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The Republican Budget Resolution Conference Agreement:
County-by-County Analysis of Medicare Cuts

Republicans are proposing to cut more than $270 billion from Medicare between 1996
and 2002. Most of the $270 billion in Medicare cuts would not be necessary without the
Republicans’ $245 billion tax cut for well-off Americans. A new study by the Department
of Health and Human Services illustrates how these cuts would affect every county in
the nation and the Medicare beneficiaries living in each county. The Republican
Medicare cuts will specifically harm bencficiaries, hospitals and health care professionals
in every county.

County-by-County Analysis

If the Republican proposal is enacted, every county in the nation would face a
dramatic loss of Medicare dollars. The new analysis provides the following detailed

information:
. . Column 1: Name of county, listed alphabetically;
o Column 2: Number of beneficiaries in each county in 1994;
o Column 3: Reduction of Medicare dollars in 2002;
o Column 4: Reduction of Medicare dollars over 7 years (1996-2002); and
o Columns § & 6: Increased out-of-pocket costs over 7 years for single

beneficiaries and couples.

For example, Mobile County, Alabama would lose $555 million in Medicare funding
over seven years, and $156 million in 2002 alone. Each of the 53,600 Medicare beneficiaries
in Mobile County who wants to stay in their current fee-for-service Medicare would face,
over seven years. an average of $3,850 in additional out-of-pocket costs and $7,700 more per
couple.

NOTE: ALABAMA IS INCLUDED IN THIS PACKET AS AN EXAMPLE.
. ADDITIONAL COUNTY ANALYSES ARE AVAILABLE AS NEEDED
THROUGH CABINET AFFAIRS AT (202) 465-2572.



County-by-County Estimates of the
Effects of the Medicare Cuts

This analysis assesses the effects of the Medicare savings in the Congressional majority’s Budget
Resolution Conference Agreement on counties and their Medicare beneficiaries. In the
Conference Agreement, Medicare spending would be reduced by approximately $270 billion
between 1996 and 2002. $71 billion in 2002 alone.

Number of Beneficiaries ‘94:

The number of Medicare beneficiaries in each state is from the Health Care Financing
Administration data. The number of Medicare beneficiaries in each county is estimated by
multiplying the 1994 state number of beneficiaries by the proportion of the state’s beneficiaries
in each county in 1992 (the actual number of beneficiaries in each county was not available).

Reduction in 2002:

The reduction in Medicare spending per state and county is based on the total reduction of $71
billion in 2002. It is assumed that the cuts will be distributed across states and counties in
proportion to the Medicare spending in states and counties. In other words, the more a county’s
health care providers receive from Medicare, the more the county will be affected by the cuts.

Reduction between 1996 - 2002:

The reduction in the Medicare spending per state and county for the seven year period is based
on the total reduction of $270 billion. Similarly, it is assumed that the cuts will be distributed
across states and counties in proportion to the Medicare spending in states and counties.

Increased Out-of-Pocket Costs, 1996-2002:

The county-level analysis of the increase in average out-of-pocket costs for beneficiaries is
related to two previous analysis: the aggregate effect of the Congressional majority’s cuts on
beneficiaries ($625 in 2002, $2,825 over the period), and the state-by-state estimates released on
July 28. Both analyses assumes that half of the total cuts could affect beneficiaries.

To reflect local conditions that affect health care costs, an adjustment was made to the state
estimates. Half of the state estimate 1s assumed to remain constant across counties, since policies
like premium increases affect all beneficiaries equally. However, half is adjusted to reflect local
Medicare cost variation, as reflected in HCFA’s Adjusted Average Per Capita Costs (AAPCC).
which are county-based rates used to pay Medicare HMOs.



. Impact of the Medicare Reductions in the
Republicans' Budget Conference Agreement on

ALABAMA
County Number of Loss in Loss Increase in OQut-of-Pocket Costs
Beneficiaries 2002 1996-2002 1996-2002
1994 (millions)  (millions) Single Couple
Alabama 630,000 1,661 5,890 $3,775 $7,550
AUTAUGA 4,100 10 37 $3,700 $7,400
BALDWIN 17,900 44 156 $3,650 $7,300
BARBOUR 4,200 12 43 $3,975 $7,950
BIBB 2,700 8 30 $3,825 $7,650
BLOUNT 5,100 15 52 $3,800 $7,600
BULLOCK 1,900 S 18 $3,525 $7,050
BUTLER 4,200 11 39 $3,550 $7,100
. CALHOUN 18,400 43 152 $3,775 $7,550
CHAMBERS 7,100 16 56 $3,625 $7,250
CHEROKEE 3,200 8 29 $3,675 $7,350
CHILTON 5,200 16 58 $3,850 $7,700
CHOCTAW 2,700 7 24 $3,450 $6,900
CLARKE 4,500 12 42 $3,500 $7,000
CLAY 2,600 6 20 $3,425 $6,850
CLEBURNE 2,100 5 16 $3,550 $7.100
COFFEE 6,200 17 61 $3,850 $7,700
COLBERT 9,400 25 87 $3,825 $7,650
CONECUH 2,700 7 24 $3.575 $7,150
COOSA 1.700 4 15 $3,700 $7.400
COVINGTON 7,700 20 72 $3.875 $7.750

‘ CRENSHAW 2.800 7 26 $3.600 $7,200

CULLMAN 12.100 31 111 $3.600 $7,200



Impact of the Medicare Reductions in the

Republicans' Budget Conference Agreement on

ALABAMA, continued
County Number of Loss in Loss Increase in Out-of-Pocket Costs
Beneficiaries 2002 1996-2002 1996-2002
1994 (millions)  (millions) Single Couple
Alabama 630,000 1,661 5,890 $3,775 $7,550
DALE 6,400 17 59 $3,800 $7.600
DALLAS 8,500 2] 73 $3,425 $6,850
DE KALB 9,400 21 74 $3,525 $7,050
ELMORE 7,400 18 65 $3,850 $7,700
ESCAMBIA 5,900 15 54 $3,750 $7,500
ETOWAH 18,900 51 181 $3,750 $7,500
FAYETTE 3,200 7 24 $3.375 $6,750
FRANKLIN 5,700 16 56 $3,850 $7.700
GENEVA 4,800 12 43 $3,775 $7,550
GREENE 1,700 4 14 $3,350 $6,700
HALE 2,900 7 26 $3,450 $6,900
HENRY 2,900 8 29 $3,850 $7,700
HOUSTON 11,500 31 108 $3,900 $7,800
JACKSON 8,100 19 66 $3,475 $6,950
JEFFERSON 110,800 320 1,134 $4.025 38.050
LAMAR 3,000 7 26 $3.375 $6,750
LAUDERDALE 14,100 34 120 $3,650 $7.300
LAWRENCE 4,000 10 36 $3,773 $7.550
BEE 8,800 19 68 $3.37% $6,750
LIMESTONE 6,900 17 59 $3.47% $6.950
LOWNDES 1,600 4 15 $3.850 $7,700
MACON 3.500 8 27 $3,300 $6,600



Impact of the Medicare Reductions in the
Republicans' Budget Conference Agreement on

ALABAMA, continued
County Number of Loss in Loss Increase in Qut-of-Pocket Costs
Beneficiaries 2002 1996-2002 1996-2002
1994 (millions)  (millions) Single Couple
Alabama 630,000 1,661 5,890 $3,775 $7,550
MADISON 25,700 60 214 $3,700 $7.,400
MARENGO 3,600 9 31 $3,425 $6,850
MARION 5,400 14 48 $3,700 $7,400
MARSHALL 13,600 35 125 $3,525 $7,050
MOBILE 53,600 156 555 $3,850 $7,700
MONROE 3,600 9 31 $3,400 $6,800
MONTGOMERY 28,600 70 248 $3,775 $7,550
MORGAN 15,100 37 131 $3,750 $7,500
PERRY 2,100 6 21 $5,400 $6,800
PICKENS 3,900 11 39 $3,500 $7,000
PIKE 4,900 13 46 $3,775 $7,550
RANDOLPH 4,000 8 30 $3,325 $6,650
RUSSELL 7,600 17 60 $3,575 $7,150
SHELBY 8,300 29 104 $4.350 $8,700
ST CLAIR 6,400 18 65 $3.900 $7,800
SUMTER 2,500 6 21 $3.275 $6,550
TALLADEGA 12,600 32 114 $3.825 $7,650
TALLAPOOSA 7,200 17 59 $3,575 $7,150
TUSCALOOSA 20,300 54 193 $3,775 $7,550
WALKER 13,300 4) 147 $4.325 $8,650
WASHINGTON 2.400 6 23 $3,550 $7,100



Impact of the Medicare Reductions in the
Republicans' Budget Conference Agreement on
ALABAMA, continued

County Number of Loss in Loss Increase in Qut-of-Pocket Costs
Beneficiaries 2002 1996-2002 1996-2002
1994 (millions)  (millions) Single Coupie
Alabama 630,000 1,661 5,890 $3,775 $7.550
WILCOX 2,400 5 19 $3,150 $6,300
WINSTON 4,100 12 41 $3,975 $7,950

NOTES: Number of beneficiaries: 1994 state beneficiaries; county number of beneficiaries estimated using 1992 distribution of
beneficiaries by county. Reduction in 2002 & 1996-2002: based on total savings in the Conference Agreement, allocated to the state and
county by the historical distribution of expenditures. Increase in out-of-pocket costs: assumes that 50% of total cuts affect beneficiaries
Based on historical state share of Medicare outlays & enrollment trended forward with growth in the states' share of outlays & enrollment.
Based on Medicare outlays by location of service delivety. The county estimates are based on the states' estimates partially adjusted for local
variation using the AAPCC. Variation in the costs per beneficiary reflects factors such as: (1) practice pattern differences, (2) cost differences,
(3) differences in health status and the number of very old persons in a state, and (4) differences in the supply of health care providers. Source:
US DHHS
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Timely Opportunities

What Works in Community Care for the Elderly
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SOCIAL SECURITY TALKING POINTS

The 1995 Report indicates the financial status of the combined Old-Age and Survivors
and Disability Trust Fund (OASDI) is virtually the same reported last year. The fund

continues to be in surplus, collecting more in taxcs than nceded to pay today's
benefits.

The cash-flow surpluses are projccted to continue through 2013, and the trust fund
will be depleted in 2030, one year later than projected last year. Thus, social sccurity
is currently in good financial shape and benefits can be paid well into the next century
without any changes in the program.

The program is in deficit when looked at over 7S years (estimated to be 2.17 percent
of payroll this year —— virtually the same as last ycar's estimate of 2.13 percent).

The Quadrennial Social Sccurity Advisory Council is scheduled to report this summer
with specific reccommendations to deal with the program's long-term dcficit.



TESTIMONY BY .
Guy King
Former Chief Actuary for HCFA
before the
Subcommittee on Health and Environment
House Committee on Commerce

March 28, 1995

Mr. Chairman, my name is Guy King. I am a Consulting Actuary with
the firm of Ernst & Young. I was the Chief Actuary for the Health
Care Financing Administration from 1978 to 1994. During my time as
Chief Actuary, the expenditures for both the HI and SMI programs
grew at rateﬁ that are unsustainable in the long run, and they
continue to grow at those unsustainable rates today and into the

foreseeable future.
Hospital Insurance (HI) Trust Fund

The cxpenéitures of the Hospital Insurance Trust Fund (Part'A of
Medicare) increased from -$17.7 billion in 1978 to $107.2 billion
in 1994. This is an average rate of increase of about 12 percent
per year. In 1978, the Annual Report of the Board of Trustees
projected that thé HI trust fund would be bankrupt by 1950.
Because of gome m{hor price reduction changes in the program which
have been legislated over the years, the date of bankryptcy has
beén ﬁﬁshed'bick by a few years, so that the 1994 Trustees Report

projects that the HI fund will be bankrupt by 2001. Thus, during



my 15 years as Chief Actuary, virtually nothing was done ag the

’_gzpblem grew and the HI program moved cloger to the bankruptgx.

The impending bankruptcy of the fund is Just the tip of the
iceberg, though. The hole'is just going to continue to continue to
get- deeper for many years, and the pace of decline is going to
accelerate. The tax rate necessary to support the current progran
will have tripled by the middle of the next century. Even by the
year 2020 the tax rate necessary to support the cost of the program

will have more than doubled.

I know that some people view thase projectiongs as a red herring.
I have often heard it suggested that we should just wait awhile to
gee if these' problems really begin to materialize. That is

—

" apparently what lawmakers were thinking when they heard the same

P

projections back in the mid—1970's.l The financial problems of the

HI program aren’t just the result of some extremely pessimistic

-
Lo

assumptions about the growth of health care costs. The assumptions
regarding the rate of groﬁth in health care costs and the growth in
income to support the program are really very optimistic. These\l
projections are being driven now by the coming demograpgic shift.
The Baby Boomeés who_will retire and begin drawing benefits

starting in 2010 are all alive today. As the Post World War II

Baby Boom beginsffo reaeh age 65, the growth in the number of
workers paying taxes is going to decline, and at the same time the
growth in the number of people eligible for Medicare benefits is
going to increase. Currently, about four taxpayers support each HI

beneficiary. By the middle of the next century, when all of the



‘e

baby boom will have retired, there will only be two covered workers
supporting each HI be;eficiary, so this problem is vcrj‘real and

very predictable.

e problem is so large that there isn’t any painless way at this
—

point to solve the problem. To place income and expenditures in

balance even over the next 25 years, which is the easy part, is

Q§Z§i:£§:;¥qui:c—ai:hg:_an immediate/gr percent reduction in
"

expenditures or an immediate 52 percent increase in the HI tax

rate, or some combination of both. And even then, the financial

problems beyond 25 years would still remain unsolved.

- —

1
Some have suggested that the apparent recent slowdown in the rate

of growth in health care costs and the recent favorable experience
in the Medicare program may be enough to save the government from
having to make these decisions. That isn’t going to happen.

During my twenty years as a government actuary I observed that,

—

when there was a threat of government action, health care costs
——-"_—‘_—-'h—-_—-—-—--_'_ —ps e

always behaved very well This occurred with the wage-price
e e—— _-__‘___-—'-___—'—-—-———_.__
controls of 'the early 1970‘s, the threat of hospital cost

e —————————————

containment legislation during the late 1970’s, and during the

discussiongs of health care reform in 1993 and 1994. Once the

e

perceived threat is past, the rate of increase in expenditures once
-.-.-—dz"""’

again accelerates.
-_/-’_

In deciding how and when to takenéction to make the HI Program

gsolvent, one of the difficult questions that needs to be addressed



is the issue of generational equity. Generational equity ocan be
measured by comparing each generations’ contributions to the
program with the benefits they receive from the progranm. We
measured generational equity under four combinations of the
following policy options: 1) act immediately or delay action and

%;2) increase taxes or reduce benefits. Our studies show that the

e

solutions resulting in the greatest generational equity involve
taking immediate action rather than delaying action and reducing
the growth in benefits rather than increasing taxes. The table
below shows the impact of various policy options on generational

equity for persons retiring in 1994, 2014, and 2034. "

io o e s to Contribut s

o) etirin

Proposed Change in Fipancing = 192924 2014 2034

— = — —

1. ™ Do nothing until trust fund .0k 19 2.93 2.17

-depléted, then increase -taxes.

2. Do -nothing until trust fund 3.25 =™ 1.31 gye S04

depleted, then reduce benefits. -

3. Reduce benefits immediately. _. 2.10 1.36 1.54



4. Increase taxes immediately. 5.19 2.20 l.68

5. Reduce benefits immediately, 2.10 1.61 1.94

then index tax rates.

6. No changes (hypothetical) 5.19 3.45 3.90

Supplementary Medical Insurance (8MI) Trust Pund

Because of thd way it is financed, through a combination of premium
payments by individuals and debt financing by the Federal
Government, the SMI program is not in 4immediate danger of
insolvency. However, the growth rate in the cost of the progran is
so rapid that it is not sustainable in the long run. During my
‘time as Chief Actuary the outlays for the Supplementary Medical
Insurance Trust Fuhd (Part B of Medicare) -increase from ~ $7.8"
billion in 1978 to $61.8 billion in 1994. This is an average rate
of increase of about 14 pércent per year. During that same 16 year
period, benefits paid by the SMI Trust Fund increased from .32
percent of the U.S. Groééibbmestic Product (GDP)-.to .89 percent of
GDP. This occurred despite the fact that some of the costs of the
program (such as for most home health benefits) were shifted to the
HI program. Even during the last five years, which have been
relatively favorable, expenditures by the program have increased 59

percent in the aggregate and 45 percent per enrollee. According to















SUMMARY OF TESTIMONY .
The expenditures for both the HI and SMI programeé have gro&n at
rates that are uns%stainab%g in the long run, and they continue to
grow at those unsustainable rates.
The HI fund will be bankrupt by 2001. The tax rate necessary to
support the current program will have more than double by 2020 and
will have tripled by the middle of the next century. To place
income and expenditures of the HI fund in balance even over the
next 25 years would require -either an immediate 34 percent
reduction in expenditures or an immediate 52 percent increase in
the HI' tax rate, or some combination of both. Studies show that
the solutions resulting in the greatest generational equity involve
taking immed;;te action rather than delaying action and reducing
- the growth in benefits rather than increasing taxes. |
According to the 1994 SMI Trustees report, SMI expenditures will
increase from .89 percent of GDP in 1994 to 3.27 percent of GDP by
2020 and will be 4.05 percent of GDP by the middle of the next
century. _
The outlays of the Medicare program are excessive today due to two"
factors which interact with each other to result in significant
waste and abuse. These are the same two factors that are driving
up health care costs for ;%}yate sector health care plans. The
first factor is third party payment. The second factor is fee-for-
service medicine. These factors interact to allow for unlimited

increases in the volume and intensity of services provided to

patients.
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REPUBLICAN BUDGET: MEDICARE AND MEDICAID

Issue: Though precise numbers are not yet available, Dole and Packwood have discussed cutting
Medicare and Medicaid by $400 billion over seven years -- three times more than any budget
proposal in history. Republicans will claim they are “restructuring™ the programs to shore up the
Medicare trust fund and to give states more flexibility with their Medicaid dollars.

Democratic Message: Under the guise of “restructuring”™ Mecdicare and Medicaid, Republicans
are proposing to dismantle these programs to balance the budget and provide tax cuts for the
wealthy. This shifts a disproportionate burden of deficit reduction to children, working families
and seniors living on fixed incomes. If they are truly concerned about ensuring Medicare’s
solvency and slowing the rate of health care inflation, Republicans would accept Democrats’
invitation to sit down at the table and work on a serious effort to reformn our health care system.

TALKING POINTS: REPUBLICAN BUDGET

« Republicans have proposed siashing Medicare and Medicaid to balance the budget and finance
tax cuts for the wealthy. These types of draconian cuts are an assault on the seniors and
working families that depend on these programs.

+ Republicans may hide behind the convenient cloak of Medicare Trust I'und solvency, but make
no mistake about it, this effort will dismantle Medicare and Medicaid, not suengthen these
programs. They are looking for short-term deficit reduction, not long-term solutions.

+ If Republicans are so sincere about saving the trust fund, why does the Cuntract propose raiding
it to pay for tax cuts for the wealthiest Social Security recipients? [The Contract proposes

repealing the tax increase on a small percentage of upper-income semors, proceeds of which go
directly into the Trust Fund.]

The only ways to produce the level of Medicare savings Republicans propose are to limit seniors
choice of doctors by putting all Medicare beneficiaries into HMOs, shift more costs onto the

elderly. or cut reimbursement 1o providers, desiroving the hospitals and chnics upon which we
all depend.

+ Older Americans already pay alimost one-quarter of their income for medical care Cuts of this
magnitude will mean that seniors over the next 3 vears would pay at least S2,000 more out-of-
pocket than they are already paving



Seniors will also be hit hard by the Medicaid cuts -- two-thirds of the Medicaid dollars supporn
disabled Americans and elderly in nursing homes.

The remaining Medicaid expenditures are largely for children and pregnant women. Medicaid

now covers one fifth of all children, the majority of whom live in working families. Cuts of
this magnitude will simply force states to push children off of the rolls, raising the number of
kids without insurance. '

Democrats believe we must tackle problems with Medicare and Medicaid in the context of health
reform. If we don't, the costs and problems in these programs will simply be shifted from the
federal government to businesses, working families, providers and states.

We have our health reform proposal and are ready to roll up our sleeves and get to work on a
bipartisan plan that will swengthen Medicare and Medicaid and improve health care quality and
access. When are Republicans going to get serious about health reform?



































