 



·.•. elintonAdministrationResponse to 
.... Trust Fund Problems (1995)· .. ... . 

- - .' -' . , . . - . \ 

'"~I 

,

, -'. The ClintQn balan'ced budget would extend the life of the' 
Trust Fund through 2006.' Thi~proposalreduces~HITrust 
Fund spending Qnproviders. [See attached lette(from the 
HCFA Chief 'Actuary confirming 2006 Trust Fund status.]" 

• With the trust fu'nd.secure for better than 10 years frOm' 
,todaY,we are in the same sit,uation we have been in before, 

many times, since 1970. ]~his, provides sign'ificant time for-
a bipartisan approach to. address the I,ong term Tr,ust Fund". . - - .

Issue. 
. 

r 
' 

') 

,r' 

" ~ , 

,', ' ", -,'" , ',EJ'

, , 

~... ' 



· " •. ,; .';~~d ...;-,,;~ h >, " .; ,;".;:./., .. ,' II 'h:.;.:,: ""'•• : .:•. \;\:.:'..... \.' '/\J'c "'h",,,O~h'thJthJ~:,.·'1 0';); !.(Hd.h,'\h1\hi"'it~/';h;;;J~: \ I I/H~' '/H\:'\:';~;';';': .:~.'" ' .. .; .f\ 

'~ 

;tI/' •• ~.'"'~''''~ • , .' , 

Health Care Financing Admini$trat!.on (4J# ,;.' DEPA,RTMENT Of HEAI:.TH& HUMAN SERVICES 

"" -.......: " . . 
_ .......c. 

The Administrator 
Washington, D.C. 202()1 

August 3, 1995 

The Honorable Rjch~rd A. Gephardt ~ 
United States Senate 
Washington, D.C. 20510 

j' 

Dear Congressman Gephardt: . 
i-

This is in response, to your request for informationabou tthe effect of the Medicare savings 
in the President's balanced budget initiative on. the exhaustio.n date.of the Hospitat 

/' Insurance (HI) Trust Fu~d. 

Attached is a memorandum that I have received froHrth~ Chief Actuary of the Heaith Car; 
Financing Administration (HCFA) ..The plemoindicates that the year:by-year savings in. 

<" 
the President'splanwould.extend the lifeiof the HI Trust Fund from 2002 to the 'fourth 
quarter of calendar year 2006 (the first quarter of fiscal year 2007). This estimate is based 
ori the 1995 Annual Report 'of thiBoard of Trustees ofthe~Federal Hospital Insurance 

, Fund intermediate assumption ba~eline.. 

Ple;ase let me know if I can provide any further information. 

Sincerely. 

r <" "~~2 .,~~ ('alii!
c. Vladeck L. J 

Attachment 

.- .~, . 

'13 
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~ 

.;.~~'''~.~. ~ . . Health Care 

. ..~ DEPARTMENT OF HEALTH&. HUMAN SERVICES RNncIng !Adminl.tnrtiOc:\ 


:. "';,1",,
~ ..: -' -	 .',.' tJ 	 , ........~~.:,- .. 


~.~ ....~~i.., Memorandum 
J \ 

.~ ..t"· August'2: . .1995 

'~:~r. 	 Chief Actuary, HCFA 

~;;,b'j~ct 	 Estimated Year ofExhaustion for HI Trust Fund under Administration's 

Balanced Budget PropoSal • 


-~(.:. 	 -.Adlllinistrator,HCFA . 

." . 

The purpose of this memorandum is to respond to the requests from Senator Da5I.:hl.e and 
RepreSentative Gephardt for the estimated year otexhaustion for the Hospital Insu$nce trust 


· fund und~ the Medicare provisions in the Administration's balanced budget propolial. Based 

'. on theintermediate set of assumptions iri the' 1995 Trustees, Report. we estimate that the"assets 


of the HI trust fund'woul~ be depleted in the fourthiquarter or-calendar year 2006 under the 

· Administration's proposal (or, equivalently, in the first quMter offiscal year2007). 

In the absence ofcorrective legislation, trust fund deple~ion wo~ldo~ur in the tourth quarter 

of calendar year 2002 (first quarter offiscaJyear 2003) und.er theinterm'ediate assumptions, 


. Thus, the AdJIlirustration 's proposal would postpone the year ofexhaustion by about 4 years.' 

, 	 .: . . 

The financial operati~ns oftheHl trust. fund will depend heavily on ·future ecooomiy and' 
demographic trends. For this reason, .the estim~ted year of depletion is very sensitive to the 


· underlying assumptions. In particular, under adverse Conditions such as those assumed by the 

Trustees for their "high 1:osi" projeciions', asset depletion could 'occur roughly 2to 3 years . 

tarHer than the intermediate estimate. Conve"rSely, favorable trends could delay the year of' 


· t:xhaustion significantly. The intermediate assumptions represent a reasonable basii for 

pianning. .. . 


" 

1.h'e estimated y~ of e~austion is only one of a nuiI!be~ofmeaSures and tests ~ to . 

e.•·aluate the financial status of the HItrust fund .. If Senator Daschle or Represent~ve 

G;:~hardt would like additional information on the ~stimated impacfofthe Administration's 

\)t...i:careproposals, we would be happy to provide it. . 


'7?'GLd S".. ~ . 

R·ichardS. roster, f S.A. 

1'1.:" 

:.. 
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elinton Ad min istra~tiQn Response to 
- . ,Trust Fund Problems (1995) 

l' 

/. Th,e.Clinton'Balanced Budget calls fDr $124 billion. in s-avings -~ Jess 
. than 112 ofthe Republican .Balanced .S'udget. .....' 

. . . 

, • Twenty percent of these savings are simply -from extension' of current 
laws --whiQh. ,both:the President and~the CongressionalMajority 

.:,. support. ..... 
,. 

-AILnew ,savings are'from .providers, and $89b.illio~ goesto>PartA 
Fund, pushing the insolvency date back to 2006.: .. . . 

. EJ·
. . 

. . . 

~ . . . .' 



", . ., . '. -', ... . 

....•T.heRepublican Budget Resolution· 

.-" 

\; ~I 

• TheRepublic'an budget resolution would cut tile Medicare 

program by $270 billion.· .: . ~ ~- .' . 


, 
, .,.-. 

, \. . '. . . . 

• The RepubHcan budget resQlutionwoulda,lso extend the life of 
. the ,Trust Fund t~~?ugh ,atleast-2,006,and like,ly somew'hatIQnger . 

.~ HoweveL'iti~ irnpossibleJo.projectfor much longer without 
more detail about the allocation of cuts between PartA and 
-Part B. 

-



, " 

The Republica~~ud/getResolution --' . 

. ' . Beneflclarylmpact . .... . '. 


";: \" . .. .~-
'-..;. 


....... !... 


~ The ,Republican Medicare 'working docu'ment provides a preview of " 
what is in store for :beneficiaries' who want to keep their fee-for-service, 
.plans~SpecificaHy, preliminary estimates indicate'that: ! . 

/~ . . .~ 

.1"" 

.. • The average Medicare recipient of skiJlednursing home. '.' 

'services,will pay at least $1 ,400'more.. ,.' . . 


/

• T,he average beneficiary receiving home health care services 
- will pay at least $1 ,700 mor~"in 2002. " './ -, _ 

• The.average·beneficiary ,choosing to,stay in,the' 
feE?~for~serviceplan would payat,least $2,825 more,in 

. premiums andcopayments'over 7 years; coupl(3s-would,pay' , 
at least $5,650. ............... '.. '. . . .... '.' . ' ...'. ' ......... rJ 



" 

- ' , 

. The RepubHcan Budget R~sQlution·--
Harming Vulnerable Elderly 


·i 

.) \ - , ...';:' 

.~ The cuts Shift costs to seniors who on average, are already , ..-:' '. 
'spending 21 percent of their ,income out-9f~pocketon health care. , .. 

• Since 75 percentof these beneficiaries h~av~jnc-omes"below 

$25~OOO, it is'hard~o see how they can afford, to pay mpre. ': 


r 

" 

, • The Republican 'cuts exceed the extenders on 'vvhichwe aila'gree " 

by $240 binion,-~Just.aboutthe amount the,y need to:finance their 

tax cut.· ,- , 

(" 

; 

...~..., . . . 

-. . , 



. 

_J 

. . , 

. The Republican Budget Resolution-

... ,PartBCuts.. Don't-HerptheTrustFund· 


, '::: (I ',- -' • '~ • 

,. 

I.. 

•• A substantial portiori(most likeiymore tl1an $100 billion) oftheir 
Medicare. cuts come fro.m PattBof the program. Saving,s from . 

. . Part B savings do nothing to strerigthen the. Part Atru:st Fund. 
. <.' . . - ' . 

. . . - , . . '. "'. 

. • More specifically, th'e Repub'lican Working Document-calls for. 
'. -. rsignificant-increases in Part B premiums, deductibles,"and '. 

. co~payments.. . 
I . 

........ "' 


\ 

::a ::awe: 
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Current Clinton Efforts Compared to ' 
" , ".' the Republican Efforts 

r' . 

,Tl;terealissue is how much more' is needed t9'shore up the trust 
, ,fund and responsibly manage the p(ogram. I, 

>~ . 
•'! 

, The Preside,ntls propos~1 is a responsible approach to achieving 
these objectives': ' '"' ' 'I 

," 

, if First, better than' ten years oftrust fund security' is cO,nsistent with· 

': many perio,ds in our history anq,~deqiJate to allow Medicare's 

"~ ,adaptation to the futute'~ , ' " 


, . ,'- .

if Second,,'mo're ,than thi,s level ofcuts might buy a, few more years fQr , 
'thetr~st fund, but would endanger' the protection Medicare provides 
and,.theinstitution~ and caregivers that serve Medicare's beneficiaries. 

I 

, , ' 

." While great~rreductions l11ight help fora few' years" they are not 
, real solu.tions and will cause long-t~rm dam'age to the stru'cture of EJ 
the Medicare program. , ",',' , 

• ~ 'lr- .. ~ " 

~ ,~ • 1" I .. . 
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Whyll1-crease In Per Beneficiary 

. .,SpendingisaCut· .'., 


The Republicans- say they will increase Medicar~ spending by $1,900, _ 
from $4,800 per'beneficiary now being spent to $6,700 in_2002: Yet, 
thisamoun-tstoa cut. . . ~. ,-

-'
~,.. 

. -, .'Thisis8 cut because you carinot buytodaytsMedicare benefits with this amount 

.: of morieyin2002.Beneficiarieswili pay substantially moreo(get less benefits> 

-$6,700"is abo~t $1,,000 less per person than what it 'would be~ EVEN IF Medicare 
. ' spending were constrained to, 7.1 percent private sector per persoh-growJh rate. 

" • ". • - .~ .' ". • < 

-And rememb~n ,the Congressional Majority ,wishes to constrain the growth 'rate' 
well below the private sector even though Medicare beneficiarie$ are, by any 
definition~ a<much more difficuI(to manage and expensive population than those' 
with private insurance. . - . . " . .. 

, /
\ .~ 



. - -' 	 . 

TheRe-publican Budget Resolution-

Vouch~rsandOverly TTghtGrowthRates 


• The RepObncans cla'im they"wan~tto emulate .the health 'care 90st 

containment success8.S of fheprivate sector. They suggestthat . 

vouchers be'used toincreas.e current Medicare beneficiary 

participation in Managed :Care plans.-·", ,.' . 


.,' 	 

... 	 The expectation is thatthiswill resultin,reducedMedicare 
expenditures and g royvth. rates. 

r<-.. 

- • Emulating the private sector'and p~rmitting,Medicareto grow at a 7.1· 
, . percent pace '~-CBO's"projection of the 'per person growth rate·in the 

privatesectQr--wo'uld save significant federal dollars. ; ' .. 
.~ , . . ' . .~ 


-', .

,-co 

• However, theR'epubHcan $270 billion in ,cuts woyld' constrain Medicare 
to a'much tighter and unrealistic 4.9% per beneficiary growth rate. 

El 




. 


. - - . . . --. -.., . 

.•. . The . Republican Budget Resolution,-~ ... 

.. Vouchers and Overly TIght Growth Rates 


. - -~". . .'. '.. . 
'{ ~I 

- '-'Underth~'RepubIi6anM~dicare ~estructuringplan; -benefiQiaries'-who Wish to, 

\ keep their fee-for-scarvice plan :and a,guar~ntee ;of theirchoice·~of doctor" wlll,-' 


have to' pay significantly more. ,'~ 


-·In orderfor a ,voucher system" to'achieve savings, beneficiaries who go intoc 
managed c-a're, plans will. either have their current benefits reduced or will be 
forced to -pay more for the same benefits. _ Th is, is beca~se the Republican~" 
overly tight growth rates will overtime diminish the valUe of the vouGher and, 

- the type of coverage it ca,npurchase. ,~ 

_,', • In this,.environment; there would 'be overw,helming pressure,'on plans to 
'Clvoid the elderly and sick;' and, ",cherry pic~"young, healthy beneficiaries.

-

~, 
-~ 
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': 

The RepubHcan Budge1: Resolution-

Vouchers·andOverly TIght Growth· Rates . 


'" 


\ 

v 

·.,Addre?sing these problems would,take significant regulatory interventions, 
.' 'such',?!s risk adjustment topay·for·elderly,.sick individuals.'· It would also· 
, require, a more ~ealistic growth rate. Both needed .change~ would increase 
costs and~ decrease managed· care savings.· ., 

. - ~ 

r. , . 

• Respected. health care ,economists such 'as Robert ·I:{eischauer: and Henry / .' 
Aarot1, ,asweU .as the Congressional: Budget Office, have consistently stated 
that mc;i.naged care that adequ<;ltely' protectsbenefiGiariesare not likely to . 
produce significant federal s~yin'gs over the- short term~ " .'. ,., .' " 

, ' 

··rl·· . 
-' 

';, , 



/ 

" 

, .. 

Republ icanVouchersvs.The 
. President's Plan 

~ 

-~The.Pre~_ident's·approac~ sho\Nsth~~ yo,u c,an, strengthe'n' t~~ ,,' 
. Medicare Trust Fund, offer more choice of plans, and provide, new 
-benefits without imposing new Medicare be'n'efiQiary cuts. ' 

, -- _• The President'sbalariced bU9getaisoexpands Ghioc.e for.· . 
" . , beneficiaries by providing for'a new Preferred 'Provider O.rganizat!on- ..' 
-:~,option an'd'authorizing HMOs to offer chioce of doctoroptions ' 

through Poi'nt of Service plans. . 

.~ flowever,· it does this WithoutfinanciaHy coercing beneficiaries 
Into' pJaf)s., , ". -' . ..:' .', :'7"'" ,.', _ ' 

EJ 




FACT SHEET ON LIKELY REPUBLICAN MEDICARE CUTS 

Wednesday, May 3, 1995 


Congressional Republicans are considering proposals that would cut Medicare funding by 

between $250 billion and $305 billion between now and 2002. Medicare cuts at this level 

translate into 20% to 25% cuts in 2002 alone for this program serving our most vulnerable 

Americans -- the elderly and disabled. 


Choice or Coercion? Republicans claim their proposals would increase choice by giving. 
vouchers to Medicare beneficiaries to buy insurance in the private market. In reality, the only 

. way that this approach can achieve the magnitude of savings being contemplated is to 
significantly raise costs for traditional fee-for-service coverage, effectively 
forcing many beneficiaries to use vouchers to buy managed care. That would put Medicare's 
37 million beneficiaries, many of whom have pre-existing conditions, into the private 
insurance market to shop for what they can get. That is simply a form of financial coercion. 

Current Health Care Spending by Older Americans. Today, despite Medicare benefits, 

health care consumes major amounts of older Americans' income: According to the Urban 

Institute, typical Medicare beneficiaries already dedicate a staggering 21 % (or $2,500) of 

their incomes to .pay for out-of::-pocket health care expenditures. 


More Out-or-Pocket Payments: If these cuts are distributed evenly between providers and 
beneficiaries, Medicare beneficiaries would pay: 

o $815 to $980 more in out-of-pocket expenses in 2002. 

o Between $3,100 to $3,700 more in out-of-pocket over the 7 year period. 

Social Security COLAs: The Republicans claim they aren't cutting Social Security, but these 
Medicare cuts would effectively do that. By 2002, the typical Medicare beneficiary would 
see 40 to 50% of his or her cost-of-living adjustment eaten up by the im::reases in Medicare 

.	cost sharing and premiums. In fact, about 2 million Medicare beneficiaries would have 100% 
or more of their COLAs consumed by the cost increases. 

Rural and Inner City Hospitals. Cuts of this magnitude, combined with the growing 
uncompensated care burden (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. These cuts would threaten both the quality and 
access to needed health care in rural America. . . 



FACT SHEET ON LIKELY REPUBLICAN MEDICAID CUTS 

VVednesday, May 3, 1995 


Congressional Republicans are currently considering cuts in federal Medicaid funding of $160 
to more than $190 billion between 1996 and 2002. Republicans claim they are not cutting the 
program, but reducing its rate of growth. Yet, these technical number disputes avoid the real 
issue: how their proposals will affect real Americans; who will be hurt; who will lose 
coverage; and who will lose benefits if their cuts are made. It also ignores the fact that 3 to 
4% of growth in Medicaid is due not to inflation but to additional children, elderly, disabled 
and others being insured under the program. 

Impact on Working Families. Most people think Medicaid helps only low-income mothers. 
and children. In fact, about two-thirds of Medicaid funds are spent on services for elderly 
and disabled Americans. VVithout Medicaid, working families with a parent or spouse who 
need long-term care would face nursing home bills that average $38,000 a year. 

Insufficient Managed Care Savings. Savings from managed care cannot produce the 
magnitude ofcuts Republicans have proposed. Two-thirds of Medicaid funds are spent on 
the elderly and disabled, and there is little evidence that putting them in managed care can 
produce savings.· 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. 

State Finances. Republicans say these cuts merely give states additional flexibility through 
block grants. Issues of flexibility can't mask the inevitable fact that states are being asked to 
absorb enormous cuts-- forcing them to .choose between cuts in education, law enforcement, 
health care or other priorities. 

Cuts in Eligibility, Benefits and Provider Payments. VVhat do these cuts really mean? 
Even accounting for some' managed care savings, they mean deep cuts in eligibility, benefits 
and payments to doctors, hospitals, nursing. homes and other health care providers. If the 
Republicans 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 children would lose coverage; and 
• 	 800,000 to 1 million elderly and disabled beneficiaries would lose coverage; and 
• 	 Tens of millions of Americans would lose benefits, because all preventive and 


diagnostic screening services for children, home health care and hospice services 

would be eliminated -- as well as dental care if the cuts reach $190 billion; and 


• 	 Already low payments to health care providers would be reduced by $10.7 to $12.8 

billion. 
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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, beneficiaries 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 ~ajor amounts of older Americans' income. According to the 

Urban Institl;lte, 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 
beneficiaries, 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 beneficiary 
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 eaten 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 
biUion 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 carccosts between no\v and 2002 .. 

Rural and Inner City Hospitals At Risk: Cuts of this magnitude, combined with tbe 
growing uncompensated' care burden (which would ,be fu·rthq 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 (0 n'eed~d health care would be threateped, 



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 p~ojected to 
grow only about one percentage point faster than private health insurance. 

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 payments would disproportionately hann 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. 

Signincant 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 tocal taxpayers to 
increase what are already substantial local subsidies. . 

Rural residents are more likely than urban residents' to be uninsured, so offsetting the 
~ffects 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 the~e communities. 

UNDERMINES URBAN SAFETY NET 

• 	 Large reductions in Medicare payments would have a devaStating impact On a significant number 
of urban safety-net hospit.als. These hospitals already arc 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. 
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The Two Parts of Medicare:
. 

Hospital and Physician Services 


The Medicare program has two distinct parts: 


-1. Hospital' insurance [HI] or Part A 


~ Part A pays for mostly inpatient hospital care. 


- 2. Supplemental. Medical Insurance [SMI] or Part. B 

~ Part B cQversphysician services, along with outpatient hospital 
services,laboratory services and durable medical equipment. 

EJ 
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The Two Parts of" Medicare: 

The HI program -- Part A 


/"""• The HI program is funded through the HI trust fund. The 
Fund receives most of its income from the HI payroll tax " 
(2.9% of payroll, split between employers and employees) . 

... 	 The HI or Part A Trust Fund is the fund that is characterized as 
"going broke" by the Congressional Majority." 



The Two Parts of Medicare: 

The SMI program --Part B 


'v 

• Part B is funded through the 8MI Trust Fund. The Fund 
receives income from two primary sources: a general revenue 
transfer and premiums paid by enroJlees. 

~ Part B premiums are directly deducted out of the monthly checks of 
Social Security beneficiaries. Therefore, increases in premiums . 

, decrease total dollar amount of the Social Security check,. 

~ While SMI or Part B Trust Fund growth effects deficit spending, it 
does not threaten SMI solvency and the SMI trust fund could never 
become insolvent (unlike the HI trust fund). ' 

EJ 




r. The History of 
-

the Part A Trust Fund 
.. Financial Status -" " 

• As the table on the following page demonstrates, the 
Medicare Part A trust fund solvency challenges are 
not new. 

• On nine separate occasions, the trust fund has been 
projected to be insolvent in 7 years or less. 

[J 
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FUND INSOLVENCY 

Years Until. Report prolected Year 
Year Insolveiicyof nsolvency 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1'984 
~985 

1986 
1987 
1988 
1989 
1990 
1991 
1992 

,1993 
1994 
1995 

1972 

1973 

1976 


None Indicated 

None Indicated 


Late 1990s 

Early 1990s 

Late'1980s 
, 

1990 
;1992- . 
j 199"'4 
1991· 
1987 
1990 
1991 
1998 
1996 
2002 
2005 

,No Report 
2003 
2005 
2002 
1999 
2001 . 
2002 

.' 

.. 

2 Years 
2 Years 
4 Years 

N/A 
N/A 
N/A 
N/A 
N/A 

.. 12 Years 

13 Years 

1.4 Years 

10 Years 

5 Years' 

7 Year's 


. 7 Years 
13 Years 
10 Years . 
15 Years 
17 Years 

N.o Report 
' 13 Years 
' ·14 Years 

10 'Years 
6 Years 
7 Years' 
7 Years 

j' 
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Clinton Administration Res~onse to 

. Trust Fund Problems (1993) .. 


. 

• At the beginning of the Clinton Administration, the Trust 
Fund was projected to go insolvent by 1999. . , 

• The President's 1993 five-year deficit reduction package 
(OBRA '93) extended the life of the trust fund by an , ' 
additional three years -- to 2002. 

No members of the current Congressional Majority 
supported the 1993 deficit reduction bill. ' 

~ 

D 



Clinton Administration Response to 
. Trust Fund Problems (1993) 

The extra three years were derived from: 

1. 	Constraining the growth of Medicare, primarily through specific 

provider cuts. 


2. 	Repealing the maximum earnings cap for the Medicare HI payroll tax. 

3. 	 Increasing the percentage of Social Security benefits of well-off 
seniors subject to taxation and dedicating that revenue to the Hltrust 
fund. 

4. 	Economic growth partly spurred from the deficit reduction bill 

[J
( 



Clinton Administration Response to 

Trust Fund Problems (1994) 


• The Clinton health reform plan·'would have del'ayed 	 , 
insolvency an additional five years past the current date of 
2002. ' , 	 " 

• In addition, the Clinton health reform package would have 
addressed the Trust Fund problem in the context of the 
entire health care system. 

EJ 




The Current Fina"ncial Status 

of the Part A Trust Fund (1995) 


• The Medicare Trustees, using intermediate assumptions, concluded 

thatthe HI Trust Fund will be depleted in 2002. 


~ The projected year of trust fund exhaustion measures how long 
financial resources exist to pay bills. In other words", as long as the 
trust has sufficient resources, bills are paid. The trust fund has 
never reached exhaustion. 

• The program faces a long term insolvency crisis because of the 

demographic shift that will occur with the aging of the baby boom 

population. The first baby-boomers will reach 65 in the year 2010 . 


. • Neither Democrats or Republicans resolve this issue in their balanced 
budget proposals, but both agree that a bipartisan approach is essential 
for addressing this challenge. ' 

EJ 




The New Republican Congress 

and the Trust Fund (1995) 


• The only thing that changed between the 1994 Trustee Report 
and the 1995. Trustee Report is that the 1995 report showed a one 
year improvement fr9m 2001 and 2002 . 

.. The only specific component of the Contract with America that 
addressed the Trust Fund made it worse . 

.. The Contract called for repeal of the increase in the"Social 
Security benefits tax for high income seniors -- a provision 
that helped improve the financial status of the trust fund. The 
repeal passed the House on April 5, 1995 . 

.. If this provision is enacted, the trust fund will become 
insolvent 8 months sooner. 

~ 




Clinton Administration Response to 

Trust Fund Jlroblems (1995) 

~ 

• The Clinton balanced budget would extend the life of the 
Trust F_und through 2006. This proposal reduces HI Trust 
.Fund spending on providers. [See attached letter from the 
HCFA Chief Actuary confirming 2006 Trust Fund status.] 

• With the trust fund secure for better than 10 years from. 
today, we are in the same situation we have been in before, 
many times, since 1970 .. This provides significant time for 
~ bipartisan approach to address the long term Trust Fund 

. Issue. 

EJ 
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tfullh Cue Finane.nc Administration ..-4 DEPART.MENTOf HEALTH" HUMAN SE.VICES 

~~ 

Th", Mmlnlst,alo, 
WuhlnC1on, D.C. 20~1 

August 3. 1995 

11\(~ Honorable Richard A. Gephardt 
United States Senate 
Washington. D.C. 20510 

Dear Congressman Gephardt: 

This is in response to your request for inrormation about the efrect of the Medicare savings 

in the President's balanced budget initiative on the exhaustion date of the Hospital 

Insurancc(HI) Trust Fund. _ -

Attached is a memorandum that I have received from the Chief Actuary of the Health Care 
Financing Administration (HCFA), The femo ip'<licates-that the ycar-by-year savings in 

-" 

the President's plan would extend the life; of the 111 Trust Fund from 2002 to the -fourth 
quarter of calendar year 2006 (the first quarter or fISCal year 20(1). This estimate is based 
on the 1995 Annual Report of the Board of Trustees of the Federal Hospital Insurance_ 

-Fund intermediate assumption baseline. 

Please let me know if I can provide any further information. 

Sincerely, 
-- ,i; r. ,,', _ '1' /' t' (~~;'- -. . lif.. {" Ll (/c. Vladeck L. j _ ... 

Attachment 
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Health c..... 
DEPARTMENT OF HEALTH &. HUMAN SERVICis R.n.anelnqlAdmlnlttnttion 

Memorandum 
August 2, 1995 

Chief Actuary. HCFA 

Estimated Year ofExhaustion for HI Trust Fund under Administration's 
Balanced Budget ProposaJ 

Administrator, HCFA 

The purpose ofthis memorandum is 'to respond to rhe requests from S~ator Da.sclde and 
Representative Gephardt for the estimated year ofexhaustion for the Hospitallnsu~ce trust 
fund under. the MeCicarc provisions in the Administration's balanced budget propoliat. Based 
on the intermediate set ofas~umptions in the' 1995 Trustees ~port. we estilllllte thtt the assets 
of the HI trust fund would be depleted in the fourth:quartei)ir calendar year 2006 under the , 
Administradoa~$ proposal (or, C{j,uivalendy, in the first quadir offiscal year 2007). 

In the absence ofcorrecdve legislation, trust fund depletion would occur in the fourth quarter 
cfcalendar year 2002 (first quarter offiscal year 2003)·under the internrediate, assumptions. 
Thus, the Adminislration's proposal would postpone the year of.~austion ~y abollt 4 years. 

The financial opecations orthe HI trust 6Jnd will depend heavily on future WJDOmirand 
demographic trends. F4r tWs reason. the estimated year ofdepletion is very sensitive to the 
underlying assumpt¥>os: In particular, under adverse conditions such as those assu~ by the 
Trustees for their "high cost" projections. asset depletion could occur roughly 2,to ;I years 
earlier than the intermediate estimate. Conversely. favorable trends could delay the'year of 
exhaustion significantly. The intennediate assumptions represent a reasonable basi~ for 
planning, 

1 tie estimated year of efhaustion is only one ofa null1ber ofmeasures and test!> ~ to . 
e1;'a!uate the financial status ofthe HI trust fund. IfSenator Daschle or RepresentaJ?ve 
Gc~hardt would like additional information on tbe ~stimated impact of the Administration's 
\ledicare proposals. we would be happy to provide it. 

, ., 

r 7.t.L.-o' S.~·· 
Richard S. Foster, F.S.A, 

1'1 




Clinton Administration Response to 
. Trust Fund Problems (f995) 

• The Clinton Balanced Budget calls for $124 billion in savings --less 
than 1/2 of the Republican Balanced Budget. 

• Twenty percent of these savings are simply from extension of current 
laws -- which both the President and. the Congressional Majority 

support. 
 rr 

• All new savings are from providers, and $89 billion goes to Part A 
Fund, pushing the insolvency date -back to 2006. 

EJ 




The Republican Budget Resolution 


, , 

• The Republican budget resolution would cut the Medicare 
program by $270 billion. 

• The R~publican budget resolution would also extend the life of the 
Trust Fund through at least 2006, and ·Iikely somewhat longer. 

. . 

.... However,' it is impossible ;to project for much longer without 

more detail about the allocation of cuts between Part A and 

Part B. 


• The size of the Republican cuts are excessive, and drafts of 
their plan confirm that they are considering sUbstantial' . 
out-of-pocketincre~ses through higher premiums, co-payments, 
and deductibles. 

El 



The· Republican Budget Resolution -
. . Beneficiarylmpact 

The Republican Medicare working document provides a preview of 
what is in store for beneficiaries who want to·keep their fee-for-~ervice 
plans. Specifically, preliminary estimates indicate that: 

• The average Medicare recipient of skilled nursing home. services will pay at 
least $1,400 more in 2002. . 

• The average beneficiary receiving home health care services will pay at 
least $1,700 more in 2002.. . . 

• The average beneficiary choosing to stay in the fee-for~service plan would 
pay at least $2,825 more in premiums and copayments over! years; 
couples would pay at least $5,650. 

[J 




The Republican Budget Resolution -
. Harming Vulnerable Elderly 

• The cuts shift costs to seniors who on average, are already 
spending 21 percent of their income out-of-pocket on health care. 

• Since 75 percent of these beneficiaries have incomes below 
$25,000, it is hard to see how they can afford to pay more. 

• The Republican cuts exceed the extenders on which we all agree 
by $240 billion ..:- just about the. amount they need to finance their 
tax cut. 

EJ 




The Republican Budget Resolution -

.Part B Cuts Don't Herp the Trust Fund 


• A substantial portion (most likely more than $100 billion) of their Medicare 
cuts come from Part B of the program. Savings from Part B savings do 
nothing to strengthen the Part A trust Fund. . 

• More specifically, the Republic~n Working Document calls for significant 
increases in Part B premiums,deductibles, and co-payments. 

• So, for example, not one penny of the Part B Premium increase alone of 
$1650 ($3300 for couples) would contribute to strengthening the Medicare 
Trust Fund. 

El 




Current Clinton Efforts Compared to 

. the Republican Efforts . . 


The real issue ·is how much more is needed to shore up the trust ' 
fund and responsibly manage the program. 

The President's proposal is a responsible approach to achieving , 
~hese objectives:' , 

v First, better than ten years of trust fund security is consistent with 

many periods in our history and adequate to allow' Medic<;lre's 

adaptation to the future. 


v Second, more than this level of cuts might buy a few more years for 
the trust fund but would endanger the protection M,edicare provides
and the institutions and·caregivers that serve Medicare's beneficiaries .. 

• While greater reductions might help for a few years, they are not 
real solutions and will cause long-term damage to the structure of [2UI
the Medicare program. . . . U 



The Republican Budget Resolution •••• 

. . Overly Tight Growth Rates 

• The Republicans claim they want to emulate the health care cost 
containment successes of the private sector. They suggest that 
vouchers be used to increase current Medicare beneficiary participation 
in Managed Care plans. .' . 

... 	 The expectation is that this will result in reduced Medicare 
expenditures and growth rates. 

• Emulating the private sector and permitting Medicare to grow ala 7.1 
percent pace -- the projection of the per person growth rate in the 
private sectorof the CBO baseline -- would save significant federal 
dollars. . . 

• However, the Republican $270 billion in cuts would constrain Medicare, 
to a much tighter and unrealistic 4.9% per beneficiary growth rate .. 

~ 




Why Increase In Per Beneficiary 
Spending is aCut . . 

The Republicans say they will increase Medicare spending by $1,900, . 
. from $4,800 per beneficiary now being spent to $6,700 in 2002 .. Yet, 

this amounts to a cut. 

• This is a cut because you cannot buy today's Medicare benefits with this amount 
of money in 2002. Beneficiaries will pay substantially more or get less benefits. 

• $6,700 is about $1,000 less per person than what it would be EVEN IF Medicare 
spending were constrained to 7.1 percent private sector per person growth rate. 

• And remember, the Congressional Majority wishes to constrain the growth rate 
. well below the private sector even though Medicare beneficiaries are, by.any 
definition, a much more difficult to manage and expensive population than those 
with private insurance. 

EJ 




The Republican Budget Resolution -

Vouchers and Overly Tight Growth Rates 


• Under the Republican Medicare restructuring plan, beneficiaries who wish to 
keep their. fee-far-service plan and a guarantee of their choice of doctor, will 
have to pay significantly more .. 

• In order for a voucher system to achieve savings, beneficiaries who go into' 
managed care plans will either have their current benefits reduced or will be 
forced to pay more for the same benefits. This is because the Republicans' . 
overly tight growth rates will over time diminish the value of the voucher and 
the type of coverage ,it can purchase. . 

• In this environment, there would .be overwhelming pressure on plans to avoid 
the elderly and sick, and "cherry pick" young, healthy beneficiaries. 

El 




The Republican Budget Resolution -

Vouchers and Overly Tight Growth Rates 


• Addressing these problems would take significant regulatory interventions 
such as risk adjustm'ent to pay for elderly, sick individuals .. It would also 
require a more realistic growth rate. Both needed changes would increase. 
costs and decrease managed care savings. 

• Respected health care economists such as Robert Reischauer and Henry 
Aaron, as well as the Congressional Budget Office, have consistently stated 
that managed care that adequately protects beneficiaries are not likely to 
produce significant federal savings over the short term. 

El 
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Republican Vouchers vs. The 
. President's Plan 

• The President's approach shows that you can strengthen the 

Medicare Trust Fund, offer more choice of plans, and provide 'new 

benefits without imposing new Medicare beneficiary cuts. 


'. The President's balanced budget also expands chioce for 
beneficiaries by providing for a new Preferred Provider Organization 
option and authorizing HMOs 10 offer chioce of doctor options 
through Point of Service plans. . 

II- However, it does this without financially coercing beneficiaries 
into plans. 

~, EJ 




