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TO: (See B e l o w ) 

FROM: Robert J. P e l l i c c i 
O f f i c e o f Mgmt and Budget, LRD 

SUBJECT: HI T r u s t Fund Markup T o n i g h t 

A c c o r d i n g t o Karen P o l l i t z , t h e House Ways and Means Committee 
w i l l markup HR 1590 -- Arche r ' s b i l l t h a t was i n t r o d u c e d 
y e s t e r d a y . The b i l l r e q u i r e s t h e T r u s t e e s t o recommend t o 
Congress b o t h s h o r t - t e r m and l o n g - t e r m s o l u t i o n s t o t h e Medicare 
t r u s t f u n d f i n a n c i a l s i t u a t i o n . I am r e c e i v i n g from HHS a copy o f 
th e l e g i s l a t i o n which I w i l l send t o you. Under t h e b i l l , t h e 
Tr u s t e e s are r e q u i r e d t o submit t h e i r recommendations no l a t e r 
t h a n June 30, 1995. 

Karen t e l l s me t h a t she w i l l n o t i f y Ways and Means t h a t no one 
from t h e A d m i n i s t r a t i o n w i l l a t t e n d t h e markup. 
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IN THE HOUSE OF REPRESENTATTVBS 

and Mr. Ounaa 
Mr. AXOBẐ lntrDdue«d Ou foUowing biU; wfaidx wu rtftmd to tht 

CMimitt* «a 

A BILL 
To require the Trusteei of the medioare trust funds to repon 

recommendatioM on resolving projected financial ixnbal-' 
anoe in medieare truit funds. 

1 Se V* enacttd by th* Senate and House qf Btprtsenta* 

2 tives qf tht Uniiid Statu ofAmmca in Congms assmbUd, 

3 SKCTION 1. TEUaTSIS' COKaUKONI RSQARDIKO FINAN. 

4 CIAL flTATUB OF MSDICARl TRUtT FVfmi. 

5 (a) HI Tnuar Tmm.—Th» 1996 annual report of 

6 the Board of Truateea of the Federal Hoapital Inauranoe 

7 Trust Fund, submitted on April 3, 1996, eontaine the foi-

S lowing ooudueione reipeoting the finandal sutui of each 

9 Truat Fund: 
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1 (1) Under the Trustees' htennftdiate asenmp-

2 tiooa, the preee&t flaendaff eehedtile Ibr the hoapital 

3 frHwmTtoe program it nffldent to ensure the pay-

4 aoot of benefit! oofcr over the not 7 jtan... 

5 (2) Under preeent law, hoepfcal tneuranoe pn̂  

6 gmm coat* are eapeoted to fcr esoeed menuw ovar 

7 tha TO-year looĝ aoge period under any reasonable 

8 set of assnmptioat. 

9 (9) Ae a result, the hospital iniore&oe program 

10 is severety out of ftnanninl belaaae ead the Trustees 

11 'believe that the Congroaa must take tisuly aotlou to 

12 estahhsh long-tarn fhuoolal etabilltQr for tha pro* 

13 graa. 

14 (b) SMI TRUST FUND.—The 1995 annua] report of 

)5 the Board of Trurteee of the Fedorol Suypleme&tajy ited* 

16 ical Insuruue Trust Fond, irabmitted an April 8, 1995, 

17 nents ms the fulowmg oonolusions respeetfog the fin&noial 

18 statue of luuh Truut Fund: 

19 (1) Although the aupplamentaiy mediosJ insur-

20 anoe prognm is euzrent̂  aotnaria]̂  sound, the 

21 Trneteea note with gnat oonoara the past and pro-
22 jeoted rapid growth »the coat ofthe program. 

23 (8) In epHe of ihe evidence of somewhat slower 

24 growth rates in tha rodent past, ovtrftll, the past 

23 growth rates have been rapid, aad the future growth 
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t nta are projected to inonaae above thoee of the re* 
* 

2 oeotpeet, 

. 3 (8) Growth rates have been so rapid that oat-
4 laptftbeprojpwbAvtinareased 5 
5 gragate and 40 peroaat per enroUee in the laet 6 
6 yeeze. 

? (4) Per the eaae time period, the program 

8 grew 19 percasnt fRatw than the eooaomy despite « . 

9 cent efforts to control the oosts of ths program. 

10 SEC S. UOOMMXNSAnONB QN XZSOLVZNO PHOJBCTCS 

U FINANCIAL XMBALANCX IN MXDZCAILX TBU1T 

12 FUNDS. 

13 (a) KEPOD!.—Not later thaa June 90, 1996, the 

14 Board of .Truit** of the Federal Hospital Insuranoe 

15 Tmst Fund end the Boexd of Trustees of ths Fsdsrel 

16 Snpplemeataiy Medtatl Tnsnraaoe Trust Fond shall sub-

17 mit to the Cosgress reoomznendations ta speolflo ]irogrftm 
18 legislation designed solely— 

19 (1) to oontrol medioare hospital inenraaoe pro-

20 gram coots and to address ths prqjeatnd finandal 

21 imbalanee m the Federal Hospital Insuranoe Trust 

22 Frmd In both the shoct-nage and loiig-rungê  and 
23 (2) to more effecMy oontrol medicare snpple-
24 raontazy mediosl ininrazue oosts. 
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1 (b) Usa OF iNwomim AasuMPnoNs.—The 
2 Boerdi of Trueteea aball UM the lotenaedieta aeeomptloDe 
3 dfttwribed in the 1996 tmraal reporte of each Boerde in 

4 making remmmendatloni under mibaeotion (a). . 
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MEDICARE TRUST FUND SOLVENCY PROBLEM 

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

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

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

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

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



REPUBLICAN MEDICARE CUTS 

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

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

ADDING TO ALREADY HIGH COSTS FOR SENIORS: Today, despite their Medicare 
benefits, health care consumes major amounts of older Americans' income. According to the 
Urban Institute, the typical Medicare beneficiaries already dedicate a staggering 21% (or 
$2,500) of their incomes to pay for out-of-pocket health care expenditures. 

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

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

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

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



THE REALITY OF MEDICARE GROWTH 

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

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

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

MAJOR BURDEN ON RURAL AMERICA 

• Reducing Medicare payments would disproportionately harm rural hospitals. 

Nearly 10 million Medicare beneficiaries (25% of the total) live in rural America where 
there is often only a single hospital in their county. These rural hospitals tend to be small 
and serve large numbers of Medicare patients. 

Significant cuts in Medicare revenues has great potential to cause a good number of these 
hospitals, which already are in financial distress, to close or to tum to local taxpayers to 
increase what are already substantial local subsidies. 

Rural residents are more likely than urban residents to be uninsured, so offsetting the 
effects of Medicare cuts by shifting costs to private payers is more difficult for small rural 
hospitals, 

Rural hospitals are often the largest employer in their communities; closing these hospitals 
will result in job loss and physicians leaving these communities. 

UNDERMINES URBAN SAFETY NET 

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



REPUBLICAN MEDICAID CUTS 

Republicans are considering cutting federal Medicaid funding by $160 to more than 
$190 billion between 1996 and 2002. The Republicans claim that they are not cutting the 
program, but simply reducing the rate of growth. Yet, these technical number disputes avoid 
the real question: who will be hurt, who will lose coverage and who will lose benefits if $160 
to $190 billion are cut from a program that provides critical health care services. It also 
ignores the fact that 3 to 4 percent of program growth is for the increasing number of people 
being covered, without which millions more Americans would be uninsured. 

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

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

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

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

• 5 TO 7 MILLION KIDS WOULD LOSE COVERAGE; and 
• 800,000 TO I MILLION ELDERLY AND DISABLED BENEFICIARIES 

WOULD LOSE COVERAGE, and 
• TENS OF MILLION LOSE BENEFITS: All preventive and diagnostic screening 

services for children, home health care and hospice services would be eliminated — 
as well as dental care if the $190 billion were cut; and 

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



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

The National AssQciation of Manufacturers says; 

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

Eastman Kodak says: 

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

American Hospital /Association says: 

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

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

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

American Association of Retired Persons says: 

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

Medicare cuts "would mean that over the next 5 years older Americans would pay at least 
$2000 more out of pocket than they would pay under current law. And over the next seven 
years they would pay $3489 more out of pocket." (March 6, 1995) 

"...[TJhe total number of Medicaid beneficiaries in need who would lose long-term care 
services...could reach 1.75 million in the year 2000." (March 6, 1995) 



The National Council of Senior Citizens says: 

"The facts do not warrant a panic approach or a fundamental recasting of Medicare. The 
trust fund is not about go belly-up; a seven-year window does not merit a panic button." 

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

Older Women's League says: 

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

Children's Defense Fund says: 

"States could make these cuts in several ways: by raising taxes substantially; by excluding 
groups of children from programs or putting them on waiting lists; by reducing benefits or 
the quality of services; or by making low-income families pick up more costs through co-
payments and fees. Regardless of which method is chosen, the overall effect would be large. " 
(April 19, 1995) 

Catholic Health Association says; 

"Budget cuts of such magnitude [in Medicare and Medicaid] would attack the very fiber of 
these programs and, in fact, decimate them. Consequently, the Catholic Health Association 
believes that Congress should put aside consideration of tax cuts for now and refocus the 
debate on how best to solve the deficit problem. " (March 2, 1995) 



THE WHITE HOUSE 
W A S H I N Q T O N 

May 1, 1995 

The Honorable Newt Gingrich 
Speaker 
United States House of Representatives 
Washington, D.C. 20515 

Dear Mr. Speaker: 
i 

The President haa asked me to respond to your letter of April 28, 1995. As the 
Administration haa shown over the last two and a half years, we arc committed to reducing 
the deficit and achieving meaningful health care reform. We continue to seek progress on 
both of these fronts, while also making our tax system fairer and our system of investing in 
education and children even stronger. 

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

Last year, tbe President spoke directly to the nation about the need to reform our 
health care system and made clear that further fedenl health savings needed to take place in 
the context of serious health care reform. In December 1994, the President wrote the 
Congressional leadership and made clear that he would work with Republicans to control 
health care spending in the context of serious health care reform. The President repeated this 
offer in his 1995 State of the Union speech. 

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

Moreover, the over $300 billion in Medicare cuts over seven yean - the largest 
Medicare cut in history - you are reported to be considering would be completely 
unnecessary if you did not have to pay for a seven-year $345 billion tax cut that goes 
predominantly to well-off Americans. Ho amount of accounting gimmicks, separaie 
accounts, dual budget resolutions or reconciliations can hide the reality that you are 
essentially calling for the largest Medicare cut in history to pay Jvr tax cuts for the well-off. 

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



less coverage and lower quality, much higher costs to poor and middle income Medicare 
recipients who cannot afford them, a coercive Medicare program, and cost-shifting that could 
lead to a hidden tax on the health premiums of average Americans. That is why it is 
essential to deal with the Medicare Trust Fund in the context of health care reform that 
protects the integrity of the program, expands not reduces coverage, and protects choice as 
well as quality and affordability. 

The Medicare Trust Fund is an important issue that needs to be addressed in a 
bipartisan way in the context of larger health care reform. To do that, you must first meet 
the requirements of the bu - et law that Congress pass a budget resolution. The April 15 
deadline has passed, and tk American people are still waiting to see the new Republican 
imyority fulfill this responsibility. If you really want to work together on the Medicare Trust 
Fund, you must first pass a budget plan that fully specifies how you plan to balance the 
budget and pay for the proposed tax cuts. 

We hope that you will work hard to respond to these Issues. The Administiation and 
the American people continue to await your proposals. 

jn E. Panetta 
Chief of Staff 
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April 28, 1995 

The Honorable Bill Clinton S 
The While House 
Washingion, D.C. 

Dear Mr. President: 

I write to you out of deep concern for the future of Medicare. The most recent reports of 
the Medicare Hospital Insurance and Supplementary Medical Insurance Trustees paint a grim 
picture of the futnre cf Medicare and make clear tliat immediate acrlon is needed to "nKiii-e. 
Medicare's survival. 

1>e Trostees' repoits predict dire results from a failure t? address tbe growth rate in both 
parts of the Medicare program. Foar of the Trnsiee? are your own Secretaries of the Treasury, 
Labor, and Health imd Kum^n St?nvioe£ Depaitm^nli" and the Commissioner " f Social See-iirily. 
Tbe Trustees indicate.! in both their 1994 and 1995 reports that urgent action is necessary. 

"...the HI program is severely cut of balance and the Trustees believe lhat Congress musl 
take timely action tc- iuidririenUJlly reform the HI1 prcrgram and control related program 
expenditures." 

j 99-1 P-i.-'̂ d •jflrt.ik-cs Ainuai JleporL Kovpi^l ImLiiinco TrtLii FiLid 

Last ye?r, you a^eed thai program expenditures should be slowed, and you proposed v~> 
reduce, the rate cf growth by SI'S biliion. Congress i i i noi eruict these refoirns due to 'heir 
entangiement in your health 'efo-tn nroposai. 

Thi? veir, the Trustees warning Is even more dire: 

"To bring the HJ program in^o accuariai baiL-nci even for the first 25 ye.irs. .-;iihr:r onfljvs 
v.ou'c have io be reduced by 30 peTcei.it or income increased by 4A percent (or some 
r.o^b-nation thereof! . the HI program k Se'.e-ely cut of findnds! baiiinee and ihe 
Tp.:-.-tees believe that the Congress n.us- take timeiy action to esu'.b'.ish !ong-ttrrr 
f:nnnci<ii s'.iibility fi;-:" tiie nrofjuin 

i 9'7; .Sapple:ricr.'.̂ .l Mtdical Itisurance Ret/or. tron; Secretaries Reich, Rijb.n 
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M. Walker, and Bruce C. Vkdek, Adminisu-aior of HCFA and Secretaiy to the 
Board of Trustees. 

" ...growth rates have bê n $o rapid that outlays of the program have increased 53% in 
aggregate and 40% per en.ro I ice in the last five years...The Trustees believe that prompt, 
effective.-, and decisive action is necessary." 

1995 Hospital Insurance Trust Fund Anruial Report, from Secretaries Reich, Rubin 
and Shalala, Commissioner Chater, Public Trustees Stanford G. Ross, and David 
M. Walker, and Bruce C. VTadek, Adminisa-atcr of HCFA and Secretary to rhe 
Board of Trustees. 

Par. B costs per beneficiary were S2,0^6.00 ir. 1994. !n the year 2002, the ytai in which 
the Trustees prediot banl>jruptcy f^r rhe Part A program, costs per beneficiary -ire esiimated to be 
S4.43C.47. This is obvioasiy an unsustainable rate ofgrvvtL yet \'our n-ost recent budget, 
ho'.vever, conained no new proposals other tlian minor e.̂ ensic'ns of current law to lunil the 
gro^vth of the Fart B program. 

In the stibrnissiorj of yuur Health Security Act last year, y-.m noted thai Medicai'e refoni) 
should only be accomplished m the context of comprehensive health care reform legislation. The 
public Trustees ciearly believe such ration unwise, indicating in the 1995 report tliat Medicare 
savings should not be considered for any oth^r purpose: 

"...it is now clear that Medicare refonr. needs to be addressed as a disiinci legislative 
initiative...Tlie- idea that reductions in Medicare expenditures should be available for other 
purposes, including even other health care purposes, is mistaken." 

Public Trastees David Walker and Stan Ross, 1995 Hospital Insurance Trustees 
Repon 

Given rhe urgency with which die Trustees have: spoken, die Congress intends to address 
the Nledicare crisis tlus year. V»'e believe the American people expect us to work together cn 
issues es irnpertani as the Menicare program. Wc ask tl:a'. you direct Secretaries Reich, Rubin 
and Shaiila, Commissioner Chster.. aiid Adminisuato: Viadek to make recommcr.dations to the 
Congress no ia-erihan May I t , 1995. Specificaliy, we beiievc these recomiiiendaiions should 
address these concerns and questions: 

Medicare b^nknjptcy his onen boon po t̂pcoed by liix increase The musl recent tax 
••.crease meiel; pes-poneci bcnl'-ruĵ tcy by one or two yf-.-irs; the onderiyina gro'-'.th rate 

:'e:ni-ins unaddreised arid the program is no closer io long tenn soivenry The Tru<'.ees 
reco.-nrr.tnd t-̂ ":- 2̂  year solvency tê is for the HI Trust Fund. Flease present proposals 
:hMi -.von-d make Medicare .meet bo-h tests. U is ohviousiy itiappropriiitt thai fne 
r̂ -co-inmrT.datior..̂  conrermoij Paib.. A merely shifts its costs ;c Par! fi . nr-cticular.'y given 
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the Trustees concerns about cos', increases in the Supplemental Medical Insurance 
program. Does the Administration recommend tax increases? 

The Public Trustees of the Medicare Hospital Insurance Trust Fund have stated 
unambiguously that Congress should undertake Medicare reform independent of any 
other health care reform activities Do you believe that the Public Trustees are wrong in 
this assessment? Vr ., 

The Trustees recommend conto'ling the rate of growth for the Supplemental Medical 
Instirance program. Please rec jn.raen J proposals to reduce the program1'. co<ts 

The Adminstration's latest guidance cn Medicare reform remains their 1994 proposals, 
which would result in Medicare savings of about S118 billion, i he Administratior. has. 
indicated its support for inirtmental reform. Do you continue to support diese proposals-

We will provide a more detailed set of questions in a later corxnunicatlon. 

We bf-.heve there is no excuse to ignore the problem of Medicar:-, a program that will 
spend more than it takes in next year, and will be completely unable to pay benefits in seven 
years 

Next week, you are convening the Fourth White House Conference un Aging, a 
nonpanisan event that occurs oniy once even' decade. Tne final ageoda for the Conference 
indicates that healLh i i the primary concern of die delegates. Surely , this is Lne time to begin 
building a nationa! consensus on how to make Medicare solvent. 

Sincerely, 

>.Tcwt Gingrich 



FORTNEY PETE STARK coMMrrrEES: 
THIHTEENTH DISTRICT, CALIFORNIA W A Y S A N D M E A N S 

CONGRESS O F T H E UNITED STATES D [ s m [ C T O F C°LUVIBIA 

HOUSE OF REPRESENTATIVES 
WASHINGTON, D.C. 20515 

MEDICARE CUTS? LOOK WHAT 
REPUBLICANS SAID LAST YEAR! 

Dear Democratic Colleague: 

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

Last year all 14 Republican Members of the Ways and Means Committee 
signed the following minority views to HR 3600, the Health Reform bill: 

"The reimbursement levels of medicare have reached potentially 
disastrous levels, as ProPAC's current report underscores. 

"Anyone who doubts this only has to look at the current Medicare 
program for the elderly and the Medicaid program for the poor. 
For more than a decade, Congress has cut back on payments to 
doctors and hospitals until they no longer cover the cost of care 
for Medicare and Medicaid patients—and the additional massive 
cuts in reimbursement to providers proposed in this bill will 
reduce the quality of care for the nation's elderly." 

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

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

Sincerely, 

Pete Stark 
Member of Congress 

P r i n t e d o n R e c y c l e d P a p e r . 
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^ ' r t r i <Sirgrith 

(Bcargin 

(Office af il|e Speaker 
^slntttCi ̂ tatce 3&mse of Jle}jr«cntatt&es 

SS^aipttgttm, ^CC 20515 

April 28, 1995 

The Honorable Bili Clinton ^ 
The While House 
Washington, D.C. 

Dear Mr. President: 

I write to you out of deep concern for the future of Medicare. The most recent reports of 
the Medicare Hospital Insurance and Supplementary Medical Insurance Trustees paint a grim 
picture ofthe fur.ire of Medicare and make clear tliat immediate action is needed to ensure. 
Medicare's survival 

The Trustees"' reports predict dire results from a failure to address the growth rate in both 
parts of the Medicare program. Foar of the Trustees are your own Secretaries of the Treasury, 
Labor, and Heallh and Kum&n Services Departments and the Commissioner of Social Security. 
'Che Tnistees indicate,!, in both their 1994 and 1995 reports that urgent action is necessary. 

"...the HI program is severely cut of balance and the Trustees believe lhat Congress mwA 
take timely action tc fundpnientally reform the HI program and control related program 
expenditures." 

1994 ho-̂ cd of Trtitees A-muai JleporL Ko^pi'al Iniuxance Trusi Fund 

Last year, ycu agteed that program expenditures should be slowed, and you proposed to 
reduce the rate of growth by Sl IS' biliion. Congress did not enact these reforms due to their 

L- entanglement in your health tefonn proposal. 

This year, the Trustees warning is even more dire: 

"To bring the HI program into actuarial balsrice even for the first 25 years—either outlays 
would have to be reduced by 30 percent or income increased by 44 percent (or some 
combination thereof)...the HI program is severely out of financial balance and the 
Tnistees believe that the Congress must take timely action to establish long-term 
financial sUibility for the program." 

1995 Supplemental Medical Insurance Repon from Secretaries Reich, Rubin 
and Shalala, Commissioner Chater, Public Trustees Stanford G Ross, and David 
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M. Walker, and Bruce C. Viadek, Administraior of HCFA and Secretaiy to the 
Board of Trustees. 

"...growth rates have been so rapid that outlays of the program have increased 53% in 
aggregate and 40% per enrollee in die last five years...The Trustees believe that prompt, 
effects va, and decisive action is necessary." 

1995 Hospital Insurance Trust Fund Annual Report from Secretaries Reich, Rubin 
and Shalala Commissioner Chater, Public Tnistees Stanford G. Ross, and David 
M. Walker, and Bruce C. VTadek, Administrator of HCFA and Secretaiy to the 
Board of Trustees. 

Par. B COSLS per beneficiary were $2,(K6.00 ir. 1994. In the year 2002, the year in which 
the Tnistees predict bankruptcy for the Part A program, costs per beneficiary are esiimated to be? 
S4.43C.47. This is obviously an unsustainable rate of grvvth. yet your moat recent budget, 
however, contained no new proposals other than minor extensions of current law to limit the 
growth of the Fart B program. 

In the submission of yuur Health Security Act last year, you noted that Medicare reform 
should only be accomplished in the context of comprehensive health care reform legislation. The 
public Tnistees ciearly believe such r-ction unwise, indicating in the 1995 report that Medicare 
savings should not be considered for any otfor purpose: 

"...it is now clear that Medicare reform needs to be addressed as a distinct legislative 
initiative...Tlie idea that redactions in Medicare expenditures should be available for other 
purposes, including even odier health care purposes, is mistaken-." 

Public Trjstee5 David Walker and Stan Ross, 1995 Hospital Insurance Trustees 
Report 

Given the urgency with which die Trustees have spoken, tlie Congress intends to address 
the Medicare crisis this year. V/e believe the American people- expect us to work together on 
issues £5 important as the Medicare program. We ask that you direct Secretaries Reich, Rubin 
and Shalala, Commissioner Chater and Administrator Viadek to make recommendations to the 
Congress no later than May 15, 1995. Specifically, we believe these recommendations should 
address these concerns and questions: 

.Medicare bankruptcy hss often been postponed by tax increase Tlie most recent tax 
mcrease merely postponed banlcmptey by one or two years; the underlying growth rate 
remains unaddressed and ihe program is no closer to long term solvency. The Trustees 
recommend two 25 year solvency tests for the HI Trust Fund. Flease present proposals 
that would make Medicare meet both tests. It is obviously inappropriate that ihs. 
recommendations concerning Parts A merely shifts its easts tc Part 0. particularly given 
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the Trustees concerns about cof;t increases in the Supplemental Medical Insurance 
program. Does the Administration recommend tax increases? A , ; y ,.7 

The Public Trustees ofthe Medicare Hospital Insurance Trust Fund have stated 
unambiguously Lhat Congress should undertake Medicare reform independent of any 
other health care reform activities. Do you believe that the Public Trustees are wrons in 
this assessment? V ^ j " 

The Trustees recommend connolling the rate of growth for the Supplemental Medical 
Insoranee program. Please recommend proposals io reduce the program'?, costs. 

The Adminstration's latest guidance on Medicare reform remains their i 994 proposals, 
which would result in Medicare savings of about Sl 18 billion. The Administration has 
indicated its support for incremental reform. Do you continue to support tliese proposals? 

We will provide a more detailed set of questions in a later communication. 

We believe there is no excuse to ignore die problem of Medicare, a program that will 
spend more thaa it takes in next year, and will be completely unable to pay benefits in seven 
years 

Next week, you are convening the Fourth White House Conference on Aging, a 
nonpartisan event that occurs only once every decade. The final agenda for the Conference 
indicates tha; health is the primary concern of die delegates. Surely , this is the time TO begin 
building a national consensus on how to make Medicare solvent. 

Sincerely, 

Newt Gingrich 
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THE WHITE HOUSE 

WASHiNorroN 

May 1, 1995 

The Honorable Newt Gingrich 
Speaker 
United States House of Representatives 
Wishington, D.C. 20515 

Dear Mr. Speaker: 

' The President has uked me to respond to your letter of April 28, 1995. Ai the 
Administration hu shown over the last two and a half years, we are committed to reducing 
the deficit and achieving meaningful health care reform. We continue to seek progress on 
both of these fronts, while also making our tax system fairer and our system of investing in 
education and children even stronger. 

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

Last year, the President spoke directly to the nation about the need to reform our 
health care system and made clear that further fedenl health savings needed to take place in 
the context of serious health care reform. In December 1994, the President wrote the 
Congressional leadership and made clear that he would work with Republicans to control 
health care spending in the context of serious health caie reform. Hie President repeated this 
offer in his 1995 State of the Union speech. 

Despite these repeated calls for significant action on health care reform, the reply 
from the Republicans has been silence. Indeed, the only proposal in the Contract with 
America that specifically addresses the Medicare Trust Fund would explicitly weaken it by 
S27 billion over seven years and undo some of the progress made in 1993. 

Moreover, the over $300 billion in Medicare cuts over seven years - the largest 
Medicare cut in history - you are reported to be considering would be completely 
unnecessary if you did not have to pay for a seven-year $345 billion tax cut that goes 
predominantly to well-off Americans. No amount of accounting gimmicks, separate 
accounts, dual budget resolutions or reconciliations can hide the reality that you are 
essentially calling for the largest Medicare cut in history to pay fbr tax cuts for the -well-off. 

The President has long stated that making significant cuts in Medicare and Medicaid 
outside the context of health care reform will not work. Such dramatic cuts could lead to 
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less coverage and lower quality, much higher costs to poor and middle income Medicare 
recipients who cannot afford them, a coercive Medicare program, and cost-shifting that could 
lead to a hidden tax on the health premiums of average Americans. That is why it is 
essential to deal with the Medicare Trust Fund in the context of health caie reform that 
protects the integrity of the program, expands not reduces coverage, and protects choice as 
well as quality and affordability. 

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

We hope that you will work hard to respond to these Issues. Hie Administration and 
the American people continue to await your proposals. 

)n E. Panetta 
Chief of Staff 



May 2, 1995 

MEMORANDUM TO THE SECRETARY OF TREASUR 

Through: Ben Nye 

From: Gene Sperling 

Subject: Medicare Trust Fund Q&A 

I just wrote these up now, so I haven't had a chance to vet them around here, but I 
think they are on point and could be helpful for your press briefings today. Let me know 
what you think as I may edit these and circulate them later. 

1: QUESTION: REGARDLESS OF THE REPUBUCANS FAULTS, ISN'T THE 
PRESIDENT ABDICATING RESPONSIBILITY FOR COMING UP WTTH A 
SOLUTION TO THE MEDICARE TRUST FUNDS ISSUE: 

ANSWER: 
• President's Budget Strengthened Trust Fund: Nothing could be further from the 
truth. When the President came into office the Trust Fund was running out of funds in 
1999. Through tough actions that the President passed, and every Republican opposed, 
the Trust Fund was strengthened by three years. 

• Sought Greater Progress in Health Care: The President then proposed a highly 
detailed health care proposal that would have significantly strengthened the Medicare 
Trust Fund, and again was opposed by most Republicans. 

• Still Reaching Out to Republicans to Strengthen Medicare in the Context of 
Health Care Reform: Since the election, the President has made clear that he still 
wants to work on cost issues with the Republicans but that it has to be in the context 
of health care reform, and not a context in which Medicare is being used as a cover to 
pay for tax cuts for the most-well off or in which the budget is being balanced on the 
backs of seniors. 

• Still Haven't Seen their Budget — Don't Know if Serious Effort to Reform 
Health Care, or cover to cut Taxes or slash Medicare for Campaign Promises: We 
have still not seen their budget, however, and every indication we have is that they are 
trying to slash Medicare outside the context of health care reform, and indeed cut $305 
billion in Medicare that would be unnecessary without their huge $345 billion tax cut 
over seven years. Our record demonstrates our commitment to work with them on this 
issue, but we cannot do that until they at least lay down a detailed budget that makes 
clear what their trade-offs are and whether they are really working on Medicare Trust 
Fund or just using it as a bank to pay for campaign promises. 



2. QUESTION: WHAT IS WRONG WITH A BIPARTISAN COMMISSION? 

ANSWER: The problem is that we still do not know the basic issues of whether they 
want to cut Medicare to pay for tax cuts and whether they want to slash Medicare 
outside of the context of health care reform. They need to fulfill their obligation to lay 
down a budget that makes clear their trade-offs and gives us the answer to the 
fundamental questions we have raised. Until we have seen their budget 
and have some of these answers, talk about Commissions is premature and in fact, 
seems to be being used to avoid laying out their budget as we have done three years 
in a row. 

3. QUESTION: DO YOU SUPPORT TAKING MEDICARE OFF BUDGET? 

ANSWER: 

Accounting Gimmick: This is purely an accounting question that does nothing to 
address the fundamental questions of whether these are cuts to pay for tax cuts, and 
whether the approach they will take will be slashing Medicare and Medicaid, or 
addressing those programs in the context of serious health care reform. 

They Are Seeking to Blur Fact they are Cutting Medicare to Pay for Tax Cuts 
for the Well-off: Right now, the Republicans have a seven year tax cut of $345 
billion and are considering a $305 billion cut in Medicare — the largest in history. 
They clearly want to create the perception of separate accounts or separate budget 
processes so as to hide from the American people the fact that their entire Medicare 
cut is going to pay for their tax cut — or put another way, their entire Medicare cut 
would be unnecessary if they didn't have to pay for a huge tax cut that 
disproportionately benefits the most well-off Americans. 

Gingrich Spokesperson Concedes will be Connected to Budget:Indeed, 
Gingrich's spokesperson Tony Blankley candidly admitted "At the end of the 
process, whatever solutions are reached on Medicare will be part of the 
budget's bottom line." 

New York Times: "Little Meaning": As the New York Times said, "The 
Republicans will adopt new budget rules setting Medicare "off budget" and 
asserting that no cuts in Medicare could be used for anything but to shore up 
the Trust Fund. As a practical matter, this has little meaning. When the deficit 
is calculated, off budget items are counted the same as others.... Hie 
Republicans will still have to propose large cuts in projected spending for 
Medicare if they hope to balance the budget." 



Q: BUT AREN'T THE REPUBUCANS TRYING TO BE RESPONSIBLE BY 
ADDRESSING THE MEDICARE TRUST FUND? 

ANSWER: After Opposing all of President's Clinton's effort to strengthen the 
Trust Fund for over two years, Republicans only showed interest after a Trustee 
Report that showed the Medicare Trust Fund had slightly improved. It is clear 
that the crisis they discovered, is the one they created for themselves by 
promising a huge tax cut and excessive deficit promise that they could only 
achieve with the largest Medicare cut in history. 

Let's Be Clear on the Record: 

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

Republican Response: Every Republican opposed these efforts and voted 
against the President's deficit reduction plan. 

1994: Last year, the President spoke directly to the nation about the need to 
reform our health care system and made clear that further federal health savings 
needed to take place in the context of serious health care reform. In December 1994, 
the President wrote the Congressional leadership and made clear that he would work 
with Republicans to control health care spending in the context of serious health care 
reform. 

Republican Response: Most Republicans fought health care reform and 
never seriously raised the Medicare Trust Fund issue as a reason to go 
forward on health care reform. 

1995: The President repeated his offer to work with Republicans to control costs and 
expand coverage in his 1995 State of the Union speech. 

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



The President still Stands Ready to Work on the Medicare Trust Fund, But it 
Must be Clear whether Republicans will do this in the context of Health Care 
reform as opposed to using Medicare as a bank to pay for tax cuts: The President, 
of course believes more needs to be done on the Medicare Trust Fund, but that it must 
be done in the context of health care reform and certainly not as a cover to pay for tax 
cuts for well-off Americans. Until, they fulfill their legal obligation to lay out a 
detailed budget plan, there is no way for us or the American people to understand the 
trade-offs they are making. 



May 15, 1995 

Note to Chris Jennings 

Subject: Your HI t r u s t fund information request 

1. President's Baseline compared to CBO and Trustees Baselines 

Level of cuts to maintain solvency 
1995-2002 1995-2004 

CBO $164 B 
President's Budget $126 B $213 B 
Trustees Report $147 B $252 B 

Domenici used the CBO baseline and would cut $164 from Part A 
to maintain HI solvency u n t i l 2002. The level of savings isj 
equivalent to a cap of 4.8% on the annual growth i n Medicare; 
spending. j 

The President's budget baseline i s lower than both the CBO, 
baseline and the Trustees' report. The President's budget hasl 
a lower CPI, marketbasket, and real wage growth than the 
Trustees report. 

2. 100% t r u s t fund r a t i o and negative cash flow 

A t r u s t fund r a t i o above 100% means that at the s t a r t of each 
year, there are s u f f i c i e n t funds available i n the t r u s t fund 
to pay anticipated expenses. Thus, a r a t i o above 100% 
provides a cushion i n case payroll tax revenues collected over 
the course of the year are not s u f f i c i e n t to pay the b i l l s . 

i 

i 
Negative cash flow means that payroll tax revenues collectedl 
i n a year are not s u f f i c i e n t to pay the b i l l s and that! 
i n t e r e s t received on pr i o r payroll tax revenues needs to be 
tapped by the Treasury Department i n order to pay the b i l l s . 

Domenici keeps the t r u s t fund r a t i o above 100% i n each year 
over the 1995-2002 period. Even though the r a t i o i s above 
100%, he has negative cash flow because payroll tax revenues 
collected over the course of the year are not s u f f i c i e n t to 
pay ALL the b i l l s incurred during the year. 

Bruce Vladeck 
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TUB Honorable Shirley $. Chuttr 
ComMissioner of Social Security 
Social Security Adminiftration 
613 Hubert H. Humphrey Building 
200 lAdependenca Avenue, S. w. 
Baltimore, Maryland 20201 

Dear Comniaflloner Chater; 

Aa you know, t naa invited t&a Truste«s of the Medicare 
truat funds to appear at * hearing b«for« th* CotBmittea on 
Financw to diacu«f the atatua of the Medicare trust funds on 
April 25, 1995. Kowav*?, because only one of tha Truuttti waa 
available on this data, and bacauf* of the serioucnesa of this 
Itau*, I have rescheduled this hearing for May 9, 19951 at 9; 30 
a.m. 

The recent annual report• of tha Trustees raise serious 
concerns about the future of the Medicare program. Tha costs of 
the Medicare Hospital insurance (HX) progran currently exceed the 
incomfc to the Medicare Hi Trust runo from r.he HI payroll tax. 
The Medioare Hi Trust Fund is projected to be totally sxhaustad 
try 2002. The Truateea call for "prompt, effectivs, and decisive 
action." 

whatever actions are taken to address this problem will 
involva a l l of ths fsdsrsl Departments and agencies represented 
by the Trustees, ror this reason, J feel i t is imperative that 
al l of tha Trustees attend this hearing and engage in a 
discussion with the members of the Commit tea on Finance who will 
be rsaponsible for dstixwlning the course of action to be taken. 

I would appreciate receiving eonf Intuition of your attendance 
at che hearing as soon as possible. Pleasi contact Lindy Pauil, 
Staff Director and Chief Counsel, Contnittae on Finance. 202-224 • 
5000. 

Sincerely. 

BOB PACKWOOD 
•jSs? Kd Chaitwan 
•H-iionu;v:r \c \ -J. 
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Hr. Chairman and Member* of che Coranitt**i 

Tha Social Security Independence and Program improvement 
Act of 1994 (Public I*w 103-296. enacted on August 15, 1994), the 
law that eetabliahed Social Security aa an independent agoncy, 
alao deuignated the ComrsiaBionar of Social Security as a Trustee 
of the Sooial Security and Medicare truat funda. The law became 
effective on March 31, 1995. Aa a Trustee, I waa a aignatory to 
the 1995 Annual Report of the Board ot Truateea of the Federal 
Hoapital Inaurance <HI) and Supplemental Medical inaurancfi (SMI) 
Truat Funds which were issued on April 3, 

Like my fellow Trusteee, I am concornad with the findinga 
reported for the growth of costs for both the SMI and HI 
programs. However, it is the UI fund which requires more 
immediate attention. The KI fund will be able to pay benef its 
for only about 7 wore years, until 2002, and is out of balance 
for the long range as well. I agree with my fellow Truateea that 
affective and decisive action needs to be taken to addreas the 
financial imbalance in both the short range and the long range. 

The HI program pays for inpatient hoapital care and other 
related care for those age 65 and over, and for the long-term 
diaabled. In calendar year 1994, the HI program covered about 32 
million aged enrollees and about 4 million disabled enrolleee at 
a coat of $104.5 billion. Of this, $103,3 billion was for 
benefit payments, and $1.3 billion, or 1.2 percent of total 
outgo, was for adminiatrative expenses. 

Aa ia the oase with the Old Age, Survivora, and Dieability 
Inaurance programs, tha HI program is financed primarily throagh 
payroll taxes, with the taxaa paid by current workers and their 
employera used mainly to pay benefits for current beneficiaries. 
Income not currently needed to pay benefits and administrative 
expenaee become aesets of the HI truat fund. Theae aaeets may 
not be uaed for any other purpose. They are invested in 
intereat-bearing obligations of the United Stateu Governmont, and 
are backed by the full faith and credit of the Government. 

Payroll taxes of 141 million workers and their employera. 
amounting to $95.3 billion (•? percent of total income to the 
fund), were collected during 1994. Interest income from 
investmente by tha trust fund amotuited to 9.7 percent of total 
income. The remaining 3.3 percent of income oonaiated moatly of 
income from the taxation of Social Security benefits, a transfer 
from the railroad retirement program, transfers from the general 
fund Of the Treasury, md premiuma paid by voluntary HI 
enrollees. ' 
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The HI contribution rate* which tpply to taxable earnings 
are 1,45 percent for employera and employaaa, each, and 2.9 
percent for self'employed workers. The maximum taxable annual 
earnings amount was eliminated for 1994 and later years, so that 
the HI contribution rates are applicable to a l l covered earnings. 

The adequacy of the HI program's scheduled financing to 
eupport program costs in the futurs io examined under three sets 
of assumptions^ low cost, intermediate cost, and high cost. The 
Intermediate set of assumptions represents the Trustees' best 
estimate of future economic and demographic trends that will 
affect the financial statue of the program. Tho low cost 
alternative i s more optimistic, and the high coat alternative i s 
more peesimistic. under the intermediate aasumptions, the trust 
fund is projected to be exhausted in 3002, and undor the high 
coat and low coat alternativea. 2001 or 2006, respectively. 
Theae projectlone clearly indicate that under a range of 
plausible economic and damographio aaaumptions, the HI program is 
severely out of balance in the short range, and will become 
insolvent within the next 6 to 11 years under any of the three 
aete of aaaumptions. 

Under the intermediate asaumptions. the present financing 
schedule is sufficient to eneure the payment of benofito only 
over the next 7 years. The Truateea alao project the atatue o£ 
the truat fund over the next 75 years--the period which i s 
conaidered long range for program evaluation purposas. The Hi 
program i s out of what the Trustees call close actuarial balance 
for thia period. Actuarial balance is essentially the difference 
between annual incoma and coeto eummarived over a given period, 
if the balance ia negative, aa i t is now, the fund has an 
actuarial imbalance. 

The deficit i s generally expressed in terms of a percentage 
of taxable payroll. The deficit in thia year's reporL ie 3.52, 
slightly less than the difference of 4,14 in last year's report. 

Currently, about four covered workers support each HI 
enrollee. Thle ratio will begin to decline rapidly early in the 
next century. By tha middle of that century, only about two 
covered workers will support each anrollea. Not only are the 
anticipated reserves and financing of the HI program inadequate 
to offset thia demographic change, but the truat fund is 
projected to be exhausted before major demographic shifts begin 
to occur. 

The Trustees noted that Seme steps to reduce the rate of 
growth in paymenta to hospitals have been undertaken, including a 
proepective payment system for most hospitals, i t appaara that 
this reimbursement mechanism, together with payment limitation 
provisions enacted by Congress, has helped to constrain the 
growth in hospital payments and improved the efficiency of the 
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industry, the Trustees estimated that extending this payment 
system to other HI providers and further leoielani.on to limit 
payment increases could postpone the depletion of the HI trust 
fund for another 5 to 10 years. However, more substantial steps 
would be required to prevent the trust fund from bo tug exhausted 
beyond 2010, when the baby boom generation begins to roach age 
65. 

Hflcd for Uraant.AcciQa 
Mr. Chairman, it is important that the basic structure of 

health care and delivery of government services ba reformed. 
Although there is cifte to take measured and careful action to 
resolve Social Security's long-term imbalance, more immediate 
action is required to address the HI trust fund imbalance. 

Clearly, i t will not be easy to eolve the problems in the 
Medicare program. The Administration will need to work cloaely 
with the Congress on a bipartisan basis, and with experts and 
advocates in the health care field, to take additional actions to 
oontrol program costs and to address the projected imbalancea 
through legislation as part of broad'based health care reform. 
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MEDICARE TRUST FUND TALKING POINTS 

The Medicare HI Trust Fund shows modest improvement due to the actions taken in 
OBRA 1993 and a stronger-than-expected economy in 1994. Just 2 years ago. Trust 
Fund depletion was projected for 1999, now it has been delayed to 2002. Even with 
these improvements, however, the Trustees foresee financial problems for the 
Medicare HI Trust Fund. 

The financial problems faced by the Medicare HI Trust Fund reflect the problems 
affecting the entire health care system- The Administration looks forward to working 
with the Congress on developing lasting solutions to the Medicare fiscal problems in 
the context of broad-based health care reform. 

We need to do broad-based health reform because: 

Severe and arbitrary cuts focused solely on Medicare will create major market 
distortions that will produce additional problems for the rest of our health care 
delivery system. 

For example, (in the absence of reform) as the number of uninsured continues 
to grow, significant cuts in Medicare would severely strain, if not decimate, 
many of our fragile health care delivery systems in rural and inner-city 
communities. 

In addition, large Medicare cuts are likely to result in cost-shifting to many 
small businesses and individuals — to those Americans who are already paying 
the highest health insurance premiums in the nation. 
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POSSIBLE Q&As 

Q: Why isn't the President proposing a specific health care reform initiative and/or 
when will he submit one? 

A: The President remains committed to national health care reronn. What we've learned 
is that any broad-based health care reform solution must be done on a bipartisan 
basis. The President has invited the Republicans to work with him on developing such 
a plan. We stand willing and ready to work with them. 

Q: Congressional Republicans state that they are going to solve the problems of the 
Medicare HI Trust Fund through legislative initiatives. Is this believable? 

A: It certainly is ironic that while Congressional Republicans talk about placing the 
Medicare HI Trust Fund on sound finandal footing, both their "Contract" and tax bill 
now on the House floor calls for tax cuts for the wealthy that would funher weaken 
the Medicare HI Trust Fund. 

* (Avoid going into more detail, but if you must, do so on background): 

The Republicans propose to roll back the limited taxation of Social Security benefits 
for the 13 percent of beneficiaries with the highest incomes. Since these revenues 
from higher income beneficiaries are deposited directly into the HI Trust Fund, this 
further undermines the Trust Fund. 

Q: Would passage of the Health Security Act have solved the long-term financial 
problems of the Medicare HI Trust Fund? 

A: The Health Security Act would have strengthened the Medicare HI Trust Fund (as 
would any responsible broad-based health care reform). 
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BACKGROUND ON MEDICARE TRUSTEES REPORT 

On Monday, April 3, 1995, the Trustees reports for the Medicare Trust Funds will be 
released. The reports will conclude that the Medicare HI Trust Fund will be exhausted in 
2002. TTiis date represents an improvement over last year's report which predicted that the 
Tmst Fund would be exhausted in 2001. (The conclusion is based on the Trustees' 
intermediate set of assumptions — not too optimistic nor too pessimistic). 

Problematic findings 

• From 1996 on, the Medicare HI Trust Fund is predicted to pay out more in benefits 
each year than it receives in revenues. 

• The financial problems faced by the Medicare HI Trust Fund arc not new. In the 
1982-84 period, the TYust Fund would have similarly failed the actuarial short-term 
solvency test (ten years solvency). Those problems were addressed with temporary 
solutions. The Trust Fund's short-range financial problems re-cmerged in the early 
1990s. 

• While the short term (up to 10 years) solvency of the Trust Fund is the immediate 
focus of the Trustees Report, longer term projections (contained in this and previous 
years' reports) show the Trust Fund in serious long-term deficit. Right now, about 4 
workers support every Medicare beneficiary. By the middle of the next century, this 
ratio will drop to about 2 workers for each beneficiary. 

Moderating influences 

• Actions proposed by the Administration and enacted in OBRA 1993 extended the life 
of the Medicare HI TYust Fund. These include: 

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

Together, these actions postponed the date when the Trust Fund would be exhausted by about 
3 years. 

• Hospital cost inflation in recent years has been lower than expected. This has 
improved the financial situation of the Medicare HI Trust Fund. In 1994, stronger-
than-expected economic growth also contributed to the health of the Trust Fund. 

• The Trustees are proposing that the Quadrennial Advisory Council for the Medicare 
Program be re-established in order to recommend effective solutions to the Medicare 
problems. 
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SOCIAL SECURITY TALKING POINTS 

The 1995 Repon 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 taxes than needed to pay today's 
benefits. 

The cash-flow surpluses are projected to continue through 2013, and the trust fund 
will be depleted in 2030, one year later than projected last year. Thus, social security 
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 75 years (estimated to be 2.17 percent 
of payroll this year — virtually the same as last year's estimate of 2.13 percent)-

The Quadrennial Social Security Advisory Council is scheduled to report this summer 
with specific recommendations to deal with the program's long-term deficit. 



MEMORANDUM 

TO: Carol and Laura April 17, 1995 
FR: Chris J. 
RE: Quadrennial Commission 
cc: Gene, Bill, Jen, Jeremy, Tom 

In this year's report, the Social Security Trustees recommended "legislation to reestablish the 
Quadrennial Advisory Council for the Medicare Program." (The authorization for the 
previous Commission was repealed in the legislation which established the independent Social 
Security Administration.) The stated intent of the recommendation was to establish a body 
to "provide information that will help lead to effective solutions to the problems of the 
program." Obviously, these "problems" relate to the Medicare solvency issues. 

In their recommendation, the Trustees made no reference as to when recommendations would 
be due, nor as to the membership of the Commission, nor as to who would make the 
appointments to the Commission. Having said this, if the legislation authorizing this 
Commission is consistent with that of prior quadrennials, the language would read that the 
Secretary appoints all the members. While the Secretary would be directed to produce a 
non-political, balanced group, past authorizing language has given the Secretary (and 
therefore the Administration) fairly wide latitude. Lastly, if history is any guide, these 
Commissions' reports are usually due out 12-24 months AFTER appointments are made. 

HHS has drafted up some authorizing language for the Commission. The current draft calls 
for a Chairperson and 12 other individuals who are to be made up of representatives of 
beneficiaries, providers, employers and employees. It directs the Commission to report not 
longer than 2 years after appointments are made. No final decision has been made as to 
whether and, if so, when such legislation should be sent up. 

If you desire, we can make certain that all testimony and talking points prepared for 
Administration officials addressing the Medicare Trust Fund incorporate references to the 
Trustees' Commission recommendation. An argument can be made that references to the 
Quadrennial as a lead on the Medicare issue might sound a bit defensive and places the 
argument over Medicare on the Republicans' "Trust Fund" turf. As an alternative, we might 
want to suggest that discussions of the Commission should be limited to "pushy" questions 
and answers on this issue. 



Donna Shalala has also asked that I advise you that she believes that we should tum the Trust 
Fund issue onto the Republicans. She thinks we can place Republicans on the defensive with 
a call for them to start delivering on their rhetoric with some specifics. She suggests that we 
should reference the President's repeated calls for them to take on the health reform issue, 
with the only response being either silence or suggestions of deep Medicare and Medicaid 
cuts — outside the context of reform. 

Regarding the above two paragraphs, if you have any preferences for what/how our message 
should be delivered, please advise. Lastly, do you wish for me to send around information on 
the Quadrennial Commission to interested parties inside the White House? Or, do you 
believe our revised draft talking points (see attached) will be sufficient? 
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For Release Upon Delivery 
Expected at 9:30 a.in. 
May 9,1995 

STATEMENT OF ROBERT E. RUBIN 
SECRETARY OF THE TREASURY 

BEFORE THE SENATE FINANCE COMMITTEE 

Mr. Quurman and Members of the Comminee: 

As Managing Trustee and Chairman of the Social Security and Medicare Boards 
of Trustees, I am pleased lo provide this stateirem tn the Fuunce Conunittee. As you 
know, the Boards, which meet twice a year, now consist of six members with the Social 
Security Commissioner added to the Secretaries of Treasury, Health and Humtia Servlias 
and Labor as govemment trustees, and two members of the public as public trustees. 
The Trustees are required by law to report annually to the Congress on the financial 
status of the Sodal Security and Medioare Trust Funds. Tha reports are prepared hy 
actuaries in the Social Security Administration and the Health Care Financing 
Administration, using the Trustees' economic and demographic assumptions. 

This statement summarizes the financial problems of the Medicare program and 
the Tnistees' response as reported in the 1995 Annual Reports. Medicare is an integral 
part of the nation's network of programs that protect the financial security of older 
Americans. It was created because many reiirees, unable to purchase health care 
insurance, faced the possibility of overwhelming health care costs on themselves or their 
children. Medicare has significantly reduced the potential for such outcomes, and with it, 
the anxiety of senior citizens and their children. Few issues are of greater concern to 
retirees and to working families than the spectre of covering health care costs in old age. 

Tbe reports show that the hospital insurance (HI) program will be exhausted by 
the year 2002 and that the costs of the supplementary medical insurance (SMI) program 
are rising rapidly as a percent of Gross Domestic Product (ODP). The Trustees have 
recommended prompt action to deal with the Medicare financing crisis. To facilitate 
such action, the Trustees have colled for the reinstitution of tha Quadrennial Advisory 
Council for the Medicare program. 

The Administration believes the Medicare financing crisis would be best bandied 
in the context of overall health cara reform. Our judgment is that attempts to solve the 



10:202-395-6148 APR 28'95 6=35 No.008 P.03 

Medicare fir^ring crisis in the absence of health care reform tftVea us several ftteps 
away from a good national health care aystem. Even if such attempts succeed in 
balancing Medicare's revenues and expenses, they will create and intensify other 
problems - in public health, in the lack of insurance coverage, and in the cost of other 
government programs resulting in no net improvement in overall social well-being and, 
could perhaps end up leaving us worse off. 

The Clinton Administration supports Medicare, and we support a solvent 
Medicare system. This Administration stands ready to work with Congress to solve 
current problems with the program. 

tfaflire of Medicare Tmst Funds 

The Medicare program consists of two separate prograims which pay hospital and 
supplemental medical benefits. The HI program pays for inpatient hospital care and 
other related care for those age 65 and over, and for the long-term disabled. In 1994, HI 
covered about 32 million aged and about 4 million disabled enrollees at a cost of $104i 
billion. 

Hie HI program is financed primarily by payroll taxes, with the taxes paid by 
current workers and their employers used mainly to pay benefits for current 
beneficiariea. Income not currently needed tn pay benefits and related expenses is held 
in the HI Trust Fund and is invested in certain interest-bearing obligations of the U.S. 
Govemment 

The SMI program is an optional program that pays for physician services, 
outpatient hospital services, and other medical expenses fbr penons aged 65 and over 
and for the long-term disabled. It is financed by individual premiums and income 
contributed from general revenues hy tho federal govemnwnt. The monthly premium for 
basic Part B benefits is $46.10 this year, an increase of $5.00 per month from 1994. In 
1994,35 million persons, about 98 percent of all HI beneficiaries, were covered by SMI. 
Program disbursements during the year amounted to $603 billion. 

The SMI program is comparable to yearly renewable term insurance. This means 
that the SMI program is financed on an accrual basis with premiums and matching 
general revenue income established each year at a level intended to equal the oosts for 
medical care services incurred in that year. The SMI Trust Fimd holds all of the income 
not currently needed to pay benefits and related expenses. 'ITie assets of the trust fimd 
should always b* sufficient to cover the claims that have been incurred by enrollees but 
not yet paid by the program and, also, to provide an appropriate contingency level in 
case actual cents exceed projected costs. Tmst fund assets may not be used for any other 
purpose; however, they may be invested in cenain interest-bearing obligations of the 
federal government. 
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yjnandal Status of the Mcdigflra Trust P»nd>; 

HI Trust Fund 

On April 3,1995, tht Medicare Board of Tnistees reported that the HI Trust 
Fund Is expected to be exhausted In 2002, one year later than projected last year. This 
slight improvement reflects mainly the effects of OBRA93, the stronger-than-expected 
economy in 1994, and less than expected recent cost increases. Nevexiheless, the HI 
Trust Fund fails the short-term (10- year) test of actuarial balance and the Trustees 
again notified the Congress of this fact under Section 709 of the Social Security Act. At 
the end of 1994, the trust fund held assets of about $130 billion, roughly 117 percent of 
annual outlays. 

Over the long term, the 75-yeax actuarial balance (interpreted as the amount of 
payroll tax increase or benefit reduction needed to balance the trust fund over the next 
75 years) was reduced substantially from last year's estimate of 4.14 percent of payroll to 
3 J2 percent of payroll The 25'year balance was also reduced from last year's estimate 
of 1.61 pwccftt of payroll to 133 percent of payroll. The reduction in the deficit 
measured over tbe 25- or 75-year horizon is largely the result of lower expected future 
increases in Medicare hospital costs, based un the recently observed slowdown in 
program expenditures. 

Th© 1995 report continues to show the system with rising deficits throughout the 
projection period. Programs cosls have exceeded payroll tax revenues since 1993 and are 
not expected to fall beU>w revenues during the projection period. The projections show 
HI program outlays rising substantially in the future - increasing from 1.6 percent of 
ODP in 1995 to 4.5 percent in 2069, the end of the projection period. At the end of Uie 
75-year projection period, the gap between expected outlays and expected revenue will 
have risen to 6.8 percent of payroll. Thus, the Trust Fund is substantially out of long-run 
"close actuarial balance." 

SMI Trust Fund 

As indicated, th* SMI Tmst Fund is used to pay for physician fees, outpatient 
care, and cenain related services. As noted above, it is financed by beneficiary 
premiums (recently, approximately 30 percent of costs) and general revenues. The 
concept pf actuarial soundness used for SMI is closely related to the concept applied to 
many private group insurance plans. The actuarial soundness of the program is 
traditionally evaluated over the period for which the enrollees premium rate and the 
level of general revenue financing have been established. The primary tests of actuarial 
soundness are that: (1) the assets and income for years for which financing has b«en 
established should be sufficient to meet the projected benefits and associated 
administrative expenses incurred for that period, and (2) the assets should b* sufficient 
to cover projected liabilities that will have been incurred by the end of that time but that 
will not have been paid yet 
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Tbe financing established thruugh December 1995 is sufficient to cover projected 
benefits and administrative costs incurred through that time. This financing will maintain 
a level of trust fund assets that is adequate to cover a reasonable degree of variation 
between actual costs and projected costs in case actual costs exceed projected costs. On 
this basis, the SMI program is considered actuarially sound. 

The Trustees continue to project rapid growth in SMI program costs well into the 
future. Outlays have increased 53 percent in the aggregate and 40 percent per enrollee 
just in the last five years. During the same period, the program grew about 19 percent 
faster than the overall economy. Although these increases are a little below the 
comparable rates reported hmt year, they are cdll substantial. The cost of the program is 
projected to rise from 1 percent of ODP in 1995 to 4.3 percent in 2069. 

HhtnTV of Medimre Costs 

HI Program 

The Hospital Insurance program has experienced financial difficulty since its 
inception in 1966 due to rapidly rising hospital costs, higher-than-expected utilization, 
aad program expansion. The actuarial balance of the program deteriorated between 1966 
and 1972 leading to a significant increase in payroll taxes in 1972 and temporary control 
of bospital prices between 1972 and 1974. After 1974, annual hospital costs again 
increased rapidly until 1983 legislation changed the manner in which Medicare pays 
hospitals for services (from a reimbursement to & prospective basis). As a consequence, 
the growth in hospital costs was modest in the mid-1980s, but by the end of the decade 
was again increasing at a rate above 10 percent per year. During the 1990s, increases in 
program expenditures were lower than in the previous decade reflecting moderate 
increases in overall health care inflation and utilization. Home health care and skilled 
nursing facilities are currently the fastest growing components of III expenditures. 

The foUowing table illustrates the Changing financial status of tbe HI trust fund 
since 1980. Tbe twenty-five year nctuarial deficit has increased significantly over the 
period as hospital costs and utilization began rising rapidly. The fall in the imbalance 
between 1980 and 1985 reflects anticipated favorable effects of tha 1983 legklcdon. The 
large increase in the deficit in the 1993 report is the result of incorporating rapidly 
increasing costs Of home health and skilled nursing facilities into the estimates. The 
dafidt then declined as a consequence of OBRA93 which Induded some Medicare 
spending cuts, removed the earnings limit for HI contributions, and increased the 
taxation of OASDI benefits - the proceeds of which go to the HI trust fund. Tlie last 
two annual reports also reflect the slower growth in medical inflation in the 1990s. 
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Change* in the twenty-five year actuarial balances primarily reflect changes in 
expected future medical cost increases based on the Health Cure Fuiandng 
Administration's (HCFA) actuaries assessment uf recent historical trends. As shown in 
the table, the estimate of the actuarial balance mote than tripled between 1985 and 
1993, though it has deelined recently. On the other hand, the projected year of trust 
fund exhaustion has varied within a comparatively narrow range over the past ten years. 
As we move closer to the projected year of exhaustion, more dramatic tax und or benefit 
changes will be required to extend the life of the trust fund. 

Over the longer 75-year period, demographic changes are far more important As 
the baby-boom generation begins to retire after 2010, the ratio of workers to retirees 
falls significantly which, combined with the high health core utilization rates of the 
elderly, results in large financial imbalances in the Hi program. 

Financial Status of Hospital Insurance Trust Fund 

Truateea' Report Ywr 

1980 IMS 1990 1991 1993 1993 1994 1995 

25-Year 
Atfurial Balsace* -.» -M -.19 -.96 2.11 • U l -133 

You Fund BiduiMtud IBM 19M 2005 2002 1999 2001 2002 

lAa a percent ef payroll. 1990 iu i.99S wuiuber* *rc baaed oa presMt vaJww of Licome, outgo, W poyroll-

SMJ Program 

Though the SMI trust fund is actuarially sound bec<mte of its accrual-based 
financing, expenditures on physician services have gruwn more rapidly than hospital 
expenditures in recent years. This is partly due to institution of Medicare's prospective 
payment method for hospital services (established in 1983). In 1992, Medicare began to 
phase in a new method for paying physicians based on the estimated cost of resources 
needed for various physician servicet. This is expected to help restrain future growth of 
SMI expenditures. However, both SMI and HI face similar financial pressures because 
of medical care price inflation and growing utilization of services. In the long run, 
demographic changes (aging of the population) will have serious adverse consequences 
for both the SMI and HT programs. 
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Trmteea' Reconnnendatiom 

Combined HI and SMI oosts are expected to increase from 2.6 percent of ODP <n 
1995 to 8.8 percent in 2069. Because of rising long-term program costs and tbe projected 
exhaustion of the HI fund in 2002, tbe Board of Trustees, as it has since 1993, is 
lecommending prompt, effective, and decisive action on Medicare financing, To 
facilitate such action, the Trustees have specifically recommended the reinstitution of the 
Quadrenniai Advisory council for the Medicare program, which was eliminated when the 
Social Security Administration was made an independent agency. This Council would 
make rccommendanoas as soon as possible to improve the financial condition of 
Medicare. The Board has also urged the Congress to take actions through broad-based 
health care reform designed to control Medicare costs and to address the financial 
unbalance in both the short range and the long range. If action is taken sooner rather 
than later, program changes can be more modest and still achieve saving sufficient to 
restore financial balance. 

Passage of the Medicare recommendations contained in the Administration's 1996 
Budget would be a good beginning. As you know, tht Administration hat recommended 
changes in the determination of Part B premiums, a tightening of Medicare secondary 
payer provisions, snd the permanent capture of saving from the freeze ou home health 
payments. All axe extensions of elements included in OBRA93. If passed, the life of the 
HI Trust Fund would be extended into 2003. Recommendations from the Advisory 
Council would likely extend this date much funher. 

Tbe House-passed tax cut bill (HJt 1215) which would, among other things, 
reduce the taxation of sodal security benefits by returning to pre-1994 law, will worsen 
HI financing. Under current law, additional revenue from the income taxation of sochd 
security benefits goes into the HI Trust Fund where it benefits the same 65 and over 
population by helping to finance their Medicare benefits. If tbe House-passed bill were 
to become law, the HI Trust Fund would be depleted about eight to nine months snonar. 

Medicnre Finandnr and Health Care Reform 

The most important point to bear in mind regarding the Medicare finandng crisis 
is that Medicare cost containment musl be done within the context of health care reform. 
The rise in Medicare costs is caused by the rite in overall health care costs that affect all 
parts of the health core sector. A dramatic attempt by govemment to contain cost 
growth in Medicare-through large reductions in payments to hospitals, for example-will 
cause significant distortions and Tnefflclendes elsewhere in the system unless such a 
reduction is undertaken in the context of health care reform. 

Squeezing down government payments to Medicare providers will cause hospitals-
which must cover their costs-to raise charges to private payers. As these higher costs 
art reflected in private insurance premiums, health insurance becomes more 
unaffordable and less available. Insurance company incentives to insure only those who 
will stay healthy increase. Private sector costs are more heavily loaded onto those likely 
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to become sick, many of whom will lose insurance coverage. 

The net effect of a reduction in Medicare payments by govemment fiat, 
unconnected with health care reform, is the further undermining of our private sector 
insurance system. Private insurance coverage will fall and quality of service win be 
reduced as a result of cost increases imposed to offset the government's reduction in 
Medicare payments. With more Americans lacking insurance, the health of the nation 
will deteriorate, and costs of other govenunent medical programs will increase. It is 
possible that Medicare savings in the absence of health care reform will prove totally 
illusory in terms of savings to the overall health care system. 

By contrast, much can be done in the context nf health care reform. A more 
competitive health core market-in which consumers bad real choice among networks of 
doctors, hospitals, and insurers-would cause a flow of patients and insurance customers 
toward the most efficient, highest-quality health plans. Better infonnation about the 
quality of different networks, and standardization of benefits so that consumers could 
comparison-shop, would add to the pressures on the health caxe system to avoid 
unnecessary, inappropriate, and expensive care. 

Health insurance premiums would more directly reflect the oost of providing care. 
Tbe rate of giowth in overall health care spending would slow. And slower overall 
spending growth would lead to a reduction in Medicare costs. 

Again, the Administration firmly believes that Medicare financing is best handled 
in tlie context of a health core reform plan. Wa are ready to work with Congress in a 
bipartisan manner to achieve that goal. 
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MR« CHAXRNAN ASfD MEMBERS OF THE COMKITTXZ: 

Thank you for tha opportunity to teetify before you on the 
subject of the Hoapital insurance (HI) and supplonentary ftaftical 
Insuranoe (SKI) trust funde. 

Like you, I an concerned about tbe recent report by the 
Medicare Trueteee vtiicti projects that the HI trust fund wiii be 
deplstsd in 2002. While the HI trust fund financial balanea ie a 
significant problem and deeorves our serious attention, let me 
also remind you that (l) thia ia not a new problem and 
(3) th© projected l i f t of tha truat fund has been axtanded for 
three years since 1993. 

Due to tha aoti©no taken in the Onnibus Budget 
Reconciliation Act of 1993 (OBRA 93) and a stronger-than-expected 
economy in 1994, Trust Fund depletion has been delayed froa 1999 
to 3002. Even with thaeo inprovenents, however, the Trustees 
continue to foresee financial problems in the future for the HI 
Trust Fund. - / , • * s // L 

m A j _ A. » _ .1 ! a_ J _ Ks 1 noted, the Trustee's trends and projections have 
occurred befor* and ! re not surprisj no. In the course of the 
post IS years, tho Tauotooe have predicted near-term financial 
problema for the truit funds and reconunended that Congrees take 
action to slow the grbvth of Medicare spending to assure trust 
fvmd eelvenoy, WM 1 n\?nnrjrrnrnJ nnnl nhangoe Vimrr iwproverf tha 
outlook of the trust fund, broader issues of health care cost and 
aooeee Unit how much mora we can accomplish through Medicare 
outs alone. 

A Jiolutiona focused solely on Medicare: would severely strain 
many of our fragile health oare dolivery oyotcmo in rural and 
inner-oity cosmunities and -wettM result in cost shifting to sroall 
businessea aud individuals. We/nust therefore eonaidar this 
issue in the context of health/reforn, ae the Truat coo 
reconuuended. ^ C&ujLd 

The Trustees also ux-gud Coit^r^ae t« enaot legislation that 
reestablishes the Quadrennial Advisory Council as a vehicle to 
examine the Medicare program.y Tiaely IsgielatioH le needed to 
ftofrablloh tb is. Cwunuil aeuthy they can-»egtw te deveAep -a ^ 
•et^tegy jui^securing tbe^n* inae nne fatmre. ^ ̂  

^ Today, I v l l l focus prlnaiily on the solvency of the Hi >̂  ̂  
truat fund. Aithough the Trustees Report addresses cost growth X o 
in both the HI and the SMI trust funds, the issues ot greatest ^ ̂  " V 
concern is the KI trust fund'a solvency. I look forward to v '" ~ 
working with Congress to eentrol Medicare ewpenditures in the 
context of broader refos6s to assure that Medicare regains stable (0 
now and in the future. / , ,v . , / K ̂  < 
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PBBCriPtion nnd BrtclcqrounJ Information on tha Truet runds. 

Let ne begin by describing the Hi trust fund and the 
services i t supports for Medicare bene*icieries. The HI Truat 
Fund primarily pays for inpatient hoapital oare, but i t also 
covers expenditures for nome health services, sKiiied nursing 
oare, and hospice care, in 1994, me KI Trust Fund paid for 
9104.5 billion in services tor M million aged and 4 million 
disabled beneficiaries. 0 , .y _ 

The HI Trust Fund is financed primarily by payroll taxes. 
Empioveee contribute 1.45 nfercent of wages, and there is a 
matching oontribution by eiployera. Self-employed individuals 
contribute 2.9 percent of wages. OBRA 93 removed the ceiling on 
the amount of/wgee-that are taxable; consequently, this tax 
applies to all wyac .^he Truet Fund also reeeivoo inooae froa 
interest earnings on its aftse^s, revenue from taxation of Social 
Security benefits, and from miscellaneous sources. 

Trust Fund expenditures are projected to rise more rapidly 
than Truat Fund revenues. Anticipated increases in the number 
and complexity of medical services provided are expected to 
continue to increase expenditure growth rates. Driving the 
expected imbalance between expenditures and revenues is the 
damographio shift that will occur with tha aging of tho baby boon 
generation. A larger percentage of our population will be 
eligible for Medicare, and a correspondingly aaaller percentage 
w i l l be paying the taxoc that support tha Truat Fund. 

What does thio moan? Tho 1996 HI Trustooo Report projeote 
roughly another 7 yoara of oolvonoy. After 8008, TR*e fund io 
exhausted/ Over the 75 year long-range projection period, the 
income as a percent of taxable payroll remains relatively level 
while tha coat irate riaeo ste a d i l y . 

These are well-understood trends; there is nothing new in 
this most recent Tx-uetma Rvpurt. Over the paat IS years, thtt 
Trustees have projected the date of Insolvency to be anywhere 
from 1987 to 2005, and each year they reoocuiend that Congress 
take action to protect the fund. As, I noted earlier, in part 
due to provisions in the omnibus Budget Reconciliation Act of 
1993 (OBRA 93), Trust Fund depletion bas been delayed to 2002. 

OBRA 93 eliminated the maximum earnings cap for the HI 
program, so that the HI tax now applies to all earnings, i t also 
achieved $35 billion in savings Iron the Medicare program, about 
$30 billion of which came from providers who are paid through the 
HI Trust Fund. In addition. OBRA 93 increased the maximum 
proportion of Old-Age, Survivors, and Disebility Insurance 

2 
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(OASDI) benefit's subject to F*d<»r«l inoomw texes ffpoat 60 pcroont 
to 85 pTO«nt,/vi»h Wu >*4Uienet jsvnw dedicated solely to 
the ni Trust Fund. Unfortunately, as part of its Contract with 
Aaarica, th» Houoft hae voted to repeal the change in tho taxation 
of OASDI benefits, thus/iniiiiW^LMJ f ewe added revonue fee 
fund. . 

/ /his 

Effedtlve solutions Require Broader Health Reform 

/v X /his administration believes that strong action to avoid 
/ depletion of the Hospital insurance Trust Fund should not be 
V undertanen by looking at_ttedlcaro alone. /Any signifioant changes) 
In" the Kelicare program, whether In the financing, eligibility, 
benefit provisions or payment rates, will affect the entire 
health care system. 

3v £ut8 in payments to providers would have significant effects 
on providers' overall financial condition. This ie eepecinlly 
true for providers whose patients are predominantly Kedicare 
beneficiaries or providers who also treat uninsured persona, 
whether looated in inner eitice or rural aroa^T) beeause theee 
prevAdore have Vtm&ted ability to ahlft-oosts Vn%e etheg-payerCK 

• Large reductions in Medicare paymente would havo a 
devastating effect on a significant number of urban safety-
net hoapitals. These hospitals already are bearing a 
disproportionate share of tha nation'* growing burden of 
uncompensated care. 

For large urban public hoapitala, whioh are h e a v i l y 
used by Medicaid and self-pay patiente, Modioare is an 
important couroc of adequate payment. While Medicare 
i n 1001 waa the payer for only 11 percent ef dieehorgaa 
in these inetitutione, it accounted for alnost 20 
percent of net operating revenues• 

For theae hospitals on average, in 1991 Medicare 
amounted for a bigger ttliare of net operatlmj revmmes 
then private payers. 

a A aafluoing Medicare payments couia/endanger rural hoepltale. 

Nearly 10 million Medicare beneficiaires (2b percent of 
tbe total} live in rural America where there is often 
only a single hospital in their county. These rural 
hospitals tend to be small and to primarily serve 
Medicare patients. 

Significant reductions in Medicare revenues will cause 
many of these hospitals, which already are in financial 
distress, tu close or to turn to local taxpayera to 



ID:202-395-6148 APR Z0'95 21:45 No.002 P.05 

increaae what are often substantial local eubsidiee. 

Rural residents ara sore likely than urban residents to 
bo unineured, so offsetting the effects of Medioare 
cuts by shifting costs to private payers is sore 
difficult for small rural hospitals. 

Rural hospitals are often the largest employer in their 
oommunlties; closing these hospitals will result in job 
loss and physicians leaving these comnunities. 

Other providers whs wa able te will shift their ooats onto 
payers who do not have the market power to negotiate advantageous 
rates. This means that ultimately many small businesses and 
individuals — thoee Amerioens who aro already paying the highest 
health insurance premiums in the nation — will shoulder an even 
larger share of health .care costs. • , . 

/^ tp t / U L C / ^ T U . ^ ^ ; M.Ju.i.A^AunfroMnu'vto & ^ , < L M could n^o fe*ni^n*u« 
/ A Peaofiaiai'let. esuld alee be affected. Significantly cutting 
payment rates to providers might restrict access for 
beneficiaries as providers would bo Icoc willing to provide 
services to them. Further, low income beneficiaries would be the 
hardest hit. Over 75 percent of Medicare beneficiaries have 
inconea below $35,000. Por those with incomes below 100 porocnt 
of poverty, out-of•pocket health coats constitute 34 percent of 
income• Medioare reductions could increase the cost sfcering^of 
the notion's Boot vulnerable elderly — the low-ineejfte. Suoh\ 
increaeea beoooe the ©qui va lent of reducing their Social cU.'rv 
Security. 

Attempts to restore the solvency of the trust fund can not 
undermine Medicare's commitment to aooose to oare for elderly 
pexouiiH. We should take oore thot ony effort© to extend the 
solvency of the trust fund do not put Medicare bonofioiaries at 
undue risk, but et the same time protect the program for them in 
tne future. 

Only through focusing on the entire health system will ve be 
able to address issues witnln nediuore and preserve acoeae for 
Kedicare beneficiaries and underserved populations. 

A Medieare mKlsoij ouumU, lepiemmg^iie uuaat'eimiui 
Adviaary Csunnfl thnt prf"f"''TY " " i " * * ' * nam a?— 
flaourity ftet, aheuld ftddrusu this full aet of Issues. Hie new-
Medioare Jtdirloerj oeuntnH WTH]'* ̂  f.-r^^<iLi.— | \y mm 
Hsdieere Trust Funds i—^he Ceuwoll wll-1 reccnumend solutiono fog-

tt growth; ensuring Medloaee'a selvetmy well lulu thu 

The Administration takes seriously its responsibility to 
current end future Medicare bsneficiarles to insure the solvency 
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ol the trust Cvnd. Ihe Health Care Financing Atoinlstration 
(HCFA) continues to aaXe many progran changes to improve ths 
efficiency of the Kedicare system. For example, hospital 
prospective payment has contributed te sieving the increase in 
Medicare expenditures for hoepitai eervicee. AS a result, on a 
per enrollee basis. Medicare grew at a slower rate than the 
private sector between 1984 and 1991 — 7.7 percent compared to 
ths private sector's 9.8 percent. 

As we address these issues, we must remember that Medicare 
does not stand alone. I t is an integral part of a larger health 
care system, and its solvency should be addressed only in the 
context of that larger ays tea. Broader health oare refom will 
occur only if we work on a bipartisan basts. The Administration 
looks forward to working with the Congress to develop lasting 
solutions to Kedicare's fiscal probless. 


