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DEPARTMENT OF HEALTH & HUMAN SERVICES Heatth Cere Financing Administration

6325 Security Boulevard

@ a /\X\ f’/g" Baltimore, MD 21207
Agjzijﬁsﬂ” . May 5, 1995 »

From: L. Wayne Ferguson -
Office of the Actuary

Subject: Actuarial Evaluation of Expenditure Reduction Proposals
for HI Solvency ’ ,

The solvency of the Medicare Hospital Insurance program (HI) has
recently been the subject of considerable discussion. To
facilitate this discussion, the Office of the Actuary has prepared
the attached four tables which show & 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 advecating 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 pollcymakers.

Before discussing the tables, some background information might
prove useful. During calendar years 1996 through 2002, Medicare
HI' is projected to spend $1,121 billion.? If growth in program
spending were limited to increases attributable to population
growth alone, then the resulting reduction in HI expenditures
compared to present law would be about $267 billion for those
years. If spending growth were constrained to population growth
plus an allowance for general inflation (as measured by the

- Consumer Price Index), then the reduction in HI expenditures for

96-2002 would be about $139 billion. :

- Four general approaches to reducing HI expenditures 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 desired,
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 by:a,fixed
percentage each year. For example, a fixed percentage reduction
of 1 percent would reduce 8 percent growth to 7 percent. Over

“This 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 accumulate.
Table 2 shows the financial effects of alternative fixed reductions
in growth rates. ]

"‘/\ &

A variation of the above approach would be to cap aggregate
expenditure increases at &a targeted level. If annual program
growth fell below the target, the cap would have no effect;
however, if expenditures grew faster than the target, then growth
would be limited to the target level. For example, HI expenditure
growth is projected to be 9 percent in 1996 and 7.9 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 qrowth caps.

In practice, future. Medicare population growth will not be
constant. It is estimated to be under 2 percent annually for the
next 16 years, 2-3 percent as the baby 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 expediency, the tables were calculated on a calenddr vyear,

.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 dxfferggggg in using elther basis

should be neglxgible.

Each table provides the following information for each scenario:

A. . The "actuarial balance" for the next 25, 50, and 75
years. This amount is expressed as a percentage of the
total wages, salaries, and self-employment earnings
subject to the HI payroll tax. It represents the net
difference between future HI income and expenditures over
the period in guestion. 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 Trustees 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," which is the ratio of hI trust
fund assets at the beginning of the year to HI
expenditures for that year.

*

D. The year the trust fund is depleted.

ThHe tables can also be used to evaluate the effects of proposals
to reduce expenditures by specific dollar savings amounts. It is
important to note, however, that there would be more than: one way
that such reductions might occur. For example, if a sa#ings of
about $100 billion is proposed, Table 1 indicates that a flat
reduction of 10 percent would reduce expenditures by $112i(billion
in 7 years; alternatively, Table 3 indicates that $115ibillion
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 indicates
that a fixed 2 percent reduction in future growth rates would
-reduce the 75-year actuarial deficit from 3.52 percent of: taxable
payroll to 0.22 percent. Table 4 shows that a 5 percent per capita
cap would result In a 71 percent trust fund ratio in the year 2000
and fund depletion in 2005, 3 years later than under present law.

Once again, these estimates are illustrative and do not represent
an expression of desired policy by any specific organization or
policymaker. Moreover, the implications of any effort té reduce
HI costs deserve careful consideration and analysis extendxng well
beyond these illustrations. Questions on these estimates should
be addressed to Richard S. Foster, Solomon M. Mussey, John A.

wWandishin, or myself.

L. Wayne Ferguson, A.S.A.
Actuary
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Plat parcentage reduoction !

Present law 100 200 - 308  40n 508

\H
A. Actuarial Balance : ’ . ;
(parocentage of taxable payrcll) '
Valoatios Pericd . ’ :

1995-2018cccercvcrarimonvarmvennee  =1.32% -0.80% -0.45% -0.01% o.44% o.ssh

19952088, ccesencanranasaveonssens  ~Z.68 -2.08  -1.51  -0.%3 -0.35 0.23 y-

19952069 uuenananasecncosennncans 332 -2.85  -2.18  ~1.51  -0.8¢  -0.17 ‘
: ¢

B. Peduction ia HI
ependitaores
(in hillienn)

1996 . caavvavroresccsoveravavenny - $13 $25 $38 $50 363
£ -7 3 2N - 14 Y4 41 54 bs
OB, ce i isrneacensanntorsrnrnes - 15 28 “ 59 73
1999 . 40 acccnsscnannacasnancanann - 16 32 47 63 ]
2000. civesesroccanenvranrncansnn - 17 34 53 &8 &8s
POOLuvsonsasnsocnsanansesvsavaer - 18 37 55 Te a2
2002, vnarssscocracessseorsaannes - 20 40 60 8¢ 100
2003 . vuivvenannonnmrancn-enn .- - 21 43 &4 . 86 ) 107
Z008uaceaseoacsnconnacncoansnsvan - ‘ 23 & 69 93 116
2005, scoonnascesnnnsronscnnannen . C28 50 15 100 128
1Y96-2000. .+ caevnsrrvinrcavansannnnn - T4 147 221 295 - 368
1GIE200Z. cavnnrnanecncnnaanoncuonon C - 112 224 38 . 448 560
1996-2005. .. .uus fesaracascecsaracan - - a8z 363 845 727 908 .
C. Truat Pund Ratio (assets at
baginning of year as perventage
of anoual expeaditures) o :
1996 e vavncrsvererannna cnsiosnas 1093 119% 133% 153% 1788 2148
1997 cscasavsssscceconnmunssnncrne 1008 11T lias 178% 223 2878
1998c . ccinrnannnannn cemanmraeees 86% 1138 151% 200% 268% 3468
1990 uianranrrecanacnrirnatanans 74 106% 155% 216y J03% 420% -
20000 cvsccacasasnnonussscnuana . S 7% 157% 233% Jass I
200) ccnvanconcaracaransacnnnanes 9% ase 155% za5% 1656 3
B00Zsvsssncreniocssnnconnrannya C19% 7% 152% 254% asis sé2e
2003, caescneeanennnaserensnnssan ") 578 146% 2618 $13% (82T%
200800 aessnsnssssonsensaencsnnes ") 408 139% 265¢ &33% 669¢
2005...... evresncesietecsotannan *) 238 130% 267% 451¢ 7907%
2010 aracvcinsnsansnasasasnans {*] A"y 63% 250% 500% 849%
2035, e niarri e aaaseesaasocnan {*) (*) (*) 151% 4508 969
2020uccsinncancecastncnsasosonan ") ) *) g1is 429% 202%
2025 .. iitianccnnininnanaasiiins (43 T )] ™ " 325% 839%
20300anucatsecmnnsvsonscanerrans (*) ) ) (*) 1698 7418
3035 unsuncnanes craremesannnceen (%) (%) ) (*) L31Y 6378
2040, .cvnna-en eassasscsanuiasans (*) (%} (%) [} ) 5308
2048 e v e eiannnannsasnnansnoasves *) Y™ (*) ~) 420t
2050  caeccesnnasaanccasensraenne (*) (&3] *) ™) ) 303%
2055 . ncnnreoncncasercaaranraccnn ) ) 1%} (*) (" 1178
2060..... hsmmme e nan emmacenan {*) {*) =) {") ) 3%
2065..aeinranacann R . {*} )y - * ) ) 't}
20691 srseaen e e i aaaaanan ) *) " ) ) ()
]
. . . . ‘ . . : i
D. Year of trust fund : T
BEPIOTION. e vreavneasrconanconenn wee - 2002 2006 20113 2023 2036 2061

* pond (= depléerad.

.Uota: The Above eatisatéa Are hased on the intermadiate eet of assuvmprions '
from the 198% Trustees Report.

: i

Oftice of the Actuaxy - |

Bealth Cere Pinancing ld:unaet.ntxon
May 5, 1985

’
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Table 2 ~~ Betimated financial sffects of altsrsative proposals to x‘dwo
© HX aggregats wxpenditure’s growth rates by a fixed asouel parcestage. {fized reduction)

. ) Procunt law [ s g )
3. Actoaria) Balance N g
{parcentage of taxable payroll) :
Valoation Period . ,
109520190 ccnnccrnsacsnnans  =1.338 ~0.8I8  =0.35% 0.02%
1995-2044. . i evcnccanvananes -3.68 ~£.389 ~0.43 Q.27
18952069 . ncvecacerccannnas =352 -1.51 ~0.22 7 Q.64
8. Reduction in BI -
expenditures - .
{in pillifons) . .
1896, 00 inniniiiionanas - . $1 $2 .83
LT 7 R - 2 s 1
399B.iununrrarrtrancnncanns - 4 8 12
1999 s ievnvonmucnnnancnaan - 6 b2 3 b ¥4
2000, 0.e.rrataroniacasanas - ° 18 22 R ‘
200Leuosviereansuncurnsonce . - 10 20 29 '
2002 uecocieercacasssancens - : 13 . 24 3
R003eevicniasnsacnacananan - - 18 30 43
2004 saiiciiricacanreccnns - 19 a6 52 -
2005, 0ueinrnnenrcnrracanen - 22 2 - 8
1996-2000. s civcnresectavcncans - ’ 21 42 ‘62
19962002 0 incceccccacnaanans - 44 €6 126
1886~2005. vuvnivccnanceccaanan - 100 164 282
C. Trust Pind Ratio (sssets at
bagiming of year as perceatsge
of ansual expendituves) )
19964 uveeieniannancasenes 309% 1088 109 110% |
b 100% . 6% 101 104%
D £ 86 8% 93 884
1999 . v aanua P, 4% 5% a3 20
20004 .vcanrncsscanecaninan s88 1% TI% (12
FO0Leneeneerreonncnsvennns I/ 458 62¢ . Boe
2002 0 vencicsnnnccecrrunne - 19% 28% S50 148
RA00F . suenvocncesnviansanes {*} 108 2Ase 59y
2004n.nrnnriieaaroaneranas () ™ 263 64
2008 . eoverrennrcrnronvran (*} . {*) 13% 50%
P25 1. T *} " 168 56%
12 £ PPN {*} (*; {*) 7%
202D emcaroncacvecnsenn {*) N A (*) 113s
2025 carstertvenororncnrns {*} {*) ") ‘164%
2030 eiecorcnnnnaciacannns (*) {*] (*) 236% .
10 % T PN {* (%), (") b7 17 :
2040, evvrintinomenn evewas [*y . ") {*) , 958% -
204500 crnninrreiianinenann ") ) ) 8a5y% :
2050 0uionncansscccncanans (" {*) (") 1383% ’
2055 ceeennanas ‘%) *) ") 2094%
Q060 ... incaiasiann PO £ " {*) 3046%
FOB8eeeenirravranonrrvanan (*) - ‘ o) ("} 42864
AOEDuncnernasiarasnanas aee (] (*} {*} 3820%
o. Year of trust fund : :
depletion. vaverseccanccennnns - 2003 2003 2006 Nevar H

» Yund 1a depleted.

Note: The anove estimates are baaed on the intermediate set of aspumpticas
{row the 1935 Trustees Report.

Orfice of the Actuary
Hoalth Cere l'itmncit;g Adminiatrazion
May 5, 184%
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SggTegaAte KX expenditores’ growth xates TS & apecified maximos pe:acat&a‘ (sgyregate cap)

. Mtuprial Balance

(pescentage vf taxable pcyxull)

valnation Period
199822019,  cevrnosncaansnnnsanancannny
1PE5-208€0cavvncrvncccrvonvasosvnnven
19952069« v rtccarorencrcrasvemnsnnrn

». Mednction im HY

<.

D,

expenditures

(in Billionaj
1996, . ecenrvmarrrerrovencsntnnanns
1997 everenecararivinnsonncacnnnnan
1098 0 ccaansannnssnnssanttncncruany
29990 e onnnennnsnocnannassanacacecns
B000..resseavacnnrevenanancnanannas
2001 .cuuccnnnncuunsnsccsancancnsanss
2002 . ureverencerunssvesassnvonarane
2003ccvcrscnnncnvsnsascrannnonsssns
2008 scnssanensenenntontannssscancan
2005 e sccasncnnnancsassnanascasonne

19962000, ceesnvrvavrrarssouncannsanons

1996-2002. cuuruvvunccatnsrnsncnconnnan

1906m2005 .t et inraccancrraanantmenncnos

Trust Pund Ratio (assete at

beginning of year as parcentage

of armual expenditures)
1996, . causnveravenresnrnrvennansnn
I 8 &
B T
1999 . crcunccrarrneiennsvrarrunvennn .
A000.vvuvecscenanstcrnnnosmensnncnn
200 .ecucvescconsnctosscavanunannnas
2002 cesvscamsessnscccaenrsesansuna
00 tcievranrvecoranccssvvaansrves
2004, ccccarasuvuccnacanrorsennaancs
2008 e aannnn. e srerancaaans
Q010 avrenvcaciasvasevasvonvroavons
2015.ceconccnacssvnanaanasmnssnnane
2020 . vcnvannnan vevsesersaw e . oo
L v 3
20300 cavenrccracasasrosenamasanans
2030 ucueavacccecenansoscacsnnsvncnsssen
208Dcucccacnsasansacarasnmnassancnn
2°‘$oh-tcc»wn'o:.-.......ao-n-.qc.a
2050 e ccacnanccanna rrmavrerevanas
BO55 . caicraconrocmcmanmraracnarares

2060 cevurevonrconasanacccnnsavusns

2068.cccennccannn nevesmsean csnveren

Tear of trust funa
AEPLELAAN . cvannsonavisnnonasnnsonsnsonn

-1.33%
~2.68
~3.52

109%
1008
88%
748
s6%
39¢
19
™
]

*3
*)
(*}
{*}
{*)
*}
™}

Lioh)

)

2002

Aggregate cap

%

" ™

§ e

0.028
0.18
0.29

111¢

106%

101%
87%
8238
[
82
TN
73%
70%

€5% -

80%
1138
163%
225%
3068
w2s
51%
5354
170y
9188

ioain
12223

Raver

=Q.36%

~8.%6
-°-7’

1100
103%
964
a7%
78%
. 68%
ST
P
34%
23%
)
(*
"y
()
)
)
™)
(*}
(")
()
™)
(*)
)

2008

~0.81%
-1.52
-2.05

$2

0
12
i

a3
a9

18

2003

* Pund is depleted.

The above estimatas arxre based on
from the 1995 Trostede Report.

Rote::

tha intermadiata set of asaumpticns

Office of the Actuary
Bealth Care Firancing Administration

fay 5, 1399s
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A. Actuarisl Bslasce
{pexrcentage of taxable pqrull)
Valnation’Pexiod
10952020 cu i vnunnnctcnnncanunsncns
1993220444t sincenrearanasransens
19952060 cavvenvnncnnnvmnronnacas

3. Beduction in HY
wxpunditores .
{in Killioms)
IFPEesvsscvasnvnnnrrrcirrenrrnee
1997 i ctonuarnmnnsansnnssnanmane
1990, covvrrnrnsvrmensmsnasrasan

1999. . caeevensnncvnncranencsennn

2000, s ssnescannssansnasnsnnmnvas

2001 cnctiucacinncvcsnanscannanne
 @002ucacrevenrcecesvnnnvennocena
2003cvunsvsavensmvrrvovsnonnvnns
2004. ... catsedsemenamncnnsanns
2005, secrenesvvacwancecnanonenas
ABDE~ 2000  cesansssnnoannsvamsvennons
LH9E-2002. asscsnasnrsaavevansannvens
1996-2005 ccnsvasnncsassseansonannse

€. Trust Pund Batio (assets &t

beginging ©of yoar aes percentage

of annnal expepdituras)
3996 . casuncranasvnnsonarsovvans
1997 cvevevvensnsnsncaanasavamun
1990 . s cncvecnestaresevwsmnsanae
B Y -2~
2000, i vvrsscansncosrnnansnnnann
2002 o cevasanainnnnrannreanan
2002, cveacvevoncarurnrananonnnn “
2003-.0cncena. ansamssanasmanrIRs
00L&, cvcenrrrevnanntavsvancinnnn
2005 cuvnnnca mameasrre e mnEE RN

2010.cvncansvercammnnsccotronans

4+ .-

2020 ceernnrsonnsucnsvesosascane
4 & D
2030, crervuntomsntsranncnonnnans
T

W40 .- oennas samecnerancrarnvans

2055, ceucnnn. ercrcaratarvisnamna
2080, e icinvieasmubcnssbmoanan
2065 cavaverenceomreranrevenerye

2069  ccrancratniiiniiancacinann

P. Year of trus? fund
Beplation.ccecvesviavvravsensonanane

-1.33%
~2.68
-3.52

2002

© 0.1

Per capita cap

e s o A

as 4% 5% LA

1178
-2.39
-3.10

-0, T0%
-1.%4
-3 .56

-0.16¢

~0.53
~-0.48

0.23
Q.80

‘§s 7T 'L s
10 7 5
15 11 7
21 16 10 -
‘28 217 . 13
35 26 17
u .32 21

C NN e

2 46 " 30 12
72 %4 .Y 3 13

157 YY) 15 32
342 256 164 €7

110%
104y

1094 108%
101% 28%

1018 iy 73 74%
£33 84y 7% 1.1
96T 76% 56 418
95% 1319 45 23 :
I3 Y 61y 31 & :
968 54% 164 (*) .
88t a5y ™y .M :

135% 11% ) ™)

165% ™ {*) )

204% {*) *) {*)

2298 (*} ()

257% ™ (*) )

21 ") {*) ") .

*) '

. 679% ™) ) (*) :
992¢ ™) ) (&)

14028 (*) ) (*

1911% {(*) (*) (%)
2573% *) *) )

3342 *} (*) )

Nevar 2011 2005 2003

* Fund 18 depleted.

¥ote: The ebove satimaten are based on the intermediate set of assumptions
from the 1595 Trustees Report.

Office of the Actuary

g ol

Eealth Cere Fimancing Adwminiecration

May &, 1995

TOTAL P.83
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CHAPTER FOUR

ENTITLEMENTS AND OTHER MANDATORY SPENDING 269

. ENT.30 REDUCE MATCHING RATES FOR ADMINISTRATIVE COSTS IN TIIC
MEDICAID, FOSTER CARE, AND ADOPTION ASSISTANCE PROGRAMS

Annual Savings

~ Cumulative
Savings from Curront- (Millions of dollars) Five-Year
I.aw Spending 1696 1997 1998 - 1999 2000 Savings
Reduce Matching Rates to 80 Percent
Budget Authoriry ' 605 685 160 833 920 3,805
Outlays 808 68S 760 838 920 3,808
Reduce Matching Rates to 45 Percent
Budyel Aulhuritf . 1180 1.340 1,470 1,620 1,776 1,3%0
Outlays - 1,180 1,340 1,470 1,620 1,770 7,380

e aicaa s

The Médicaid program provides medical asyistance
to low-income people who are recipicnts of Supple-
mental Security Income. and to current or recent
recipients of Aid to Families. with {Jependent Chil-
dren, &s well as certain other low-Income individuals.
The Foster Care and Adoption Assistance programs
provide benefits and services to children in need.

In all of these programs, the federal government
pays half of most adminlstrative costs; state and lo-
cal governments pay the remaining share, Higher
matching rates have been set for some types of ex-
penses as an inducement for local administrators to
undertake more of a particular administrative activity
than they would if such expenses were matched at SO
percent. For example, in Medicaid, enhanced match-
ing ratcs arc applied to the costs of automating
claims processing, reviewing medical and health carc
use, and establishing and operating fraud control
units, In Foster Care and Adoption Assistance, train-
ing costs are matched ut 75 percent.

Reducing the higher matching rates to 50 percent
would decrease federal outlays hy $0.6 billion in
1996 and by $3.8 billlon over the 1996-2000 period.
Medicaid would account for virtually all of the re-
duction; outlays would decline by only $0.4 billion
over the periad for Foster Care and Adoption Assis-
1ance. Considerably greater savings would be gener-

ated if all the matching rates for-administrative costs
were reduced to 45 percent, because un udditional 5
percent of the total administrative cxpenscs 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 perlod. Medlcald would account for $6
billion of the total over the five yours. '

Reducing the higher matching rates to 50 percent
would be appropriate if the need to provide special
incentives for these activities no longer exists. For
example, all state Medicaid prugrums have already
established computer systems and are currently oper-
ating units to control fraud and abuse. Reducing all
matching rates to 45 percent would provide states
with stronger incentives to reduce administrative in-
officiencies, because the siates would be liable for &
greater share of the cost of such inefficiencies.

States might respond to either option by reducing
their administrative efforts, however, and might
thereby reise program costs and offset some of the
federal savings. Specifically, states might make less
effort to eliminate waste and abuse in payments to
providers. In addition, this proposal might harm re-
cipients by encouraging states 1o lower benefits or to
limit services provided under these prograns in order
to constrain total costs. '
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Par By lscal year, in bllans of dolsrs. ) 7TYoar 10 Yew - s
Under Wustive Crowth Rales 1995 1900 1997 9096 1899 2000 2008 2002 2003~ 2004 2005 2002(1998 20051956 2
, R . : «
Beneflil Oullays 650 749 830 @35 10406 1170 1313 1479 1660 1684 2129 v
13.98% 11.9% 115% 11.9% 120% 122% 126% 128% 12.0% 12.0% 12.0% 12.3% -
Prersium Recolpts 2201 203 219 244 260 272 200 300 NS 334 343 , ﬁ
08% 0.0% 1.6% 64% 4.9% 49% 49% 50% 50% 8% 6.8% 0.0%
N2t Benels Quiisys 457 547 620 a1 768 690 1028 1170 1153 1553 1785 3
197% 42.4% 11.4%  138% 14.3% 144% 14.7% 148% 147% 1BO0%  137% 14.1% :
. ) . 4
Limlt Parl B Growth Rate to f
Hatf of Basaline Avarago 7Yr 10 Yy 3 |
Saven Year Aveiags , ) § Bl ®
Outlays 697 735 703 830 680 933 889 1048 1111 117.8 ® N
Savings 52 100 452 216 281 384 480 620 770 061 160.0 4024 Yol 1“
Growth Rale 60% 6.0% 6.0% 60% 60%. 60% 60% 60% 0.0%4 B0% ' W A g
. w :
Ten Yoot Avstage _ D - N
Oulays 698 749 787 6315 689 A1 BOS D60 1126 1105 ‘ 0 ?
Savings 5.1 90 146 21 285 2373 -460 608 758 934 - 1845 -384.5 £
Growth Rals 0.4% 61% 61% 61% 61% 61%  61% 61% 61% 6.1% H
Limit Paid B Giowth Relo (o 3
Two-Thirds o Baseline Averago 2 %
Oullays 730 787 B20 €85 960 1044 1127 1207 1314 1420 D 5 £
Savings .9 22 106 151 205 270 <3532 454 HA.9 709 -110.4 -202.4 . B
Growth Rate 80% 060% 8D% 80% 8.0% 00% B80% 0.0% 00% 0.0% o | -
Ten Yeal Avarage ' ‘ , :
Ouliays 712 770 B33 801 P75 1055 9142 1238 1327 1446 : : o
Savings 3.8 8.9 102 344 496 258 337 43D S47 B8D2 ~114.3 2805 =
Growth Rats 8.2% 6.2% 802% 082% 02% 02% 8.2% 8.2% 8.2%  0.2% <
Umit Pant B Growih Rald (o ‘
Thres-Foustits ol Basalmo Avarage
Oulys 117 et @52 928 1012 1103 1202 4310 1420 1557
Savinge 3.2 5.7 -8 -t 459 214 277 358 456 8712 837 2322
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RESTRUCTURING MEDICARE AS A VOUCHER PROGRAM: ISSUES

Background

A number of organlzatlons and ind1v1duals have proposed
restructuring the Medicare program in a manner commonly described
as a "voucher" program. While the specifics may vary, voucher
programs have the following general component5°

o

Medicare beneficiaries would choose among alternative
private plans (presumably prlmarlly or exclusively managed
care plans such as HMOs and PPOs) from which they would

obtain their Medlcare benefits. Some proposals also retain

traditional (fee for-service) Medicare; others would allow
private plans to offer a fee-for-service option but would
not retain Medicare in its current form.

Medicare would make a "federal contribution" (thé voucher

amount, also referred to as a "defined contribution") 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 rates. Some .
proposals using this method set the federal contrlbutlon at
the lowest bid; some use the weighted average 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.

. If a plan’s premium exceeded the federal contribution, the.

beneficiary would pay the difference between the federal
contribution and the premium of the plan they selected. 1If
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, traditional 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

Restructurlng Medicare as, 6 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.

l.

Lack of risk adijusters that’ﬁroiect 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

.'choose among alternative plans, 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 some plans may enroll a higher

proportion 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 rellable rlsk ad]ustment methods is in its

early stages.

Possibility of a two-tiered system. Some plans may focus

“only on enrolling low-income beneficiaries while others may

target. those with higher incomes. In 1992 about 83% of
Medicare spending was for beneficiaries with incomes below
$25,000, and over 60% was for beneficiaries with incomes -
below $15,000. It is reasonable to assume that in a voucher
program, the lower income elderly and disabled would enroll

- disproportionately in 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 expen51ve
plan with more amenities. On average,. individuals with -
lower incomes have lower health status and, therefore,
higher medical costs than individuals with higher incomes.
However, in the absence of 'a reliable risk adjustment
method, plans enrolling lower income beneficiaries may not
be adequately compensated and, hence, may. not be able to
cope with the greater health care needs of lower 1ncome
enrollees :

Some Medicare beneficiaries are not abie to make informéd
choices. About 5% of the elderly, or about 1.7 million

beneficiaries, live in nursing homes, an estimated one

million beneficiaries are disabled on the basis of mental
impairments and have no representative payee; and the
Alzheimer’s Association estimates that 10% of the elderly,
or about 3.4 million beneflclarzes, 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 technmques,
unless marketlng were carefully regulated

ﬂGeoqraphlc varlatlon in voucher amounts. Currently, per

person Medicare expenditures vary-a great deal between

‘regions because costs, practice patterns, and the
ravailability of providers varies tremendously. The Medicare

statute requires Medicare payments to HMOs to be based on
Medicare’s local (county) fee-for-service costs and,

_therefore, HMO payment rates reflect these wide geographic

variations. Currently, these differences are spelled out in
he Medicare HMO ratebook, but, they are not visible to
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beﬁeficiaries. However, if voucher amounts were based on
Medicare’s current spending in local geographic areas, these
differences would become starkly apparent.

L

1f 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 durlng their working years, their
federal contribution is in the range of about $350-400 per
month 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 prov1ders in those
areas.

There may not be enough private plan participation. For a
voucher. system to work properly, there should be a wide
range of plans available to Medicare beneficiaries, 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
numbers 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 Medigap insurers 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 different 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 of caring 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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ontract with Medlcare on a rlsk payment ba51s, an.
addltlonal 12% contract on a cost relmbursement ba51s. It

. is not clear- that a voucher program ‘would provide a payment
. that would encourade more plan participation. (The Medicare

statute does not allow most managed care plans to health
screen; none can impose pre exlstlng condltlon
requlrements ) :

.Whlle these are rational economic behaviors fdr Medigap

insurers and managed care plans, they raise questions about.
a robust managed care market competing for Medicare '
enrollees.

A related questlon 1s that of the enrollment capa01ty of

,partlclpatlng plans, i.e., how would a situation where a

plan has the capacity.to énroll 5,000 enrollees, but 15,000
beneficiaries want to enroll be addressed?

Quality measurement is st111 in its earlv staqes. In order
for beneficiaries to compare competlng 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- dlfflcult to measure--but of vital.

importance to potential enrollees, particularly if they can
only change plans 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 and, 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 quallty

of care 1s Stlll in 1ts early stages.
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Cost of Retalnlng Your Medlcare Coverage Under
‘Republican Voucher Proposal

"~ Member County " State Cost of Remainlng ,
- : o . ‘ in Current Medicare -
2002 . ~ 1996-2002
us © $800. 52,975
Thomas |Kem CA $975 : $3 650
Johnson N Falrfield CcT $925. .. $3,450 -
McCrery _|{Bossler LA '$750 - - $2,850
Ensign Clark NV $1,025." $3,850 -

- Christensen  |Douglas NE $800 v $3,028

Crane Cook L $1,075. - . $4,050
Houghton Cayuga - NY . $750. ~ ©-$2,850
“Johnson 8§ Dallas TX - $950 $3,650

- Stark Santa.Clara - CA - $900. - . ~$3,375
Cardin - Howard MD $1,125 $4,225 .

- McDermott King WA - .$800 $3,000
Kleczka Milwaukee Wi 3850, . $3,225
Lewis Clayton - GA $1,100, ° $4,175
Archer Washington TX - $500 . - $1,825 .
Gibbons Hillsborough FL " $800 . : S0 33,378

These estimatoa represent the differersce batween the AAPCC for these countses
) spending per person. minus the same AAPCC In 19
~ These numbers ars riet of a premium offset resultin
Numbers are rounded to the nearest 825

in 1995 pro;ected to 2002 usrng cBO data on current private
95 muluplted by the Republrcan Conference Agreement spending per beneficiary growth rate.
g from the slower Part B growth under the Republican proposal.
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DATE OF TRUST FUND INSOLVENCY UNDER
VARIOUS LEGISLATIVE PROPOSALS

Question.
If the President’ K“ﬁiogram were implemented, what affect would'

this have on the expected date of insolvency for the Medicare
Hospital Insurance Trust Fund? How does this compare to the

A House/SenatefConference Budget Resolution?

Answe:._ ,
It is difficult to pin down exhaustion dates for the dates

o
.for the different plans because they are based on different
baselines. Our Office of the Actuary is currently working
on revising the baselines so that we can have standardize

' the measure of trust fund solvency.
o However, our best estimates show that the life of the ttust

fund will be extended to at least FY 2005 under the
President’s plan and at least FY 2010 under the Conference

Budget Resolution.

Prepared by OLIGA, 7/19/95.



Question:

SAVINGS NEEDED ‘TO HEET SHORT TERH
INSOLVENCY S

L e -

How much Part A savings are needed to meet the Trustees Test of

‘short—term solvency for the HI Trust Fund?

Answver:

e

,FY96 through FY2005,
"distributed in a particular way over the next 10 years in

First, 1et me define the Trustee 8 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.

In order for the trust - fund to have at least one year of
reserves for the next 10 years, Medicare Part A’ spending

would need to be reduced by $302 billion cumulatively from-
However, the savings would have to be

order to meet the test..

: The only 1nformation we have thus far is that the Republican
. proposal will cut $270 billion  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.
the Republican plan will meet the test of short- term

‘Consequently, we cannot say whether

solvency.

Prepared by OLIGA, 7/19/95.



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.

+ 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 hospltal adm1551ons
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 demographlc 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



, WKEN TRUST FUND RUNS OUT

Q: j Could you explaln what actually happens when - the Trust Fund
. .7 runs out of money? Can the trustees borrow?  What happens
to beneficiaries? A . o

» We all agree that permlttlng the Trust Fund to ‘run out ofz
money would be a dlsaster that we must prevent.‘»

- 'Beneflclarles llkely w111 suffer if hospltals respond by |
, refu51ng to accept Medlcare patlents. o :

" - The confldence of all Amerlcans in the. promlses of the
Federal government would certalnly be. shaken.‘

»> fThe Trustees cannot borrow from other Trust Funds or from .
the General: Fund. -There is no other’ source,-ln current
law, for payment of Part A beneflts.'. : :

> ,Thus, if the Fund runs. _out of money, 1t would appear
necessary to delay payment of claims until new income flows
into the Trust Fund ‘or Congress approprlates addltlonal
funds. ’ , \ .

= If we holdpélaimsvmbrevthan 30rdays, fheyiﬁiilyincurpﬂ .
interest charges, an ‘additional cost to' the government.

Prepared by OLIGA/Shalit 4/12/95
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’REPEALINGdTAX ON SOCIAL SECURITY BENEFITS
. ‘ B

Q}‘Could you give estimates of the effects on the Trust Fund of
repealing the OBRA-93 provision relating to taxation of Social
Security beneflts°

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 maximum proportion of OASDI
benefits subject to Federal income taxes to 50 percent.
OBRA 93 increased. the percentage from $0 to 85 percent and
dedicated the revenue to the HI Trust Fund..

Since this tax increase fell exclu51ve1y on. the elderly,
isn’t that unfair? Why should we not repeal it?

While this tax increase was on a specific group, we thlnk
it is important to see 1t in context.

= The increase did not fall on all of the elderly, but

only on the 13 percent with the highest incomes.

- The amount of the increase was modest, particularly
'con51dering the return that current beneficiaries have
received in both Social Securlty and Medicare for their
contrlbutlons and premiuns.

Since thése revenues from higher income benef1c1ar1es are
deposited dlrectly into the HI Trust Fund, repeal would
further undermine 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




IMPACT OF OBRA 93 ON TRUST FUND

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

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

BACKGROUND:
OBRA-93 Medicare prQVisions included:

- Depd51t1ng ‘tax revenues from the increased income taxation
of Social Securlty beneflts into the Medicare HI Trust

Fund.
- Repeallng the wage cap for Medicare HI payroll tax._
- Imposing constraints on the growth of Medlcare payments to

prov1ders.

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 the premlums and deductibles?
. ‘After all, because of a quxrk in the law, the Part B
. premium w111 actually drop in 1996. Why not keep it the
same as in 19957 ‘

o In 1995, henef1c1ar1es 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’ beneflclarles.

o The fact 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 1nteractlon
effects produced by subsequent legislation.

o Ve 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 OBRA-93.

~ The Administration has proposed and the House has
‘passed, .a proposal to permanently extend the SMI premiunm
at 25 percent of the program costs.

BACKGROUND:

TEFRA amd subsequent 1eglslat10n mandated 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 in OBRA-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
Securlty checks from falling even when an increase in the Part B
premium would otherwise lead to that result and (b) the Qualified
Medicare Benef1c1ary (QMB) prov151on requires Medicaid programs
to pay Part B premiums for low-income Medicare beneflclarles.

Prepared by OLIGA, 4/19/95,
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Explanatlon of "Estimated Present Values of Medicare Part A (HI)

Benefits and Contrlbutlons on July 1, 1995 for Retlrement on That -

‘Date at Age 65

The three tables preseﬁt the estimated present value of Medicare
contributions and benefits for three different cohorts of

individuals working during three time perlods (currently 65 years

old, attaining 65 in 2015, and attaining 65 .in 2035)

The first column indicates 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. . ' ) '

e

The tables were prepared by the Office of the Actuary, HCFA, and
are based on the 1995 Trustees Report. The assumptions underlying
the tables are included on each table. ‘ : L :

The ratio of expected beneflts to contributions varies dependlng on
the wage history of the individual. For Part A, a beneficiary with
an average wage history turning . 65 today will receive benefits
- 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 benefits almost 6 . times as great as
contributions. On the other hand, individuals who have always’
earned at the social securlty maximunlwill receive beneflts roughly

equal to contributions.

OBRA 93 eliminated the cap on wages subject to HI taxes. ‘Thus, by

2035, for persons with very high wages, the ratio of expected
benefits to contrlbutions for future benef1c1ar1es will be less

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 worklng wage levels and
couples are similarly affected..

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 cost
inflation has been substantially 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.

'While 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.
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Lower ratios for future retirees are due, in part, to the ageicf
the Medicare program. If one assumes that the average person
works for 45 years, than current beneficiaries have not paid into

the program as long as future beneficiaries will. )

The tables are for hypothetigal retirees with steady caréer
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 thanithe value of their taxes.



Ect{-nd Pmont Vamu of l‘dicm Pcrt A (NI) mfits ‘and cmtciwnm m July 1,

for Ret{rement on thet Date at Age &8 1/

1995,

) Pm/ant value Ratio of Present
Larnings of Accumilated . Value of Expected
on Vhich NI Contributfons .Present Value of Expected Wi NI Beoefits to
Rl Texes  with Interest, Bemfits to be Paid for Person  Present Value of
Vere Paid 2/ 1984-1995 3/ 4/ Attam'lnc Age 65 in 199% 5/ Acousslated NI Taxes 6/
: Hate  femsle Cople Hale Female Cople 7/

Low ‘s, $0,070 35,780 - 105,850 $:1 1031 1411
Average 12,820 50,070 55,780 105,850 FET I £ 811
High (s%) 5,7 50,070 55,780 105,850 21 2 &1

- Wigh (kD) 33,030 350,070 55,750 103,850 r T 21 B B

17 For hypothetical retiress, dus to the caveats described (n 2/, 3/, snd 8/, below.
As calculated based on the 1993 Trustess Report Intermedfate assumptions.

2/ "ow" indicates 43X of average sernings: *iigh (52)* indicates sernings each ysar at
the QA0 asximem taxable amount; end *Kigh (Ki)® indicates earnings at the Nl
mximm taxable amount sech yesar throUugh 1993, at $200,000 for 1994, and at an

smount indexed from the 199¢ amount (besed on the increase {n aversge eernings) for

1995

taxable amount for 19‘% ancd lcter.)

(The HI and OASD! mwxiwue taxable amounts are the same through 1990; for
1991-1993, the NI smxunt {5 larger than that for OASDI; and there iz no HI maximm

3/ For thou,mt sal f-amployed, and including esployee contributfoms only; if
contributions made by the ssployer on behalf of the employee were {ncluded,

contributions would be tuice that shown hece.

4/ Jure interest rates for the NI trust fund were used for ooch kar. to accumilate the

contributions to Juty 1, 1995.

(The interest rate used for 1995 is as specified in

the 1995 Trustees Report intermediate assumptions.)

5/ Present velue at July 1, 1995, of expected future benefite, discounted for both
interest and wortatity effects. Mortality is besed on Life tables for appropriste
cohort group. June faterest rates from the 1995 Trustees Report intersediate

ssumptions vere used,

6/ As discussed in 2/, these retios {nclude the employee contribution only.

including the assumad ultimste Intevest rate of 6.25X.

These

ratios alsc assume no NI contributions are mede after sge 63, from sither Qlwt

or taxation of Social Security benefizs.

7lhmmwahadmmndumlm at al(
is assumed throwi\cm: that st least one of them

heve covered sarnings (assuming, as

for couples where both spouses

hes sarned enough quarters of coverage to entitle then to WI), the ratio would be
scomevhers betusan the single person ratio snd the couwle ratio for the spouse with

higher covered samings.

P iy
| FROM 410-956-:22

Health Care Finencing Administration
Office of the Actuary

office of Medicare & Madicaid Cost Estimmtes

Division of Hospital Insurance
May 16, 199%

06-15-35 97:31 PM



'emuma Prm Vatues of Kedicars Part . (K1) Banefits and Conteibutions on Suly 1, ws.
for totlr—\t on that Date at Age 65 1/

Presant Valus Ratio of Prement

Yarnings of Accumutated - value of Expected
on which Nf Contributions Present Value of Expected I K1 Berefita to

Nl Texes with Interest, ‘Berwmfits to be Pald for Person  Present Value of
Vere Pald 2/ 1970-2018 3/ &/ Muinlm Age &5 in 2015 8/ Accumulated NI Texes 6/

csmossam-—— ANMSRBERE I RNS B L sesmecnnunw

; ; Male Female Cowle " Nale Femsle Couple 7/
‘Lo 29,100 170,570 183,640 356,510 &1 631 12
Aversge . 64,620 170,870 185,640 334,510 S 1 I 6:1
Nigh (29 142,590 . 170,870 185,640 336,510  1:1 131 et
Migh-(ty - 285,900 170,870 185,600 356,510 R 71 B F 121

1/ For Mypotheticsl retirass, dus to the ceveats described Ih 2/, 3/, end &/, below.
As calcutated teesd on tM 1995 Trustees hport intermadiate assmptions.

2/ Lo h.ﬁm 43% of aversge sarninga; "ﬂ‘ﬂ‘l )" fmﬂmn sscnings sech yesr at
the OAS0! meximsm taxable amount; erd "Nigh (NI)¥ indicates sarnings at the Kl
saximm taxable swont each yeor through 1993, et $200,000 for 1994, end ot
‘mounts indexed from the 1996 smount (based on the incresse in sversge ssmings) for
1995 ‘and tater. (The N1 and OASO! maximum taxable amounts sre the same through
1990; for 1991-1995, the W amount is Larger than that for MI, and tlnn is no NI
mt- tax.ﬁlc smount for 199¢ and later.) .

3/ For those not nlf-mw. cnv:l {neluding -sptoyw contributions only; 1f
contributions asde by the employesr on behalf of the mtm were included,
contributions mld be tuice that shoun here.

47 Jure intecest rates for the NI trust fund vecs usad for each year, to sccumulats the
contributions to duly 1, 2015, (The interest rates used foc 1995 and tater are as
specified {n the 1993 Trustees Report Interwediate azaurptions.)

'S/ Present value at July 1, 2018, of expected future benefits, discounted for both
interest and mortality effects. Nortality is based on Life tables for sppropriate
cobort group. June interest rates from the 1995 Trustees Report (ntermediste
sspumptions ware used, including the assumed ultimate intersst rats of 6.25X.

6/ As discussed in 2/, these ratios include the employes contribution only. These
ratios also assume o HI contributions ace made after age &5, from either cq:lcymt

or taxation of Social Security beneﬁu.

7[Asmcmwobadnomndumimsunll.ioreoz.plamnbpthm
have coversd sarnings (sseuming, a3 e sstmed throughout, that at leest one of thea
has sarmad encigh quarters of coversge to entitle them to K1), the ratio woutd be
sonmvhare between the single person ratic and the cu.plc retio for the spouse with

higher covered esarnings.

nealth Care Financing Administretion

Office of the Actuary . ‘
Office of Medicare & Kediceid Cost lsti-t«
Division of Hospital Insurance

May 16, 1995

o Pt
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Medlcar e L A

. House GOP plans
+ to avoid wrf ﬁghts

: By Major Garrett 5 B

‘THE WASHINGTON TIMES

commlttee chairmen have. agreed

" party turf battles.

fer seniors more choices in the pri- -

-i ternative to Medicare." ‘They. hope

- this approach, which is. to be re-.|
.} leased publicly in September, will.

" reduce Medicare costs’ without’
* drastically limiting the- quah :
i availability of health care

According to senior Hous GOP o
- sources, Speaker Newt:Gingrich [ .-

‘ of Georgia, Ways and Means Com-§
" mittee Chairman ‘Bill. Archier of

‘ tually identical bills.

.4 was devised after. observing the |
o turf battles that "bedeviled  the !
-1 Democrats’ health reform efforts |
"1 last year. &
1 - “One of the problems with the
- v« previous Congress was that things |
.1 broke down because of turf bat- |
@ tles,” said Ari Fleischer, spokes- |
man for the Ways and Means Com-
i mittee. “Republicans have seen
| the results of the failure to work |
together and do.not intend to make |
‘{ those -mistakes. We're a: umfled
1 majority”
. 't According to several senior Re-
= publican sources, the House Medi-
"1 care-reform bill will include these
provisions:
# Medicare recipients could
.choose to. stay with the current
program’ but -would have to pay
higher monthly premiums.
Recipients now pay ‘$46.10 per
month for Medicare Part B, which
provides physician, laboratory and
outpatient services. These premi-
ums are scheduled to rise to $110
per month by 2004. Under the Re-
publican plan, the premiums
would rise even higher.

$6,700 to purchase health insur-

" group health organizations.
¢ Workers about to become eli-

> receive a government payment of

.- House Repubhcans have agreed o
on the broad outlines of the Medi- | . o
care-reform package;:and key .. 0

to'produce identical legislation in | . B
_amove designed tominimize intra- ‘

Republicans have agreed-to of- o

vate health care market as:an‘al-, "

; Texas and Commerce Commxttee 1
Chairman Thomas J. Bliley Jr. of "0 .
J Virginia have agreed to draft vn'- L

. Thisstrategy, GOP sources Sald " a

e Recipients would receive a
yearly lump-sum paymentof upto |-’

"..." ance from health maintenance or- |-
- iganizations (HMOs) or other |~

“ gible for Medicare could choose to

'1up to $6,700 to enroll in the insur- ‘

-{ance system operated by theirem- |- ..~

PHOTOCOPY
PRESERVAT!ON
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House Commerce
Committee Chairman
Thomias J. Bliley Jr.
has agreed to avoid
interpanel squabbles.

- ployers or:unions. . .
sRecipiénts also could choose
tnopen iedical savings accounts.
-GOP plan, recipients

iwéul ‘ 1%32000mplaceman
interest-bearing account each

- year, The government would cover
the first $2,000 of medical care per

- year, and costs above that would be

n.out of the medical savings
ount. ‘Recipients would still
_have to pay monthly Medicare pre«

rmums

- 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 recess.

Rep. Bill Thomas, California Re-
publican and chairman of the
Ways and Meams subcommittee on

health, and Rep. Mlchae! Bilirakis, -

Flomda Repubhcan and chalrman

The GOP etlfort is the largest
ever to restrain Medicare’s ex-
ploding costs and the first to intro-
duce market-based solutions to en-
tice seniors into other forms of
health inisurance.

Congress in the past has raised
Medicare premiums or reduced
reimbursement allotments for
doctors and hospitals. The Repub-
licans intend 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

billion in 1997, $27 billion in 1%
and $38 billion in 1999. The lio
share of the savings, $184 billi

-would come in the final th:

vears 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 encour:
ing patients to participate in otlt
health-insurance programs ratt
than seeing Medicare reimbur.
ments reduced.

Hospitals, especially rural a
urban ones, are fearful GOP .
forms will reduce the number
patients in 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 pla;
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 refm
Medicare to keep it solvent.

PHOTOCOPY
PRESERVATION
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MEDICARE EXAMPLES

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

-Under the Republican voucher plan, an elderly, chronically
i1l man who has been seaing the same doctor for decades
could be forced to join an HMO and find a new physician or,
to stay with the doctor he trusts, he would have to pay
higher out-of-pocket costs that could lead to impoverishment
~ wlthln a few short years,

A younger, healthy beneficiary 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 deductible when her health
care needs increase. However, as she ages, she would be
locked into a system that could fast deplete the reserves '
gshe has accumulated. When those reserves are depleted who
will pay for her health care?

An elgderly widow,‘living on a meager incdme,'who has a
chronic health care condition 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 of
putting their children through college and saving for their
own retirement could be put at grave financial risk if their
aging parents become sick and can 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 majority of beneficiaries would<see their choices
erode because the amount the Republicans would give them to
pay for their health care needs would force them into a
managed care plan. ‘For the three-fourths of our elderly
citizens, who have incomes below $25,000, the Medicare fee-
for-gervice option as they know it today may not ke
atfordable. . :

B Republicans want to force all Medicare beneficiariés into

managed care plans by changing the current system where they
are guaranteed a package of benefits into a voucher program



where they are guaranteed nothing Thera are many drawbacks
to this proposal. :

For instance, in Wyoming where managed care plans don’‘t
exist, older Americans would have no choice but to pay more
than they do now under the current proqram for fee-for-
service benefits.

Even though senior citizens currently. are paying more than
21.percent of their annual income for Medicare cost-sharing,
the Republicans would require them to find an additional
$400 a year to cover an increase in their premiums. For
many, this may mean a choice between 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 réturned to their homes prematurely leading to a re-
hospitalization with serious complications.

~
'
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Previous Republican~ Statements on Cutting Medicare

“The rexmbursement Ievels of Medicare have reached potentmlly dzsastrous

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

“For more than a decade Congress has cut back on payments to doctors and
hospitals until they no Ionger cover the cost of care for Medicare... patients ~-
and the additional massive cuts in reimbursement to promders proposed in
this bill [H.R. 3600] will reduce the qualzty of care for the nation’s elderly.

There will be no place else to shift.”
From the “Minority Views” included with the Ways and Means Committee
‘Report on the Health Security Act (H.R. 3600) signed by every Repubhcan
Member of the Comrmttee July 14, 1994:

“Medicare Part A, I hope, will not be on the table {to fund taxlcats] because I
would lzke to see that reserved for when we reform the health care later on

next year.”
Congressman Bill Archer, December 18, ]994 on “Meet the Press”

“We have here in this bill the seeds of the destruction of Medicare... let’s not

- destroy a health care program iﬂ this country that we know works and that

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

“Make no mistake about it for the elderly in this couutry, [these cuts are]
going to devastate their program under Medicare.”
- Congressman Bill Archer, June 25, 1994, speaking against proposed Medicare
expenditure reductions during Ways and Means Committee consideration of
H. R 3600 :
“The Medzcare cuts proposed by the President would devastate the Medicare
program... The committee must not approve these destructive Medicare cuts.”
- Congressman Clay Shaw, May 18, 1994, press release referring to the health
care reform proposal (H.R. 3600) presented by President Clinton.

“I just don’t believe that quality of care and availability of care can survive

 these additional cuts. And that is the price that is going to have to be paid to

pay for these cuts.”
- Congressman Bill Archer, june 25,1994, speaking against proposed Medicare
expenditure reductions during Ways and Mcans Committee consideration of
H.R. 3600



. “T would love to believe that we could achieve the level of cuts you have in
this bill... But history tells us that this isn’t possible. And I think we are just
playing games here, we are just making the numbers match. That's all
Democrats have done in your bill to make it revenue neutral. You have just
estimated the number needed from Medicare to make the numbers match,
and. I think the public understands that.”

- Congressman )im McCrery, June 25, 1994, speaking against proposed Medicare -

.expenditure reductions durmg Ways and Means Committee consn:ierahon of
HR. 3600

)

“The Republicans are attempting to secure the program which would be
almost absolutely destroyed and tmshed tf the cuts that have been brought
into the bill are established.”

- Congressman Clay Shaw, June 25, 1994 speaking against proposed Medn:ate

expenditure reductions during the Ways and Means Cormmttee 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 people.”
~ - Congressman Clay Shaw, May 18, 1994, press release referring to the health
care reform proposal (H.R. 3600) presented by President Clinton.

“I think thase of us on this committee especially well remember the lessons
* of Medicare catastrophic coverage Iegislation and recognize that making
changss without broad public support is a potential disaster.”

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

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

ALAXEFERREAS LR CT RN EEE AR ER LT E AR R %

“Forget the budget pressure, let’s find out what number saves Medicare.
We'll plug that into the budget. We're not going to find out what number the
budget needs and try to reshape Medicare to that effect.”

— Speaker Newt Gingrich, May 7, 1995, on “Meet the Press”

- PREPARED BY THE DEMOCRATIC STAFE OF THE.
COMMITTEE ON WAYS AND MEANS, MAY 8, 1995



Cengressman Pete Stark's

MEDICARE MONITOR __ volisweno

May 12, 1995

Is ARMEY ACCUSING
FELLOW REPUBLICANS OF LYING"

Dear Colleague.

“In ‘a blistering attack delivered to an American Enterprise Institute forum on
the politics of Medicare,” the National Journal reported this week, “[Majority
Leader Dick] 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.

Medicare dn congidered on ouId myste

[See the reverse side for Repubhcans 1994 portrayal of
reductions in Medicare expenditures.]

r r ] B
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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.)

And if the funds not spent on Medicare be,ni:iaries create room in e
gudget to cut taxes for wealthy Americans, isfTt it accurate to describe 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
Rarmihlican Madirare nroposals -- 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 --

“...the addirional massive CUTS in rezmbursement 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 followmg charge
last year -

| “ just don’t believe that qualzty of care and avazlabxltty of care

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'Chaimxan’Clay made the following
indictment —
“The Medicare CUTS proposed by the President would
devastate the Medicare program... The committee must not
. approve these destructive Medicare CUTS.”

A Republican Member of the Health Subcomnuttee this year and last

year commented --
“I would love to believe that we could achieve the level of
-~ CUTS you have in this bill... But history tells us that isn't

;s0ssible.”

NOTE: The 1994 Ways and Means Committee health reform bill would have

~abiagrnd ¢'1 148 hillinn in T\Jor{xr:ra CQVI‘nOQ I“]Dl‘ seven years, an ﬂf

Ak Sdh N W T b

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 remvested
to cover uninsured Americans. :



Pete Stark
Member of Congress

239 Carméﬁ Housge Office Building, Washington, DC 20515 202-225-5065
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Numbers Cited by the Administration on Medicare

Increase in average out-of-pocket costs:

Single Beneficiary: 3625 in 2002; $2,825 over seven-year peﬁod | ‘
Medicare Couple: $1,250 in 2002; $5,650 over seven-year period

The Republican Conference Agreement estimates of sa’iring were released on June 30, 1995.
That document contained:

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

The estimate is based on the assumption that 50% of the 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

_premium at 25% will be extended when it expires in 1998.

For couples, this increase in premiums and out of pbcket costs is multiplied by two. For the
seven year period, the increases in each year are added together to get a cumulative total. -

~ Premium increase of $1,650 over seven years

In the Républicans' Ways and Means document outlining potéritial premium 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 of 33% in 2002, relative to $61 under
current law, and $83 if the current policy of 25% 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 thc premium
mcrease were accompamed by a set of Part B spendmg reductions.

Increase of $1,700 for the average home health user, $1,400 for the average SNF user

The Congressmnal Budget Office, in its "Reducing the Deficit: Spending anid 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 of users of home
health to get an average of $1,400 in 2002. This is consistent with the AARP's anialysis of the
same policy, which showed the increase cost of $1,200 in the year 2000. This estimate of 1,700
includes the increased premium (from 25% to 33%) in 2002 (about $300) plus the average
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inctease in coirisurance for home health users (31 4b0) The sarme methodology was usedto
estimate the $1,400 increase in paymenits for the average beneficiary in a nursmg home in 2002
(assuming 20% coinsurance for skilled nursing facxlmes)
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anate health care costs growth is over 40% more than the per-béneficiary growth ratein

the Repubhcan Conference Agreement

" Data from the Congressmnal Budget Office (CBO) suggest that the projected pnvate sector

spending per insured person will grow at 7.1% between 1996 and 2002. The chubhcan ,

~ Conference Agreement estimates of spendmg after their cuts show Medicare spending per
. beneficiary growing at 4.9%. The private rate of 7.1% is about 44% higher than the Republican

Medicare growth rate per beneficiary of 4.9%.

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

The Urban Insntute estimated that in 1994, the elderly paid on average $2 519in om-of-pocket
costs for health care, which translates into 21% of their income. This is more dramatic for the
poor elderly, Who pay 34% of their income for out-of-pocket costs, and for the oldest elderly,
who pay on average $3,782 in out-of-pocket costs. (See: "Out-of-Pocket Health Care Costs for
Older Americans in 1994", The Urban Insntute May 1995).
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