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, DEPARTMENT OF HEALTH 6. HUMAN SERVICES 	 Heatth Cere Rnencln9 Administr.ftion 

6325 Security Boulevard 
8altimo~ MO 21207 

Hay 5, 1995 

From: 	 L.. Wayne Ferguson

Office of the Actuary 


Subject, 	 Actuarial .Evaluation of Expend~ture Reduction Proposale 
for HI Solvency 

The solvency of the MedIcare Hospital Insurance program (HX) has 
recently been the subject of considerable discussion. To 
facilitate this discussion, the Office of the Actuary has prepared 
the attach@d four tables which show a sensitivity analysis of 
several illustrative benefit reduction proposals of the general 
type described ,in ,recent press 'accounts. Under no circumstances 
should the analysis be'treated as advocating a particular approach; 
neither should a negative inference be made from the absence of 
other analyses. The purpose is to help provide a frameWork for 
analysis by the program's policymakers. ' 

aetore discus'sing the tables, some background information might 
prove us~ful.. During calendar years 1996 through 2002, Medicare 
HI: is projected to spend $1,121 billion. 1 If growth in prqgram 
spending- _were limited _to increases attributable to population
grOwth alone l tben the resulting reduction in HI expenditures 
co~pared to present law would be about $267 billion for those 
years. If spending growth were constrained to -populatioll growth 
pl~s an allowance for general inflation (as measured ~ by the 
Consumer Price Index), then the reduction in HI expendit~res for 

96-2002 would be about $139 billion. 	 ' 

Four general approaches to reducing HI expendi tur.es are 
illustrated. The first is simply to reduce outlays by the same 
overall percentage in all years. To illustrate, if a 30-percent 
reduction in total outlays for the 75-year period were des ired I 

then outlays would be reduced by 30 percent in each year~ Table 
1 .shows the financial effect of such overall reductions in 
expenditures. 

Another approach would be to reduce the rate of growth bya fixed 
percentage each year. For example, a fixed percentage reduction 
of 1 percent would reduce S percent growth to 7 percent. Over 

~his estimate and all others shown in this memorandum are 
based on the intermediate set of assumptions from the 1995 Trustees 
Report. 
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time, the effects of. these lower growth rates would ac~late. 
Table 2 shows the financial effects of alternative fixed reductions 
in growth rates. . ~r-.~ 6~) 
A~ariation of the above approach would be to cap aggr@qat~ 
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, HI expenditure 
growth is projected to be 9 percent in 1996 ,and 1.9 percent in 
2002. An 8 percent cap would reduce 1996 growth by 1 percent but 
would not affect growth in 2002. The aggregate cap approach is 
shown in Table 3 for alternative growth caps. . 

In practice, future. Medicare populat1on grOwth will not be 
constant. It is estimated to be under 2 percent annually for the 
next 16.years, 2-3 percent as the b~y boomers retIre between 2010 
and 2030, and well under 1 percent afterwards. capping aggregate 
growth at constant levels would thus result in arbitrary 
fluctuations in per capita growth. Accordingly~ some have 
advocated a cap on per capita expenditure growth rather than a cap 
on aggregate growth rates. The effects of alternative per capita 
growth constraints are shown in Table 4. 

For expedien~, the tables were calculated on a calendar year, 
. incurred basis ,with all" changes assumed to first occur in 1996 and 
continue thereafter. While some public discussion centers on a 
fiscal year, cash basis, any d~ffer~ in us either basis 
should be negli91bl~. ' 
-~-=""?:"-~ 

Each 	table provides the following information for each sCenario: 

A. 	 . The ttactuarial 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 period in question. Positive figures are surpluses 
and negative figures are deficits. . 

B.' 	 The dollar reduction in HI expenditures for various 
years. (Estimates are shown only for the next 10 years 
since inflation causes such amounts to lose their meaning 
over long periods.) 

2However, the current law numbers are from the Trus tees Report 
and are thus shown on a calendar year, cash basis expect. for the 
actuarial balances which were already calculated on an incurred 
basis in the Trustee Report. . 
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C. 	 The "trust fund ratio," whicb is the ratio of HI trust 
fund assets at the beginning of the yea~ to HI 
expenditures for that year. 

D. 	 The year the trust fund is depleted. 

The tables can 'also be uSed'to evaluate the effects of 'proposals 
to reduce expenditures by specific dollar savings amounts;. It is 
important to note, bowever, that thorQ would be more thanj one way 
that such reductions might occur. For example, if a savings of 
about $100 billion is proposed, Table 1 indicates that; a flat 
reduct.ion of 1.0 percent would reduce expenditures by $112!billion 
in 7 years; alternatively, Table 3 indicates, that $115! billion 
could be achieved in 10 years with a 7 percent aggregate cap. In 

, 'practice, many other approaches could result in the same, total 
dollar effect. . 

To further illustrate the use of the tables, Table 2 i~dlcates 
that a fixed 2 percent reduction in future growth rat~5 would 
reduce the 75-year actuarial deficit from 3.52 percent of;taxable 
payroll to 0.22 percent. Table 4 shows that a5 percent per cap!ta 
cap would result in a 71 percent trust fund ratio in the year 2000 
and fund depletion 'in 2005, 3 years later than under pres~ntlaw. 

Once again, these estimates are illustrative and do not r~present 
an expression of desired policy by any specific organization or 
pollcymaker. Moreover, the implications of any effort tq reduce 
HI' co~ts deserve careful consideration and analYSis extend~ng well 
beyond these illustrations. Questions on these estimates should 
be addressed to Richard S. Foster, Solo111on M. Mussey, :John A. 
Wandishin, or myself. . 

L. Wayne Ferguson, A.S.A. 
Actuary 

. i 
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A.. 	 JlCtllui&l 8.11_ 

(peroantag'e ot t.IZable pillTOll) 

Vo.la.«tioa Period 


1"5-2019••••••••••••••••••.•••••• -l•.:an -0.&S~ -0.01t. O • .u.~ 0~1tn 
~..,·204&_ •••••••••••••••••••••••• -Z.64 -1.51 -0.'3 -0.35 O~Z3 
1895-2069•••••••••••••••••••••••• , -3.'2 -2.18 -1.51 -0.114 -O~17 

S. hcluct1cm ia Dr 
~t.IU'eS 
(1.Il 	bi11101lS) 


1996•••••••••••••••••••••••••••• Ul $25 
 'So 
11f1•••••••••••.••.•••.•.••..•.• 14 27 54 
1998•••••••••••••••••••••••••••• 15 29 59 
1999•••••••••••••••••••••••••••• 16 32 63 
2000•••••••••••••••••••••••••••• 11 :u 68 

2001 •••••••••••••••••••••••••••• Ie l'7 74 

Z002•••••••••••••••••••••••••••• 20 40 80 
2003 ••••••••••••••••••••.••••••• 21 4l 66 

93 
2005............................ . 2~ 50 
2004•••••••••••.•••••.••.••••••. 	 :13 <16 

100 

1996~2000••••••••••••••••••••••••••• 74 147 
 295 

1995-2002.......................... . 112 ·224 
 .. 4 a 

1995-2005•• - __ ..................... . '182 16.l 
 1:11 

C. 	'.:rrwrt Fund Ratio (ILNJ4tB at 
t>e¢-i.Il.q of :pear as peroeotage 
of annul ~tl/.ft:$) 

!JiG•••••••••••...•••.•••••••••• 109' 119\ 133' 153\ 11" 2~4' 
1997•••••••••••••••••••••••••••• 100\ un un. 17M 12~ 2$7\ 

1998•••••••••••••••••••••••••••• an lln lSI.. 200' 26'" 3;6'
1999•••••••••••••••••••••••••••• 7.\ 10n 15S\ 218\ )03' 4io\ 
2000•••••••••••••••••••••••••••• Sin. f~ un 23311. l:J6' 41" 
2ool •••••••••••••••••••••••••••• J~ 85.. l.SS'I 2454 365' 53n 
3002 •••••••••••••••••••••••••••• 1n 72"\ 152t. 254... 391.. sh' 
2003•••••••••••••••••••••••••••• ("J 5" 146' 261\ .1n .12n 
~004 •••••••••••••••••••••••••••• COJ 40' 1.39.. :ass, 433\ 669'% 

2005•••••••••••••••••••••••••••• Cll 23t. 130\ 2671. ant 70n 
2010•••••••••••••••••••••••••••• ( °1 C") 63\ 25()% 500\ 8'~ 
2015 •• , ........................ . (ft) (ll) ( *) 191\ 490'. 9/;)9\. 

2020•••••••••••••••••••••••••••• (0) (0) C*) 111\ 429\ 9Q:I't 

2025 •••••••••••• ~ •••••••••••••~. C.o) (*) ( *) (OO) ,)25\ eig, 
20JO •••••••••••••••••••••••••••• (oJ CO) (") (oo) 1B~ 74n 
20ll •••••••••••••••••••••••••••• CO) (0) (") (.o) In 6!n 
20'O•••••...••••••••••• ~ •••••••• C") Cll ) ("J ( .., (OO ) 530t 
20.S •••••••••••••••••••••••••••• (*J (-)' .. (ot) (*) (") 42~ 
2OS0 •••••••••••••••••••••••••••• (oJ (" ) (*) C·) (*) JOlt 
~OS5 •••••••••••••••••••••••••••• C*) CO) {"I COO) ( "I 1'"
2060•••••••••••••••••••••••••••• (*) C,oJ (" ) (*) ( "J ;,. 
2~5 ••••••••••••••• ~ •••••••••••• (.) (,o) (ot) (*) (*J C'" 
2~9 .... " ....................... . (·1 CO) (ot) (.o) (") C") 

D. 	Year. of trlist fill\(! 

depletion.......................... . 2D02 2006 2013 2023 2036 

JlQt.. , ,.".. 4boy<!. _t1_tetl 4!'1! MSed on the interlll6l!iate Bet ot aSRWIIptions 
f~ ~ J99~ ~ru.tees ~poce. 

otrice o.r the A,(.!1:\tllrY. • 

~l~ Cere Fin4ncin~ ~ni8~r.tion
Mar 	 5, 1995 . 
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t'U18 2 -. Bet.1Alted fiAuc1&l. effIIcU of d't4arllat.1.... ~. to ~ 
HI ~Ut ~taref. growt.b ~ b:r • tilted IImlVd pcuaIIt:IIIgoe. (fbed nduct.Um) 

r1Jaed~ 

--..:.:::.-,----.:.-------~~
:' 	 fi'--'" ft· 'u 
~----- j.,,----- /

". 	Act:aari.al JIa.l.&IIce 

(~ of UX4\bl. PaYro1l.1 

Valuat1oa. .Pe:r.t.od. 


1995-2019••••••••••••••••••• ~1.U' -0.364 o.art 
1995-2044••••••••••••••••••• -a.68 -O.'l 0.27 
~~l06t•••••••• ,••••••••••• -:-3.5:1 -0.22 . 0.64 

IS. 	~~ 11l1U 

~1tUJ:f18 

(ill 	billionS) 

I'SI6 ••••• " ., ••••••••••.•• II U ·13 
1t97•••••••••••••.•••••.•• 2 5 7 
1998•••••••••••••••••••••• , 12 
11199..................... . Ii 21 17 

2000.................... .. 8 15 22 

2001.................... .. 10 :10 29 

2002 •••••••••••••••••••••• 13 24 J6 

l003 ............... • , •••••• 15 30 


" 

"l 
2004•••••••••••••••••••••• 	 lo9 36 !52 
200S•••••••••••• ~ ••••••••• 22 42 61 

1996-2000••,••••••••••••••••••• 21 42 62 
199G-~OO~ ••••••••••••••••••••• 44 86 U6 
1996-2005••••••••.•••••••••••• 100 194 282 

C. 	'l':ru»t l"'oUl::l ~'t1Q (e.s:lets At 
baqilnLi.!l.9 of J9aI: all pwCXID~ 
of 4tlu~l ~c!it.ureB) 

11199•••••'••••••••••••••••• 109\ lOOt. 1O!n 110'11 
199' •••••••••••••••••••••• 100\ 96t. Ion 10n 
1998•••••••••••••••••••••• ellt. 811\ 9~ get. 
1.999..................... . 14' 75t. en 9'2" 
2000 •••••••••••••••••• : ••• 58\' U\ '7J' 116. 
2'001.'••••••••••••••••••••• lfl. 45\ 62\ 80' 
Z002 •••••••••••••••••••••• 1911. 28" ~ 7~ 

2003 •••••••••••••••••••••• (*) 1~ 38\ G" 
200. •••••••••••••••••••••• {*) (*) 26'\ 64' 
2005 •••••••••••••••••••••• (*1 (Ir) 13\ 50\ 
2010•••••••••••••••••••••• (*) (*) (W) 56\ 
2015 •••••• 1*1 (.) (* ) 77\0 •• 0 ......... 0 •• 


2020•••••••••••••••••••••• {.) (-), (It) 113\ 
2025 •••••••••••• : •• , •••••• (", (*l (.) Ui4\ 
:1:.030.,.................... . (It) (*l (*) 2$6' 
'lio.'!!> ......... '••••••••••••• [") (*), ("'1 'M'
2040 ..................... . [*) (-) (It, 5~' 
204S •••••••••••••••••••••• ["} (") l*) 88!!\ 
2050 •••••••••••••••••••••• (It) ( *j ( .. ] 1]83' 
.205.5 ••••••••.••••••••••••• '(*) (.) (*1 209n 
2060, .• ,....•••.•.•.•••••• , 1*) (* I (W' 10<&6' 
Zo6S •••••••••••••••••••••• [") (W' (el "aBe' 
2069..................... . [-, (") (*J !!2t't 

D. 	Year of tru&~ fund 
depletioD••••••••••••••••••••• 2002 2003 2006 IkNer 

lIot.e: 'l'l\e abO'Oe e4timatea. are !>ClaN on. 
(roc' ,tbe 1995 '!'ru,,~.. Report. 

the intm:1llediate eqt of auuwapt:i.Quc 
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.-ggrR9&t.e Ill: ezpeDd.1t.IU'f!S' Irawt:.II J:.t.eS 'to • apec:1f1ad IIU1Ima peroeataoot (~ ColIp) 

rx-t. ~-_..._-----
A. 	~i..l a..l.Imee 

(~ en ~le pcJX'Ol1) 

ftl.aat.lca ......lOd 

1~·2019 .................................. "........... 
 -I.ll' 
19i~-~04'•••••••••••••••••••• ~ ••••••• -2.,* 
1895-2069•••••••••••••••••••• _••••••• -3.52 

Jledtaet1011 111 HI 
~tu.r_ 

(111 	~Ul1ollBJ 


~i9i••••••••••••••••••••••••••••••• 
1H7........................ ~ •.•••••• 

i998 .................................... , .... "' ... "•••• 

1999••••••••••••••••••••••••••••••• 
2000••••••••••••••••••••••••••••••• 
2001 ••••••••••••••••••••••••••••••• 
2002 ••••••••••••••••••••••••••••••• 
200)••••••••••••••••••••••••••••••• 
~oo,•••••.••••••.••.•.••.•••.....•. 
2005 ••••••••••••• _•••••• ~ •••••••••• 


1996~2000•••••••••••••••••••••••••••••• 

19%-1002•• ~ ........................... 

1996-2005.............................. 


<!. T.r:Wlt.. tand llat.io <_Bets a"C 
beg1.nniag 01: rear as percentage 
of .nitul IIh:pvnd!.~) 
~ ............................... 109\ 

·1997••••• + •••••••••••••• ~ •• _ •••• ~ •• 100\ 
19'8••••••••••••••••••••••••••••.•• 88\ 
1999................................ 74i 
2000••••••••••••••••••••••••••••••• 58" 
2001••••••••••••••••••••••••••••••• 3~ 

2002 ••••••••••••••••••••••••••••••• 19\ 
2003•• _••••• ~ •••••••• _•••••• _•••••• (") 
2~ ••••••••••••••••••••••••••••••• (") 
200~~ •••••••••.•.•.•••••••••.•••••. (*)
aOI6••••••••••••••••••••••••••••••. (a) 
2015 •••••••••••• ~ •••••••••••••••••• (*) 
2020.•••••••••••••••••••••••••••••. (*) 
2025................ .: .............. (*) 
ZOlO............................... (*) 
203' ••••••••••••••••••••••••••••••• ( .. ) 
2040••••••••••••••••••••••••••••••• (o.) 

2045. ". •• '4o ...................... '" .............. (*l 
2050••••••••••••••••••••••••••••••• (0) 
2055••••••••••••••••••••••••••••••• (!O) 

Z060••••••••••••••••••••••• ~ ••••••• (-) 
2b6~••••••••••••••••••• : •••••.••••• (oJ 

2069••••••••••••••••••••••••••••••• (") 

D. 	 rea.r: or trust n....a 
~epletlcn •••••••••••••••••••••••••••••• :too~ 

~t4Icap 

-----.~~~~~.-.--------., 	 .('j-,. U 1 

" '" 


0.0.2\ -O.3ft -0. flU. 
0.11 -0.56 -lo.n 
0.29 -0,77 -2.05 

$" n $2 
(I f •

13 10 
1. II "7 
24 17 20 
30 21 12 
37 26 14., 31 17 
53 37 ~ 

62 U 23 
69 all"9 

137 97 5.5 
2~6 208 11S 

111' 110\ 109\ 
106\ 103\ 100\ 
101' 16\ SIO\ 
9n 87\ 79' 
SU' 78' 65' 
86'l ,68' 5l.9> 
82't sn 35.. 
77' 18\ 
73' "'34' ( *) 
70\ 23' (A) 
6S\' (A) c*, 
80'l (A) (* ) 

113' CA) (*' 
161\ (*' (*) 
225' (") (*) 
306' CO) tAl 
&O2'l to) (a) 

513\ '( .. ) (*) 
635\ t*) (O') 
17o, (") (A) 
91.8, (!O) (") 

loal" (A) (*) 
1222" (") (a) 

11- 2006 100J 

• Y1md is depleted, 

1IIOt.~: ' 'l'he &1:10- ..sti....t<ls ..r .. based on 1:..he i n"Cart!ed iAte _"C or asamopf.1erft .. 
frolll 1'...hl> 1995 Tr'U$t~ ~p<>rt. 
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bbl. .. -- 1tat:1MU>4 rilWlll!:'Ul ef~ of .1'tAH'D1iU... ~1. to u.a1t. 
pc capita III eq>eII41uarea" ~ n:t.a to ••.-:ifl14 ~~ (par: oap11:.& :eap) 

-------_._----_._--------------
6' 

.... 	Aoeta.u1A1.·Ja4.l.uIce 
{~~ at t:.a:ahl. pqrvllt 

V.II1....t.i..01l· Pe::a:1.Co:! 

, '~5-~OlP••••••••••••••••••••••••• 0.12' -0.'''' 

1~·2~••••••••••••••••••••••• ~. O.:U -l.W 
"JS-206P••••••••••••••••••••••••• 0.60 -1.9fi 

•• Jllllduc:tiem iD III 
~~~' 
(ia 	b:illioca) 


1V96•••••••••••••••••••••••••••• U
,.*5 	 '1
199,••••••••••••••• ~ •••••••••••• 10 7 5 '2 
1998••••••••••• ; •• _••••••••••••• 15 11 1 3 
ltt9.••••••••••••••••••••••••••• 21 16 10 ... 
2000•••••••••••••••••••••••••••• · 2~ 21· 13 6 

2001........................................................... fII, lS 2~ 17 7 
2002........ .................................. ' ......... .. &J 32 21 !tI 
:t003............................ . 52 39 25 10 
2004 •• _~_ ••••••••••••••••••••••• 6: 46 30 12 
2005•••••••••••••••••••••••••••• 72 54 3' 13,.1996-2000••••••••••••••••••••••••••• 78 se 17 

1R96-2Q02••••••••••••••••••••••••••• 157 117 75 J2 
199(i;-2C05 ••••••••••••••••••••••••••• 342 256 1'4 67 
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. ENT.3 0 REDUCE MATCHING RATES FOR ADMrNISJR,ATIVE COSTS IN TIm 
MEDICAID, fOSl.t:::R CARE. AND ADOPTION A!\!\TSTANCE PROGRAMS 

Annual Saving!l Cumulative 
Snvings from CUlTOnt (Mjlljous of dQllars) Five-Year 
r.RW Spending 1996 1991 1998 1999 2000 Scvings 

Reduct Matching Rates to 50 Pereent _ r 

Budget Authority 605 685 160 83j no 3,80:5 
Outlay~ 605 685 760 8J:s 920 3,805 

Reduce Mat~hing Rates to 45 Percent 

Bud~cL AULhority 1.180 1.340 \,470 1.620 1,770 
Outlays 1.180· 1,340 1.470 1,620 1,770 

Tho Medicaid program provides llIedj~al l:t~lli:llllnCe 
to low-income people who nre rceipienb of Supple
mental Security Income. and to· currenf or recent 
recipients of Aid to Families. with Ilepennent Chil
dtc:n, as well as certain other low-Income individuals. 
The Foster Care and Adoption Assistj1l1cr; programs 
provide benefits Ilnd services to ehlldren in need. 

In all of these programs, the federAl government 
pays half of most administrative costs; state and lo
cal governments pay the remaining slll:trr;. Higher 
matching rates hove been set for Somc types of ex
penses as an induceml'nt for local administrators to 
undertake more of a particular anministrativ(I. activity 
than [hey would If such expenses were matched at 50 
pC~I1t. For eltampll:, in Medicaid, enhanced ma[ch
ing fateS arc applied to the· costi of automating 
daim~ processinj;, reviewing mediolllllnd henlth cere 
m:e, ann establishing and operating fraud control 
units, In Foster Care anel Adoption Assistance, train
ing costs are IIllilchr;d I:1l 7S percent. 

Reducing the higher matching rates to. SO peroent 
would decrease federal outlays hy $0.6 billion in 
1996 and by $3.8 billion ovenhe 1996-2000 period. 
Medicaid would account for virtually II!! ur Lhc:l re
duction; outlays would deoline by only $0.4 billion 
over the period for Foster Care and Adoption Auis
tance. Considerably greater savings would be gener

8.!ed ifaU the matchIng rates for administrative co~ts 
were reduoed t9 4S percent, becaullr; lin I:1dditional 5 
percent of the toteI cdministrativo oxponscs would be 
shifted to the states:. Federal outlays would fall by 
$1.2 billion in 1996 and hy $7.4 billion over the 
1996-2000 period. MedicaId would account for $6 
billion of the total over the Ii,,!: Yc:llirli. 

ReduCing the higher matching rat,r; to 50 percent 
would be appropriate if the need to provide special 
incentives for these activities no loneer exists. For 
oxamplc, all state Medicaid prugrums have already 
established computer systems and are ourrently oper
ating units to control fraud and abuse. Reduoing all 
matChing rlltes to 45 percent would provide ~tates 

with stronger incentives to reduce a.dministrative in· 
Itfficiencies, because the states would· be liable for a 
greater share of the cost of such inQffieicmcics. 

States might respond to either option by reducing 
their administrative efforts, however, and might 
th!:rltby ruilie program cosu and offset some of the 
federal savings. Spcc;ific;a.l1y. states might make less 
effort to eliminate waste a.nd abuse in payments to 
providers. In addition, thi!: propos!! I might hann re
cipients by encouraiini StaleS to tower benefits or to 
limit services provided Undc:lf these proWlSJns in order 
to c;on&train total oosts. 
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RESTRUCTURING MEDICARE AS A VOUCHER PROGRAM: ISSUES 


Backgrou,nd 


A number of organizations and individuals have proposed 
restructuring the Medicare program in a manner commonly described 
as a "voucher" program. While the specifics may vary, voucher 
programshave.the following general components: 

o 	 Medicare beneficiaries would choose among alternative 
private plans (presumably primarily or exclusively managed 
care plans such as HMOs and PPO's) frpm which they would 
obtain their Medicare benefits. Some proposals also retain 
traditional (iee-for-service) Medicare; oth~rs would allow 
private plans to ofter a fee-for.-service option but would 
not retain Medicare in its current form. 

o 	 Medicare would make a "federal contribution" (the voucher 
amount, also referred to as a "definedcontribution") toward 
the premium of a beneficiary's health plan. In many voucher 
proposals, this federal contribution would be derived from . 
the competitive bids the plans would submit for their 
Medicare' premiums. There.may also, be a "bid" for 
traditional Medicare, most likely derived from the method 
now used to set Medicare ' s HMO. payment I:'ates. Some . 
proposals using this method set the federal contribution at' 
the lowest bid; some use the weighted avera~e of all plan 
bids. The federal contribution for all plans could also be 
set using other methods, for example, a·method based on 
Medicare's current HMO. payment rates. 

o 	 If a plan's premium exceeded the federal contribution, the. 
beneficia,ry would pay the. difference between the federal 
contribution and the premium of the plan they selected. 'If 
a plan's premium was less than the federal' contribution, the 
difference would be rebated to the beneficiary. As far as 
beneficiary payments or rebates, tradition~l Medicare would 
be treated like any other plan: beneficiaries would either 
pay the difference between the Medicare "bid" and the 
federal contribution or receive a rebate of the difference. 

Issues 

Restructuring Medicare aS,a voucher program represents a radical 
departure from the current program. Such a Change raises a 
number of issues, some of them articulated by proponents of a 
voucher program. 

1. 	 Lack of risk adjusters that project medical costs at the 
individual level. Individual medical costs vary widely: 
the healthiest 50% of Medicare beneficiaries account·for 
only 4% of Medicare spending, but the sickest 2% account for 



nearly 30% of Medicare spending. Also, ' when individuals 
'choofre among alternative plal1s" persons with different 
medical 'needs typically prefer, somE? plans over others, 
perhaps' because of the physicians in the, plan's network or " 

"the benefit package~ Because scimeplans may enroll a higher 
propor,tion of, sicker beneficiaries, it is important to 
adjust voucher amounts for individual enrollees based on 
their relative risk of needing medical services. However, 

, development of reliable risk ad.justment methods is in its 
e~rly 'stage? \ 

2. 	 Possibility of a two-tiered system. Some plans may focus 
'only 	on.enroiling low-income beneficiaries while others may 
target.those with higher incomes. In i992 about 83% of 
Medicare spending was for beneficiaries with incomes below 
$25,000, and over 60% was for beneficiari~s with incomes 
below $15,000. It is reasonable to assume that in a voucher 
program, the lower income elderly and disabled would enroll 
disproportionately 1.n plans that charged premiums at or ' 
below, the federal contribution rate. Middle and upper class 
beneficiaries ,who could afford "to supplement the federal , 
contribution may be more'inclined to choose a more expensive 
pla~ with'more amenities. On ~verage,_individuals with 
lower incomes have lower health status and, therefore, 
high~r medical costs than individuals with higher incomes. 
However, in the absence of'a reliable risk adjustment 
method; plans enrolling lower income bene~Jciaries may not 
be' adequately compensated and, hence, may. not be able to 
cope with the' greater health care needs of lower income 
enrollees. 

3. 	 Some Medicare beneficiaries are not able to make informed 
choices. About 5% of the elderly, or about 1.7 million 
beneficiaries, live in nursing home~i an estimated one 
million beneficiaries ar. disabled on the basis of mental 
impairments and have no representative payee; and the 
Alzheim.r's Association estimates that 10% of the elderly, 
or about 3.4 million beneficiaries, suffer from Alzheimer's. 

'Many 	of these beneficiaries, as well as other frail 
,beneficiaries, would not be able to make informed choices 
among'alternative plans that are offered. ,In addition, some 
of the roughly 30 million beneficiaries who live ,in the 
community may be vulnerable'to aggressive sales techniques, 
unleSS marketing were carefully regulated. 

4. 	 ,Geographic variation in voucher amounts. Currently, per 
person Medicare expenditures vary a great deal between 
regions becaus~ costs, practice patterns, and the 

'availability 	of providers varies tremendously. The Medicare 
statute requires Medicare payments to HMOs to be,based on 
Medicare's local (county) fee-for-servicecosts and, 
therefore,' HMO payment rates reflect these wide geographic 
variations. Currently, these differences are spelled out in 
the Medicare 'HMO ratebook, but, they are not visible to 



beneficiaries. However, if voucher amounts were based on 
Medicare's current spending in local geographic areas, these 
differences would become starkly apparent. 

If voucher amounts were based on Medicare's current spending 
in local geographic areas, beneficiaries in Minneapolis, 
Portland (OR), or Rochester might question why, when they 
paid the same HI tax during their working years~ their 
federal contribution is in the range'of about $350-400 per 
mo'nth whi'le beneficiaries in Miami, New York City, and 
Philadelphia have a federal' contribution of over $600. 
However, basing payment on another method that results in 
lower payments to some local areas would also result in 
dislocations for both beneficiaries and providers in those 
areas. 

5. There may not be enough'private plan participation. For a 
vouche~system to work properly, there should be a wide 
range of plans available to Medicare ben:eficiaries; and 
beneficiaries should not be subject to health screening or 
pre-existing condition requirements. However, Medicare's 
experience to date raises questions about whether large 
number,s of private plans would participate in this type of . 
program. Outside of the one-time 6-month open enrollment 

.period, insurers offering Medigap coverage may refuse to 
offer a policy to people with certain medical. histories, 
i.e., they can health screen and impose pre-existing . 
condition requirements. For example, in one state, only 9 
out of 66 plans are "guaranteed issue", i.e., issuance of a 
policy is not contingent on health status. Of these 9 
policies, 7 impose pre-existing condition. limitations for up 
to 6 months. (Limitations in excess of 6 months are 
prohibited under Federal statute~) In another state, only 2 
out of 33 Medigapinsurers offer guaranteed issue policies. 
Beneficiaries seeking coverage from the .other 31 insurers 
face questions about their health status and may be required 
to have a medical exam to qualify for coverage. 
Furthermore, it can be very difficult for Medicare 
beneficiaries to purchase Medigap policies that include drug 
coverage because insurers do not offer policies with drug 

. coverage on a guaranteed issue basis. . 

Medicare's experience with managed care entities to date 
indicates that, because the Medicare population has more 
chronic conditions, and is considered a high-risk 
population, plans must make an institutional commitment to 
caring for an enrolled group with differeni health care 
needs than younger enrollees. Indeed, in the early years of 
the Medicare ·HMO program, some plans dropped out 'or decided 
not to contract with Medicare because of the different 
requirements ot carin.g for Medicare beneficiaries. In'. 
addition, HMOs have only exhibited interest. in .payment 
alternatives that pay more than Medicare's current payment' 
rates. Currently only about 30% of. HMOs have chosen to 
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contract with Medicare on a r~skpayment basis; an 
additional 12% contract on a cost reimbursement basis. ,It 
is not clear,that a voucher program would provide a payment 
that,would 'encourage,more plan ,participation. (The Medicare 
statute,does not allow most managed care plans to health 
screeninone can impose pre-exlsting condition 
requirements.) 

While these are rational economic behaviors fo'r Medigap 
insurers and managed care plans, they raise questions about, 
a robust managed care market competing ,for Medicare 
enrollees~ 	 '. 

A related question is tha,tof the enrollment capacity of 
,participating plans, i. e., how. would a'si tua'tion where a 
plah hasthecapacity,to enroll 5,000 enrollees, but1S,OOO 
beneficiaries want to enroll be addressed? 

6. 	 Quality' measurement is still in ' its early stages . " In order 
for beneficiaries to compa.re competing.alternative plans, 
they will need comparative information on price, quality, 
network composition, benefits,. cost-sharing; and other 
factors. While comparative information on most of these 
elements can be, obtained, ·the quality of care provided by 
competing plans is ,difficult' to measure--but of: vital, ' , 
importance to potential enrollees, particularly if they can 
only change pl,.ans on a yearly basis, ('as ,proposed 'in many 
voucher proposals)., ,The need for reliable quality of care 
assessment is of particular concern to Medicare 
beneficiaries, because they are more likely to be alone and' 
frail af.1d; thus ,,' unable to navigate ,the bureaucracy of a 

,managed care plan or to have others do so on their behalf. 
'However, development of reliable methods to measure 'quality. 
of care is still in its ,early stages . 

. ''''. 
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Cost of Retaining Your Medicare Coverage Under 

Republican Voucher Proposal 


Member County State Cost of Remaining , 
-, In Current Medicare 

2002 _1996~2002 

.1'. 

US 

Thomas 
Johnson N 
McCrery 
Ensign 
ChristenSen 
Crane 
Houghton 
Johnson S 
Stark 
Cardin 
McDermott 
Kleczka 
Lewis 
Archer 
Gibbons 

Kern CA 
Fairfield CT 
Bossler ' LA 
Clark NV 
D9uglas NE 
Cook IL 
Cayuga  NY 
Dallas TX ., 

, SantaClara CA 
Howard MD 
King WA 
Milwaukee WI 
Clayton GA 
Washington TX 
Hillsborough FL, ' 

$800, 

$975 -
$925, 
'$750 ; 

-' 

$1,025:' 
$800, 

$1,075': 
$750-'~ 
$950 
$900 '

$1,125 
$800 
$8~0. 

$1,100 . 
$500 ' 
$900 

$2,975 

, $3,650 
. - $3,450 

I • $2,850 
$3,850 

- , - $:3,025 
$4,050 

, ' -$2,850 
$3,550 
$3,375 
$4,225 
$3,000 
$3,225 
'$4,175 
$1,825 

-. $3,375' 

These estimates represent the difference between the MPCC for these counties In 1995, projected to 2002 ~Si~g CBb data on current private 

spending per person, minus the same AAPCC In 1995 multiplied by the Republican Conference Agreement spending per beneficiary growth rate, 
These numbers are riet of a premium offset resuillng from the slower Part Ergrowth under the Republican prop~sal, 
Numbers are rounded to the near!,st $25. 
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DATE OF TRUST FUND INSOL~NCY UNDER 
VARIOUS LEGISLATIVE-PROPOSALS 

, 
~#:Ques tion:.. 

If ,the President-·-s-program· were· implemented, what affect 'would' 
this have, on the expected date of insolvency for the Medi'care 
Ho~pital Insurance Trust Fund? How does this compare to the 
House/Senate/Conference 'Budget Resolution? . 

Answer: 

o 	 It is difficult to pin down exhaustion dates for the dates 
,for 	the different plans because they are based on different 
baselines. OUr Office of the ActuarY is currently working 
on revising the baselines '~o that we,can have standardize' 
the measure of trust 'fund solvency. 

o 	 However, our best estimates show that the life of the' trust 
fund will be extended to at least FY 2005 under the ' 
President's plan and at least FY 2010 ullder the Conf~rence 
Budget. Resolution. 

Prepared by OLIGA,' 7/19/95. 
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SAVINGS NEEDED TO MEET SHORT TERM 
INSOLVENCY , 

Question: 

How much Part A savings are needed t,o meet tile Trustees Test ,of 
short-term solvency ,for the ,HI Trust Fund? 

Answer: 

o 	 Fir,st, let me define the Trustee's Test of short-term 
solvency. Short-term solvency means that the HI Trust Fund 
would have at least one year of reserves for at least 10, 
consecutive years. ' 

o 	 In order for the trust ,fund t;o have at least one year of 

reserves for the next 10 years, ,Medicare Part A spending 

would need to be red.uced by $302 billion cumulatively from', 


, FY96, through, FY2 005. ',However, the' savings, would have to be 
'dis,tributed in a particular way over the next 10 years in 
order to meet the test. 

o 	 The only information we have thus far is ~hat the 'Republican 
proposal will cut $270 bill'ion'from Medicare over 7 years. 
We have no confirmed information on how much of this savings 

, will ,go into the HI trust fund, nor how the savings will be 
"distributed 	over time. Consequently, we cannot say whether 
the Republican plan will meet the test of short-term 
solvency. 

Prepared by OLIGA', 7/19/95. 
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CAUSES OF LONG RANGE FINANCING PROBLEMS 

Q: 	 What are the primary causes of the long-range financing 
imbalance for the HI program? Is it due to demographic 
factors, price increases, expected growth in utilization of 
services, or other factors. 

A: 
In the long run, the major factor is the ratio of tax-·· 
paying workers to Medicare beneficiaries 

When the baby boomers reach retirement age in about 
2010, the growth in the number of tax paying workers 
will decrease. while the number of Medicare beneficiaries 
will begin to increase. Right now, about four workers 
support every Medicare· beneficiary. By the middle of 
the next century, this ratio will drop to about two 
workers for each beneficiary. 

It is anticipated that the increase in beneficiaries 
will be accompanied by increases in hospital admissions 
and in the complexity of services provided. 

Other 	factors dominate in the short run. 

Notwithstanding these long range financing issues, the 
Trust 	Fund is projected by the Trustees to become exhausted 
even before this major demographic shift begins to occur. 
This is result of increasing utilization due to many 
factors including 

Technological advances; 

Increasing age of the beneficiary population; 

Expanded supply of services; 

Increase in the number of alternative services. 

Prepared by OLIGA/Shalit, 4/21/95 
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WHEN TRUST FUND RUNS'OUT' 

Q: 	 couid,youexplain,'what actua+ly'happenswhen,the Trust: Fund 
runs out of money? Can the ,trustees ,borrow? ,What happens 
to beneficiaries? 

, " 

A: 

.. 	 We all (igree that permitting"the Trust Fund to, run out of 
m~ney would be, a disaster that we must 'J?revent~ 

Beneficiaries 'likely will suffer if hospitals 'respondb¥ 
refusing ,to accept Medicare, pat'ierits., 

The" coniidence of all Americans' in the, promises of the 
Federal 'government would certainly be shaken. 

. _, - .• t. , 

.. ,The Trustees cannot 'borrow' from other TrtistFunds or from 
the GeneralFund~ ':Thereis no o'tlier',.sou:r.ce, in current 
law, for payment of Part,A :benefits.' , 

, ' 

Thus, ,i,f . the 'Fund ,'runs ,out: of 'money I 'it ,would appear 
riecessary' to, delay' payment of claims until new income flows 
into, the Trus,t, Fund 'or Congress appropriat:es",additional 
fun~s. 	 ' " ' " " 

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

,,' 

'" .' 

" , '.<' 

Prepared by OLIGA/Shalit4/12/95 
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'REPEALING TAX ON SOCIAL SECURITY BENEFITS 

J 

Q: 	 Could you give estimates. of the effects on the Trust Fund of 
repealing the OBRA-93 provision relating to taxation of Social 
Security benefits? 

A: 

o 	 We estimate.that if the proposal became effective January 
1996, the Trust Fund would lose $31.2 billion over the. next 
seven calendar years, and it would be depleted about eight 
months sooner. 

BACKGROUND: 

o 	 This proposal, a component of the Republican Contract with 
America, would lower the max~mum proportion of OASDI 
benefits subject to Federal income taxes to 50 percent. 
OBRA 93 increased the percentage from 50 to 85 percent and 
dedicated the revenue to the HI Trust Fund. 

Q: 	 Since this tax increase fell exclusively. on the elderly, 
isn't that unfair? Why should we not repeal it? 

A: 
o 	 While this tax increase was on a specific grolip, we think 

it is important to see it in context •. 

The increase did not fallon all of the elderly, but 
only on the 13 percent with the highest incomes. 

The amount of the increase was .modest, particularly 
considering the return that current beneficiaries have 
received in both Social Security and Medicare for their 
contributions .and premiums.· 

. 0 	 Sirice these revenues from higher income .beneficiaries are 
deposited directly into the HI Trust Fund, repeal would 
further underinine the Trust Fund. 

To 	repeal this tax and in the same year increase 
premiums on high income beneficiaries, as some in 
congress have suggested, would not appear to be much of 
an 	advance. 

prepared by OLIGA/Shalit, 4/21/95 
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IMPACT OF OBRA 93 ON TRUST FUND 

. Q: 	 OBRA-93 included about $50 billion in Medicare saving~-- more 
than Congress had ever done before. How much did OBRA-93 help 
the Trust Funds? 

. A: 

o 	 OBRA-93 postponed the date when the Trust Fund would be 
exhausted by about·three years. 

BACKGROUND: 

OBRA"";93 Medicare provisions included: 

Depositing tax revenues from the increased income taxation 
of Socia~ Security benefits into the Medicare HI Trust 
Fund. . . 
Repealing 'the, wage cap for Medicare HI payroll tax •. 
Imposing constraints.on the growth of Medicare payments to 
providers. . 

Prepared by OLIGA/Shalit, 4/21/95 
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PART B PREMIUM 

Q: 	 Why shouldn't beneficiaries be asked to bear some of the 
problem?' Should we raise t~e premiums and deductibles? 
After all, because of a quirk in the law, the Part B 

. premium 	will actually drop in .1996. Why not keep it the 
same as in 1995? 

A: 
o 	 In 1995, beneficiaries pay a premium equal to 31.5 percent 

of program costs. 

o 	 Since the Tax Equity and Fiscal Responsibility Act .of 1982 
(TEFRA), the Congress has intended the premium be set at .25 
percent of the program costs of aged beneficiaries •. 

o 	 The f~ct that the percentage is now above 25 percent is not 
the result of an explicit policy decision. It is partly a 
result of forecast error and partly stems from interaction 
effects produced by subsequent legislation. . 

o 	 We believe that is reasonable and appropriate for . 
beneficiaries to continue to pay a Part B premium that . 
covers at least 25 percent of program costs. 

Congress reaffirmed the 25 percent figure in OERA-93 • 

.The Administration has proposed,' and the' House has 
·passed,.a proposal to permanently extend the SMI premium 
at 25 	percent of the program costs. 

BACKGROUND: 

TEFRA amdsubsequent legislation mandateQ the premium be set at 
25 percent for 1984-90. In OBRA-90, Congress wrote the dollar 
values'of the premiums for 1991-95 in statute, using figures that 
were then estimated to yield 25 percent. Program growth has been 
slower than expected, partly as a result of changes inOBRA-93, 
so the actual percentage rose above 25 percent. 

For 1996-98, Congress specified that the premium should be 25 
percent of program costs as determined each year by the Actuary. 
After 1998, current.law would generally cause the premium to grow 
at the rate of the Social Security cost-of-living adjustment, 
regardless of relation to Part B program costs. . 

Low~income beneficiaries are protected from higher premiums by 
several provisions: (a) a hold-harmless provision prevents Social 
security checks from falling even. when an increase in the Part B 
premium would otherwise lead to that result.and (b) the Qualified 
Medicare Beneficiary (QMB) provision requires Medicaid programs 
to pay Part B'premiums for low-income Medicare beneficiaries. 

Prepared by OLI~A, 4/19/95. 



Explanation of "Estimated Present Values of Medicare Part A (HI) 
Bfmeiits and Contributions on July 1, 1995 for Retirement on That 
Date at Age 65 

The three tables present the estimated present value of Medicare 
contributiori~ and, benefits for three different cohorts of 
individuals working during three time periods (currently 65 years 
old, attaining 65,in 2015, and attaining6S.ln 2035). 

. ,. ,. . .' . 

The first column indicat~s the earnings ·level at which taxes were 
paid- low, average" and high. The second column ,indicates the 
present value of accumulated contributions with interest. The' 
third column indicates the, present value of expected benefits. 
Note that benefits are different for males, females, and couples. 
The last' column provides the, ratio of expected benefits to 
contributions. ' ' 

The tables were prepared by the Office of the Actuary, HCFA"and 
'are based on the 1995: Trustees Report. The assumptions under'lying 
the tables are included on'each table. 

The ratio of expected benefits to contributions varies depending on 
the wage history of the individual., For Part A, a beneficiary with 
an average wage history turning 65 today will receive bene'fits 
worth about 2-1/2 times the accumulated value' (with interest) of 
the HI taxes they and their employer contributed. A low-wage 
earner will receive benefi'ts almost 6,' times as great as 
contributions. On the other hand, individuals who have always' 
earned at the social security maximum will receiv'~ benefits roughly 
equal to contribtitions. 1 

OBRA 93 eliminated the cap on wages subject to HI taxes. Thus, by 
2035, for ~t::rsons vTith very high w,ages ,the ratio of expected' 
benefits to contributions for future beneficiaries will be l~ss 
than 1. 

Although not true for all cells of the tables, it is clear that 

female beneficiaries have a higher ratio of benefits to 

contributions because of their lower working wage levels and 

couples are similarly affec,ted. 


These findings are not unexpected given the design of the Medicare 

program. Beneficiaries, who paid taxes adequate for a 1970s program 

are receiving the benefits of a 1995 program. Because medical c'ost 

inflation has beensubstaritially higher than 'the increase in wages, 


'the value of the benefits received by 1995 retirees are greater 
than the 'tax contributions paid throughout a beneficiary's working. 
career. 

1While the text discusses the ratio of expected benefits to 
contributions based, on the entire HI contribution (i. e., the 
employee, employer and self-employed shares) for an individual, the 
accompanying tables show the ratio of expected benefits to the 
employee's HI contributions only. , 

I 
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: 
I
i 

' 
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Lower ratios for future retirees ar€ due, in partito the age-of 
the Medicare program. If one assumes that the average person 
works for 45' years, than ctirrentbeneficiaries have not paid into 
the program as long as future beneficiaries will. 

The tables,are for hypotheti~al retirees with steady career 
earnings who survive to age 65 and have average -life expectancy 
thereafter. In practice, Medicare Is social insurance that, 
provides medical services to those who need them. Some 
participants will die before becoming eligible for benefits, thus 
receiving a zero return on their HI taxes. - Others may have more 
severe medical problems, or live longer, and receive care worth 

, far more than the val'ue of their taxes. 
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solutions 1< . 

eyed for 
Medicare 

.' House GOP plans i 


to avoid turlfigp.ts 

" :~ .,.•... : 

By Major Garrett 
'THE WASHINGTON TIMES, 

House Republicans haVe agreed 

on the broad outlines of theMedi

care-reform package;,-and. ~ey 

committee chairmen haVe.agreed 

to'produce identicallegisIation in 


", " 

a move designed to'minimize intra
. party turf battles. . . 


Republicans have.agreedto of

fer senior~ more choices in the pri- .. 

vate health caremarket:as:an'al" ,[ 

teinati:ve to Medicare:. They. hope:, 

this approach, which is; (0 be ree 'I 

leased public.ly in Septerttbe:r, will"'I'.· 

reduce Medicare costs".Wlthout 

dra~ti~y limiting the:9UalitY;~~r f 

availability of health cart)!i':\:. I 


According to senior HooSe:GOP .' . 

~~~:gi~:~a~:;~~:E:~l' ....... 
mittee Chairman iBm: Arche:r o~i ... . 
Texas and Commerce Commtttee ,I.· 
C~ai~ai1 Thomas J .. BliIey·Jr. ?f: .· .' 

rVlrgmla.have agreed to drafrvlr-, ... ' 
tually identical bills. . .' .... "'j" . 
. This strategy, GOP sources said,: '. . 
was devised after. observing' the ;.' . 
turf battles that· bedeviled the ,i. ..• 

Democrats' health reform efforts r· .• · 
last year.·•• 

"One of the problems with the 
.' 'previous Congress was .that things 


broke down because of turf bat

tles;' saidAri Fleischer, spokes

man for the Ways and Means Com

...• ' :::' ; mittee. "Republicans have seen 

'. . I the results of the failure to work 


, 0" :"1 together an~t~o,.notintend to make 

.:::j those mistakes. We~re ··a.;unified 

.':>:~ majority," . 

.; "I According to several senior Re


.. ' '.:;:.:: publican sources, the House Medi
::::::1 ~~~i~f!~~~bill will include these 

":':: • Medicare recipients could 

:::i,choose to. stay with the current 


,:.'!program but would have to pay

.• :.':.>.:! higher monthly premiums, 
:::1 Recipients. n.ow pay $46.10 I?er 


" , . : . , month for MedIcare -Part B, which 

~ ". . ·.··::1 provides physician, laboratory and 


,:1 outpatient services. Thesepremi
.. " 

.:.mms are scheduled to rise to $110 

:··jper month by 2004. Urider the Re


," ."<.", 

::)publican plan, the premiums 

. ')would rise even higher. 


: • Recipients would receive a 

'.' iyearly lump-sum payment of up to 


'. $6,700 to purchase health insur

. : ance from health maintenance or

.. " .'-

' .... :.' ........ 

~ ganizations (HMOs) or other 

group health organizations . 


.," 

• Workers about to become eli

gible for Medicare could choose to 
 PHOtOCOpy~ .. .....•. 

, , " '". 

receive a government payment of :', ',': ~:,::.:'. PRESERVATION' 
up to $6,700 to enroll in the insur

'. ,..•. ,ance ~¥stem op~r,!!~~,bx!heir em

" ,'. 

"':". 

. 'I" 

. ',' 

http:public.ly
http:turlfigp.ts


House Commerce 
Committee Chainnan 
Thomas J. Bliley lr. 
has agreed to avoiil' , 
interpanel squabbles. 

ployers,({1";llnions. " 
.'R,ecipients alsO ,Could choose 

"to()penglecJi¢.l!avings accOunts. 
. 'Y~~!~C~e'GOP<PJan!,recip~erits
woilld'I:eCelve $2;000 to place 10 an 
intere8t~bearing account each 
year,.Thegovernment WOuld cover 
the ffrsi:$2,OOOof mediCal care per 

:: year,.and costs above that would be 
" draWn out of the medical savings 
i, a~i l~eCipieiits ". Would still 
:hive to pay moilthly Medicare pre
~miums. . 
; House Republican: leaders last 
Week emerged from' extensive 
meetings with an agreement on 

; the outlines of their"program to 
reduce the growth of Medicare by 
$270 billion through 2002. 

Even with these. savings, Medi
care spending WOuld riSe 5.5 per- . 
cent per year. '.' . 

Hearings will begin after Con
.gress returns .from the Fourth of 
July ~ecess. 

Rep. Bill Thomas; California Re
publican and chairman of the 
Ways and Means subcommittee on 
health, and Rep. Michael Bilirakis, 
Florida Republican arid chairman 

The GOP. eftort is the largest 
ever to restrain Medicare's ex
plodil)g C9sts and the first to intro
duce market-based solutions to en
tice seniors into other forms of 
health ihsurance .. 

Congress in the past has raised 
Medicare premiums or reduced 
reimbursement allotments for 
doctors a!1d hospitaJs. The Repub
licimsintend to increase premi
ums "for wealthier seniors, but 
these changes are not expected to 
produce significant savings. 

One of the problems for Repub
licans will be proving that their 
proposed changes will produce 
the necessary savings to meet the 
deficit-reduction targets in the 
budget-balancing plan. 

Because many of the reforms 
are experimental, the Congres
sional Budget Office is unlikely to 
agree they will produce the tar
geted $270 billion in savings. 

Senior GOP sources said Mr. 
Thomas intends to create a "look
back" provision that would re
quire Congress to raise premiums 
or reduce reimbursements if the 

bllllon in 1997; $27 billion in lY' 
and $38 billion in 1999. The lio 
share of the savings, $184 billi! 
. would come in the final thI 
years of the plan. 

The GOP proposals largely hE 
been endorsed by the Americ 
Medical Association, the natio 
largest physicians lobby; and d, 
tors generally support encourl 
ing patients to participate in ott 
health-insurance programs ratt 
than seeing Medicare reimbur, 
ments reduced. 

Hospitals, especially rural a 
urban ones, are fearful GOP • 
forms will reduce the number 
patientsin facilities that are op 
ating well below capacity. 

So far, the American Hospi 
Association and the Federation 
American Hospital Systems hE 
not opposed the Republican pial 
Mr. Gingrich has met regula! 
with the groups in an attempt 
keep them on board. 

Republicans will devote t 
weeks leading up to the plan's' 
lease building the case to refo! 
Medicare to keep it solvent . 
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MEDIcARE EXAMPLES 

An elderly woman in rural Kansas would tace the prospect of 
entering an institution because she lacks the additional 
$1,000 in the year 2002 that would be necessary to purchase 
home health services under Medicare. Today, this cpst 
saving benefit helps keep her at horne and in the community. 

o 	 ,Under the Republican voucher. plan, an elderly, chronically 
ill man whO has been seaingthe same doctor for decades . 
could be forced to join an HMO and tind a new physician or, 
to stay with the ~octor he trusts, he would have to pay 
higher out-of-pocket costs that could lead ,to impoverishment 
within a few short years. 

• 	 A younger,healthy beneficiar~ may enroll in a Medical 
Savings Account (MSA) or high deductible, catastrophic 
insurance plan as proposed by the Republicans. 'She would 
utilize her savings for her high deductibl, when her health 
care needs increase. However, as sheag~s, she would be 
locked into a system that could tast deplete the reserves', 
she has a·ccumulated. When those reserves are depleted, who 
will pay 'for her health care? 

• 	 An elderly widow,living on 'a meager income, who has a 
chronic health care cond.ition could be turned away by a 
hospital or doctor because she can/t pay the co-payments and 
deductible under the Republican plan. Her only choice is to 
wait until she is sick enough to get care in a hospital, 
emergency room -- which·means that the taxpayers or the 
privately insured would have to pay for her expensive 
treatment. 

• 	' A middle aged couple who is trying to juggle the expenses ot 
putting their children through college and saving for their 
own retirement could be put at grave financial risk.· it their 
aging parents become sick and cari no longer afford the care 
they need. For the elderly parents who have worked hard all 
of their lives, their pride and independence is diminished 
when they have to shift· this· burden to '.their children. 

• 	 The vast m'ajority of beneficiaries would see their choices 
erode becau~e the amount the Republicans would give them to 
pay for their health care needs would force them into a 
managed' 6are plan. "For the ,three-fourth. of our elderly 
citizens, who have incomes below' $25,OO~, the Medicare fee
for-service option as they know it today maY,not be 
affordable. . . 

• 	 Re~ublicans want to force all Medicare bene£iciaries into 
managed care plans by changing the current ~ystem where they 
are guaranteed a package ot benefits into a voucher program 



where they are guaranteed nothing. There are many drawbacks 
to this proposal. 

For instance, in wyoming where managed care plans don't 
exist, older Arnericans would have no choice but to pay more 
than 	they do now under the current program for fee-for
service benefits. 

• 	 Even thoug~ senior citizens currently are paying more than 
21.percent of their annual income for Medicare cost-sharing, 
the Republic'ans would require them to find an additional 
$400 a year to cover an increase in their premiuros. For 
many, this may mean a chQice betwe~n adequate food and 
health care services. 

• 	 Under the Republican voucher plan, skilled nursing facility 
services may be out of reach for most elderly beneficiaries. 
This is because they would have to pay an additional $1,000 
more in out of pocket, costs in 2002 than they do today. 
Because of the extra costs, they may forgo care and risk 
being r~turned to their homes prematurely leading to a re
hospitalization with serious complications. 



Previous Republican Statements on Cutting Medicare 

liThe reimbursement levels of Medicare have reached potentially disastrous 
levels..," 

Fiomlhe "Minority Views" included with the Ways and Means Committee· 
1<eport on the Health Security Act (H.R 3600) signed by every Republican 
Member of the Committee, July 14,1994: 

UFor more than a decade Congress has cut back on payments to doctors and 
hospitals until they no longer cover the cost of care for Medicare ...· patients -
and the additional massive cuts in reimbursement. to providers proposed in 
this bill [H.N. 36001 will reduce the quality ofcare for the nation's elderly. 
There will be no place else to shift." . 

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

, 
"Medicare Part A, 1 hope, will not be on the table ltofund tax cuts1 because 1 
would like to see that reseroed for when we refonn the health care later on 
next year." 

Congressman Bill Archer, December 18, 1994, on UMeet the Press" 

"We have here in this bill the seeds of the destruction of Medicare... let's no t 
destroy a health care program in this country that we know 'works and that 
OUT seniors aTe depending on. If 

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

UMake flO mistake abOJlt it for the elderly in this country, [these cuts arel 
going to devastate their program under Medicare.". 

- Congressman Bm Archer, June 25,1994, speaking against proposed Medicare 
expenditure reductions during Ways and Means Committeeconsideration of 
f-LR. 3600 

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

- Congressman Clay Shaw, May 18, 1994, press release referring to the health 
care reform proposal (H.R. 3600) presented by President Clinton. 

"1 just don't believe th.4t quality of care and availability ofcare can survive 
these additional cuts. And tha.t is the price that is going to have to be paid to 
pay fvr these cuts." 

Congressman Bill Archer, June 25, 1994, speaking against proposed Medicare 
expel1diture reductions during Ways and Means Committee consideration of 
H.R. 3600 . 



a 
.. 	 111 would love to believe that we could achieve. the level of cuts you have in 

this bilL. But history tells us thafthis isn;t possible. And I think we are just 
playing games here, WI! are lust making the numbers match. That's all 
Democrats have done in your bill to make it revenue neutral. You have just 
estimated the ntl1nber oneeded from Medicare to make the nnmbers match, 
and; J think the public understands that." . 

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

';The Republicans are attempting to secure the program which would be 
almost absolutely destroyed and trashed if the cuts that have ~een brought 
into the bill are established." 

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

"Mr. Chairman, I recognize and agree with your call for bipartisan support on 
this issue, but there are some proposals that many of us in good conscience will 
never support because we know that they are bad for the American peop1e." 

Congressman Clay Shaw, May 18, 1994, press release referring to the health 
care refonn proposal (H.R 3600) presented by President Clinton. 

"] think those of us 011 this committee especially well remember the lessons 
ofMedicare catastrophic co·perage legislation, and recognize that making 
cJzanges without broad public support is {l potential disaster." 

, • Congressman Clay Shaw, May 18, 1994, press release referring to the heaLth 
care reform proposal (RR. 3600) presented by President Clinton. 

NOTE: 	 The 1994 Ways and Means Committee health reform bill would have 
achieved $168 billion in Medicare savings over seven years, all of 
which would have been re-directed to expand health care cov~rage, as 
compared to 1995 ,Republican proposals to reduce Medicare spending 
by nearly $300 billion over seven years. 

"Forget the budget pressJlre, let's find out what number saves Medicare. 

We'll plug that into the budget. We're not going to find out what number. the 

budget needs and try to reshape Medicare to that effect." 


- Speaker Newt Gingrich, May 7, 1995, on "Meet the Press" 

-- PREPARED BY THE DEMOCRATIC STAFF OF THE 
COMMIITEE ON WAYS AND MEANS, MAY 8,1995 



CCDueSSmIilmll Pete StilIrk~G 
MEDICARE MONITOR yP1J, Issue 10 

May 12,1995 

Is ARMEY ACCUSING 

FELLOW REPUBLICANS OF LYING? . 


Dear Colleague: 

"Ina blistering attack delivered to an American Enterprise Institute forum on 
the politics of Medicare," the NQtional Journal reported this week, "[Majority 
Leader Di~kl Armey insisted 'anyone claiming we are cutting Medicare is 
simply lying,' since the program will continue to grow, only at a slower rate." 

Is Mr. Armey saying that Republicans on the Ways and Means Committee 
lied last year during consideration of health care reform? It seems a 
reasonable conclusion to reach. 

After all, Republicans in 1994 called a llrQposed $168 billion reduction in 
Medicare §.pendjnz a J/cut" Why less thana vear lata a $283 billion "cut" in 
Medicare should not be considered one would be a m]Jste~ 

[See the reverse side for Rep~blicans' 1994 portrayal of 
reductions in Medicare expenditures.] 

Remember. the level of cuts (or reductions in growth. or whatever one 
prefers to call jt) proposed last year is Qne ha(fthe level passed by Buc.i.get 
Committee Republicans this year. 

You decide what's a cut. 

If federal policy is changed so that services now fully covered by Medicare are 
only partially covered, and charges currently paid by Medicare are pushed on 
to beneficiaries, wouldn't you call this a cut? (See page 10 of the "House 
Republican Budget Committee Recommendations" for three such examples.) 

~nd if the tunds not spent on Medicare ben_iaries ere a te room in i!at: 
5udgct to cut taxes for wealthy Americans, fs~ it accurate to descr~be the 
Medicare cuts as financing tax cuts for well-to-do Americans? . 

. I've never had difficulty accepting that reductions in projected expenditures 
, can be considered cuts. And this year, because of the drastic nature of the 

'Do-.••"hI1t':lT'l M",til(';:m~ nrooosais -- and the Republican desire to shove 



Every Republican on the Ways and Means Committee last year, 
eleven of which are on the panel this year as well, were signatories to 
the following statement -- . 

H •••the additional massive CUTS in reimbursement to 
providers proposed in this bill will reduce the quality of care for 
the nation's elderly." . 

The current Ways and Means Chairman made the following Charge 
last year 

"I just don't believe that quality of care and availability ofcare 
can survive these additional CUTS. And that is the price that is .. 
going to have to be paid to pay for these CUTS." 

Current Subcommittee . Otairman Clay made the following 
indictment 

."The Medicare CUTS proposed by the President would 
devastate the Medicare program ... The committee must not 
approve these destnlctive Medicare CUrS. N 

A Republican Member of the Health Subcommittee this year and l~t 
year commented -

III would love to believe that we could achieve the level of 
CUTS you have in this bill ... But history tells us th~t isn't 
i.;osst"ble." 

NOTE: 	 The 1994 Ways and Means Committee health reform bill would have 
~:::-.ic,,·,:d $168 bi.!!!~r.. !r.. ?-:!~dic2.!"e sav!ngs over seven years, (!11 ("If 
which would have been re·directed to expand health care coverage, as 
compared to 1995 Republican proposals to reduce Medicare spending 
by $283 billion over seven years, none of which would be reinvested 
to cover uninsured Americans. 



Pete Stark 
Member of Congress 

·239 Cannon House Office Building, Washington, DC 20515 202-225-5065 
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Numbers Cited by the Administration on Medicare - ,- ~ . - - . - - - . - ,-" 

Increase iIi,Average out-of-pocket costs: 

Single Beneficiary: 5625 in 2002; 52,825 over seven-year period , 

Medicare Couple: 51,250 in 2002; 55,650 over'seven-year period ' 


The Republican Conference Agreement estimates of saving were released on June 30, 1995. 

That document contained: 


• $270 billion in Medicare cuts over seven years; 
• $71 billion in Medicare cuts in 2002 alone. 

, The estimate is based on the assumption that 50% ofthe total cuts would be borne by 
beneficiaries. This is consistent with the recent Republican Ways and Means document 
outlining Medicare cuts. These estimates assume that the current policy of setting the Part B 
,pre~um at 25% will be extended when it expires in 199~. 

For couples. this increase in premiums and out ofpbcket costs is mtiltiplied by two. For the 

seven year period, the increases in each year are added together to get a cumulative total. ' 


PreJiliuDi increase of 51,650 over seven years 

In the Republicans' Ways and Means docUment outlining potential premiuin increases, they listed 
increasing the premium to 31.5%, 33%, or 35%, The Congressional Budget Office has estimated 
the change in premiums for several different levels. These estimates suggest that the monthly 
premium would be $109 under the mid-range option of33% in 2002, relative to $61 under 
current law, and $83 if the CWTent policy of25% is extended beyond its expiration in 1998. 

, When the 33% premium is subtracted from the 25% premium, multiplied by 12 to get the annual 
savings, this means a$320 increase in 2002, and approximately $1.650 increase over the seven 
years. Note: this estimate does not include a premium offset, which would result if the premium 
increase were accompanied by a set ofPart B spending reductions. 

. , 

Increase of$1,700 for the averag'e home health user; $1,400 for the average SNF user 

The Congressional Budget Office, in its "Reducing the Deficit: Spending and Revenue Options". 
estimated the cost of a 20% coinsurance for all home health care for Medicare beneficiaries. 
Their 2000 estimate, extended to 2002, was divided by the projected nUmber ofusers ofhome 
health'to get an average of$I,400 in 2002. This is consistent with the AARP's analysis of the 
same policy, which showed the increase cost ofSl.200 in the year 2000. This estimate ofSl,700 
includes the increased premium (from 25% to 33%) in 2002 (about 5300) plus the average 
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iricteaSein coinsurance for home health users ($1,400). The Same methodology was used to 
estimate the $1,400 increase in payments for the average beneficiary in a nursing home in 2002 
(assuming 20% coinsurance for skilled nursing facilities). ' 

Private health care costs growth is over 40% more than the per-beneficiary groWth rate in 
the Republican Conference Agreement . 

Data from the Congres~ional Budget Office (eBO) SU:ggest that theprojecied private sector 
spending 'pet insured person will grow at 7.1 % between 1996 and 2002. The.Republican , 
. Conference Agreement estimates of spending after their cuts show Medicare spending per . 
beneficiary growing at 4.9%. The private rate of7.1 % is about 44% higher than the Republican 
Medicare gro'Wth rate per beneficiary of4.9%. 

Elderly currently pay 21% of their income on lieaJth care. 

The Urban Institute estimated that in 1994, the elderly paid on average $2,519 in om-of-pocket 
costs for health care, which translates into 21 % oftheir income; 'Ibis is more dianuitic for the 
poor elderly, Who pay 34% oftheir income for out-of-pocket costs, and for the oldest elderly, 
who pay on averageS3,782 in out-of-pocket costs. (See: "Out-of.;PocketHealth Care Costs for 
Older Americans in 1994", The UrbanlnstitO.te, May 1995). 

http:UrbanlnstitO.te


j 
j 

·1 

. "I' 

. ,', 
" 

, : '~" 

, ,". 

,", .j 

CLINTON LIBRARY PHOTOCOPY 


"::: 

j 

j 

1 


