EXECUTTIVE OFFICE O F T HE PRESIDENT
10-May-1995 02:51pm

TO: (See Below)

FROM: Robert J. Pellicci

Office of Mgmt and Budget, LRD

SUBJECT: HI Trust Fund Markup Tonight

According to Karen Pollitz, the House Ways and Means Committee
will markup HR 1590 -- Archer’s bill that was introduced
yesterday. The bill requires the Trustees to recommend to
Congress both short-term and long-term sclutions to the Medicare
trust fund financial situation. I am receiving from HHS a copy of
the legislation which I will send to you. Under the bill, the
Trustees are required to submit their recommendations no later
than June 30, 1995.

Karen tells me that she will notify Ways and Means that no one
from the Administration will attend the markup.
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CC: Anne W. Mutti

CC: Keith J. Fontenot

CC: Janet R. Forsgren

CC: James C. Murr



OFFICE OF MANAGEMENT AND BUDGET

Leglis/ative Reference Division
Labor-Welfare-Personnel Branch

FROM: Bob Pelliccl -- 3954871

DATE: 5/10/95 TIME: 3:10 pm .
Pages sent (including transmittal sheet): 5
COMMENTS:

T0: Nancy=Ann Min

Chris Jennings
Gene Sperling
Jennifer Klein

PLEASE CALL THE PERSON(S) NAMED ABOVE FOR IMMEDIATE PICK-UP.
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+7%  IN THE HOUSE OF REPRESENTATIVES

ard Mr. Thames
M. AzCEEYntroduced the following bil; which was referred to the
‘Commitios on

A BILL

To req\nra the Trustees of the medicare trust funds to report

recommendations on resolving projected Snancial imbal-*
ance in medicare truat fundg. -

Be it enacted by the Sencis and Houss of Represenia-
tives of the United States of America in Congress cssemblad,
SECTION 1. TRUSTEES' CONCLUSIONS REGARDING FINAN.

' CIAL STATUS 61 MEDICARE TRUST FUNDS.

(2) BT Taver PuND.—The 1995 annual report of
the Board of Trustees of the Federal Hoapital Insurance
Trust Fund, submitted on April 8, 1996, containa the fol-

lowing couclusions respecting the financial statuld of such
Tragt Fand: |
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1 (1) Under the Trustses’ intermediste asynmp.
2 tions, the presect fnanding schedals for the hoapital
3  insurante program is Mt to emsure the pay-
4  mont of benefits anly over the nert 7 years.
5 (2) Under m law, hospital ingurance pro-
6 gram couts are axpacted to far axoeed revenuee over
7 the 70-year lupg-runge period under any reasonabls
8 set of assumptions. | |
9 (8) As & Temlt, the bospital insurance program
10 is neverely out of financial balancs aad the Trusteas
11 beliove that the Congreas must take timely action to
12 establish lang-tems financlal etability for. the pro- .
13 gum. |
14 (b) SMI TAver FUND.~Ths 1995 anuual repart of
15 the Board of Trustees of the Fedoral Supplemmntary Med-
16 ical Insurenss Trust Fund, mbmitted m Apell 8, 1995,
17 contains the following conclusions respecting the financial
18 status of such Truut Fund:
19 (1) Although the aupplementary medical insure
20 ance program is owrently aotuarally sound, the
21 Trngtess note with great concera the pust and pro-
22 jected rapld growth in the cont of the progra:m.
23 () In apite of the evidenoe of somewhat wower
4 growth retes in the recent pest, overall, the past
25 growth rates havo been rapid, and the futare yrowth
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(3) Growth rates have been oo rapid that vat.
lays of the program bave increased 58 paroent in ug-
mtelndtomtpemﬂnhﬂ;hns
years, -
(4) Por the same time period, the program

| mlspamntfumthmthcmomydupium- -
.cent efforts to coutzol the costs of the program.

10 SEC. 3. RECOMMEINDATIONS ON RESOLVING PROJEOTED

11
12
13

FINANCIAL IMBALANCE IN MEDICARX TRUST
FUNDS.
(») RepoR? —Not later than June 80, 1805, the

14 Board of Trustees of the Federsl Hospital Inmurance
15 Trust Fund and the Board of Trustees of the Federal
16 Supplemeutary Madica! Tnsurancs Trust Fund ahall sub-
17 mit vo the Congress recommendations fur specifio program
18 laglslation designed solely— |

19

2}

¥ B

70'd 7OO'ON 91:¢

(1) to contral medicare bospital insursnce pro-
grom costs and to address ths projentad finanaal
imbalance m the Foderal Moapit] Insurance Trust

‘Fund in botk the short-runge and loug-runge; und

(8).to more effentiwly control medlicare supple-
mantary medioal luorance costa.

S6.0T AUMW 87 19-56¢-202: 01

9395614838 &,



- 93858148585

SENT BY:Xerox Teilscopier 7021 i 5=10-85 7 2:38PM
4

1 () Use of INTRRMEDUTE ASSUMPTIONS.~The

| 2 Boards of Trustees shall use the Intarmediate ulu-n.ptlou
3 denribed in the 1095 annual reports of such Boards iu
4 mﬁhgmgmmdadm undsr subsection (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 necds 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 tumning
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 Mcdicare 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 increascs in the number of uninsured), would place rural and inner-city
providers in jeopardy becausc they have limited or no ability to shift costs to other
payers. As a result, quality and access to needed health carc would be threatened.



THE REALITY OF MEDICARE GROWTH

. Despite the current rhetoric, Medicare cxpenditure 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 turn to local taxpayers to
increasc what arc alrcady 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 alrcady 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.

o 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
climinating eligibility for elderly and disabled bencficiaries, 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 1 MILLION ELDERLY AND DISABLED BENEFICIARIES
WOULD LOSE COVERAGE; and

J TENS OF MILLION LOSE BENEFITS: All preventive and diagnostic screening
scrvices for children, home health carc and hospice services would be climinated —-
as well as dental carc if the $190 billion were cut; apd

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



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

The National Association 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 Associati )

“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 P .

"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
82000 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)

“..[Tlhe 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 Citi )

"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 bution.”

“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)

"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 Associati .

“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
WASHINGTOIQ

May |, 1995

The Honorable Newt Gingrich
Speaker

United States House of Representatives
Washington, D.C. 20515

DerSpmke:

The President has asked mie t0 respond toyourlctt:ropranS 1995. Asthc
Administration has 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 sysiem fairer and our system of investing in
education and children eveant stronger.

When this President took office on January 20, 1993, he inherited an escalating deficit
and a Medicare Trust Fund that was projected to be insolveat 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, thess proposals, pushed out the
msolvency 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 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. 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 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,

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
predominandy to well-off Americans. No amount of accounting gimmicks, separase
accownts, dual budger resolutions or reconcillations can hide the reality thar you are
essentially calling for the largest Medicare cus in history to pay for tax cuss 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 ti: 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
budket and pay for the proposed tax cuts. |

~ We hope that you will work hard to respord to these issues. The Administration and
the American people continue to await your proposals.

Sin

n E. Panetta
Chief of Staff



01-25°65 13:04 T2n2 8§87 105y La TiIMES DO oo

Xreof Gingrich
Sixth Bistruer
®rorgia

(2£2) 225-a500

Gifice of the Bpeaker
Hnited Stutes House of Representatives
Egsliington, B8 20515

April 28, 1995

The Honorable Bili Clinton 3
The White House
Washingion, D.C.

Dear Mr. President:

I write 10 vou out of deep concemn for the future of Medicare. The most recent reports of
the Medicare Hospital Insuraace and Supplementary Medizal Insurance Trustess paint a grim
pictura of the funire of Medicare and madze clear that immediate setion s needed 19 ~nsure
Medicare's survival,

The Trustees’ reporis pradict dire results from a failvre o 2ddress the growth rate in both
parts of the Medicare program. Faar of the Trustees are you: awxn Secretanes of the Treasury.
Lator, and Health and Humun Senvices Depariments and the Commissioner 5f Sucial Secinty.
‘the Trastees indicated, 1n beth their 1994 and 1693 reports tnat urgest achiop s necessary.

" the HI program it severely cut of balance and the Trustess believe that Congress must
zate timelv action w fundementaily reform the H program end conwoel relaied program
- - & r) &

expendinures.”
1005 Boiac of Trostees Annual Repor, Fospel Insuranes Tt Fand

Last vezr, vou ggreed that program experditures <hnuld ne slowed, and vou proposed
2
“I

recucs the rate of grovah by 118 tiliion Congress did pet evact these reforns due 1o theyr
ectanglemant it ,»--.'_1;': Leaith -2{om vropesal.

This vear, the Trustees warning (s cven mere Sire:

“To brig the HI program inic actuarial balencs evien for the first 28 vears, ither cutlavs
-

uould have 1o he reduzed by 30 perczat or income maereaszd by o4 percent [or seme

Onalion thereot) | tha HI pragram 12 senerely eut of finanes! Salence and the

Trsteas halizva that the Coooress must ks timeiv a2Hon o &5

 lang-tarm

nanciai stability ferthe nrowram 7
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M. Walker, and Bruce . Viedek, Administrator of HCFA 2nd Secrctary to the
Board of Trustees.

...growth rates have been 50 raptd that outlays of the program have increased 53% in
aggregate and 40% per enroiies in the last five years... The Trustees vclieve that prompt,
effcctive, and decisive action is necessary.™

- 1995 Hospital Insurance Trust Fund Anaua! Report from Secretaries Reich, Ruhin
and Shalela, Commissiarer Chater, Public Trustees Stanford G. Raosy, and D:ma
M. Walker, and Bruce C. Vladek, Administrator of HCFA and Secretary (o the
Board of Trustezs.

Part B costs par bensiiciary were $2,046.00 ir. 1994, 1n the year 2002, the y2ar in which
the Trusrees predisi bankrupicy for the Part A program, costs per ‘»cncnc.a:v are estinated to be
$4.450.47. This is obviously an unsusiainatle rate of gryswth et vour msst raeent b\.dgec.
however, contained ro new sroposais other than minor xtensions of cugrent lavs o limit the
growth of the Part B program.

in the cubraisaion af vour Realth Secunty Act last year, you noted that Medicare reform
shoaid only ¢ be a accomplished m the context of comprehensive heaith care reform lepisiation. Ths
oublic Trustees ciearly believe suck action unwise, indicating in the 1955 repast that Medicare
savings should not be considered for any other purpose:

"...itJs now ciear that Medicare reform qeeds to be addressad es « disunci legislative
inibative... The idea that reductions in Medicare expenditures should be available for other
purpozes, including sven ather heaith care purpeses, is mistzkan "

- Public Trusteez David Walker and Stan Ross, 1995 Hospital Insurance Trustees
Report
Civen the wgeney with which ihe Trustees have spoken, the Congress intends 1o addres

the Medicare cnsis this year. We believe the American p=opls =.,\pc,ct 45 10 WOTk fovr'::h“"
itaues es inportan as e Medicae progr' m. Wc ask that vou direci Secretanzs Reich, L{Lb.n
ana Sheiale, Commissioner Chater, a0d Adminisvator Viadek o maks recomniendations 10 the
Comaress no iaer than May 1S, x99‘5. Speaifically, we beiieve these recenunendztions should
2A4r285 these CONCEns and JQUestions:

M

=dicare harkrupioy has aften been poslpeoned by tex increass The most recent tax

rs Ry

wredse metely posiponed benlinuptoy by onc or fve vears: the anderiving growih nute

T IS U!H’:ﬁﬁ!’: zric tang ienm soivency  The Trusteas

recorrrmznd twe 2 irast Tund. Flease Drosent propasals
tnat ven'd maka .\4_;‘:}icar-':. oeat ur'z"'{; tests. 1Uis ohwigusly inaprroptiats (at e

[ NUURS P i O TR o A D SRR e
vECcanrvienadtioni Jon CII‘LW LIS B e farl :\hi.'_.:| S COSIS ¢ Far i oAt uhhru JIVen
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the Trustees concerns about cos! increases in the Supplernental Madical Insurance
program. Does the Administration recomumend tax increases? i

. The Public Trustees of the Medicare Hospital Insurance Trust Fund have stated
unambiguousiy that Congress should undertake Medicare reform independent of anv
other health care reform activilies. Do you believe that the Public Trustees are wrong in
this assessment? \/,

. The Trustees recommusnd connatling the rite of growth for the Supplementz] Medical
Insurance progrant. Please recormend proposals io redice the pregrant's costs

. The Adrainstration's larest guidance on Medicare reform remains their 1994 propesals,
vhich would result in Medicare savinzs of about $118 billior. The Administration has
indicated its support for incremental reform. Do you continue 1o support these proposais

N . .
N RN sl S

We will provide a more datzijed set of questions in & later conimunization,

We hzlievs thare is 1o excuss 10 ignore the problem of Medicars, a program thar will
sperd myore than 1T akes ' next vear, 2nd wiil be completely unablz (o pay berefits in seven
YEAJrs

Next week, vou are convering the Fourth White Heuse Confersnce on Aging, a
norpartisan event that cocurs eniy oncs every decade. The firal agenda for the Conference
indicates that health 12 the primary concem of the delegates, Surely, this is tne time 10 begin
building a natimi! conzencus on how to make Medicare solvent.

Sincerely,

Newt Gingrich



FORTNEY PETE STARK ; : COMMITTEES:
THIRTEENTH DISTRICT, CALIFORNIA WAYS AND MEANS

CONGRESS OF THE UNITED STATES DISTRICT OF CoLUMBIA

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

(@ Printed on Recycled Paper.
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Bifice of the Speaker
Hnited Biates House of Representatioes
Hashington, BE 20515
April 28, 1695
The Honorable Bill Clinton 8)
The White House
Washington, D.C.

Dear Mr, President:

I write to vou out of deep concern for the future of Medicare. The most recent reports of
the Medtcare Hospital Insurance and Supplementary Medical Insurance Trustees paint a gri
pichure of the funure of Medicare and make clear thar immediate action is needed 1w ensure
Meadicare's survival,

The Trustees’ reports prediet dire results fror a failere to address the growth rate in bath
parts of the Medicare program. Four of the Trustees are your awn Secretaries of the Treasury,
Laoor, and Health and Fuman Services Depariments and the Commissinner of Sucial Secirily.
“the Trustees indicaied, in beth their 1994 and 1993 reports that urgent acticp is necessary.

"..the HI program is severely cut of balance and the Trustess believe that Congress must
fake timelv action w fundementally reform the HI program and contrel related program
expenditures.”

1304 Board of Trostees Annua Report, Fosprel Inserance Trust Fund

Last vezr, vou ggreed that program cxpendimres should be slowed, and you proposed 1o
of g,mwtb by §118 tiliion. Congress did net enact these refortas "IuP tc thewr
cntanglement in your heaith r=form t'oposa'

This vear, the Trustees warning is cven more ¢ire:

“To bring the HI program into actuarial balence even for the first 25 vears...either cutlavs
would have 10 be reduced by 30 perceat or income increased by 44 nercent {or some
combination thereof). . the HI program 15 severely out of finarcial balanze and the
Trusteas believe that the Coneress must take timely action to establish long-term
{inaacial wability fer the program.”

: 1953
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applemenial Medical Insurance Report from Secretaries Reich, Rubin
‘u ela, Commmssioner Chalar, Pubtlic Trusiees Stanford G Ross, and David

Ny
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M. Walker, and Bruce C. Vizdek, Administrator of HCFA and Secrctary to the
Board of Trustees,

"...growth rates have been 50 rapid that outlays of the program have increased 53% in
aggregate and 40% per enrolies in the last five years...The Trustees believe that prompt,
effective, and decisive action 18 necessary,”

- 1995 Hospital Insurance Trust Fund Annual Report from Secretaries Reich, Rukin
and Shalzela, Commissiorer Chater, Public Trustees Stanford G. Ross, and David
M. Walker, and Bruce C. Viadek, Admindstrater of HCFA and Secretary to the
Board of Trustess.

Part B costs per beneficiary were $2,046.00 ir. 1994, Tn the year 2002, the y2ar in which
the Trusrees predici bankrupicy for the Part A program, costs per beneficiary are estimated to be
$4.43C.47. This is obviously an unsusiainatle rate of growth vet your mast racent budget,
however, contained na new proposans other than minor exxensions of current law 1o limit the
growth of the Part B program.

in the subrnission of your Health Secunity Act last year, you noted that Medicare reform
should only be accomplished 1 the context of comprehensive health cere reforta legisiation. The
~ubiic Trustzes clearty beliave such petion unwise, indicating in the 1955 report that Medicare
savings should not be constdersd for any other purpase:

"...itis now clear that Medicare reform needs to be addressed as & disinct legislative
initiative... The idea that reductions wn Medicare expenditures should be available for other
surpozes, insluding sven other heaith care purposes, Is mistaken"

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

Civen the wgeney with which the Trustees have spoken, the Congress intends to address
'nc Medicare crisis this vear. We helieve the American pzopls expect us 10 work together on
jasues as inportant ag the Medicare progrem. We ask that vou dirsct Secretarizs Reich, Rubin
i Shelala, Comrnissioner Chater, and Adminiswator Viadek to make recommendations to the
Congress no later than May 15, 1995, Specifically, we believe these recomrendstions should
address these concerns and questions:

. Madicare hankruptcy has sfen beon postpened by 12x increase The most recent tax
merease merely posiponed baalauptey by onc or twa years; the underiying growth rate
remains unaddressed and the program is no claser (o long tenm soivency. The Trustees
recomreend two 25 vear solvencey tests for the HI Trust Fund. Please present proposals
that would make Medicare meer both tests. [ is obviously inappropriate that the

acommendations conceming Parts A merely shifts {15 costs o Part B, pacticularly qiven

2
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the Trustees concerns aboul cost increases in the Supplernental Medical Insurance
program. Does the Administration recommend tax increases? Wi

.
.5‘ il ey

. 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?

. The Truztees recommiand conmolling the mute of growth for the Supplemental Medical
Insurance program. Please recommend proposals io reduce the prograni's costs.

. The Adminstration's latest guidance on Medicare reform remains their 1994 proposals,
which would result in Medicare savings of about $118 billion. The Administration has
indicated its support for incremental reform. Do you coniinue to support these proposals?

AT vols e Oofs (o
We wili provide a more deteiied set of questions in a later communization.

We believa there is no exsuss to ignore the problem of Mzdicars, a program that will
spezd more than it takes o next vear, and will be completely unable (o pay benefits in seven
VEArS.

Next week, you are convering the Fourth Whire Heuse Conference on Aging, a
norpartisan svent that occurs eniy ones every decade., The firal agenda for the Conference
indicates that health 12 the primary concern of the delegates, Surely, this is the Hma 1c begin
building a natianal zonsensus on how to make Medicars solvent. -

Sincerely,

A

cwt Gingrich

(OS]

doud
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THE WHITE HOUSE
WASHINGTON

May 1, 1995

The Honorable Newt Gingrich

Speake:.

United States House of Representatives
Washington, D.C. 20515

Dear Mr. Speaker:

' The President has asked me to respond to your letter of April 28, 1995. As the
Administration has shown over the last two and a half years, we are comnmitted to reducing
the deficit and achieving meaningful heaith care reform. We continue to seek progress on
both of these fronts, whxlealsomalnngourmsymfmmandoutsystemofmvmm
education and children even stronger. _

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
msolvency date by three full years,

Last year, the President .spolne 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. The President repeated this
offer in his 1995 Sme 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
$27 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 & seven-year $345 billion tax cut that goes
predominantly to well-off Americans. No amounr of accounsing gimmicks, separate
accoures, dual budger resolutions or reconciliations can hide the reality thar you are
essentially calling for the largest Medicare cut in history to pay for tax cws for the well-off.

The President has long stated that making significant cuts in Medicare and Medicaid
outside the context of heaith 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 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 Pund 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 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
budget and pay for the proposed tax cuts. . -

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

Sin

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 REPUBLICANS FAULTS, ISN'T THE
PRESIDENT ABDICATING RESPONSIBILITY FOR COMING UP WITH 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.

o 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.

e 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.... The
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 REPUBLICANS 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

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

|
i
i
l .
|
Subject: Your HI trust fund information request {
i
|
|
l
1
|

Domenicl used the CBO baseline and would cut $164 from Part ﬂ
to maintain HI solvency until 2002. The level of savings is
equivalent to a cap of 4.8% on the annual growth in Medicare
spending. |

|
The President's budget baseline 1s lower than both the CBQ
baseline and the Trustees‘ report. The President's budget has
a lower CPI, marketbasket, and real wage growth than the
Trustees report.

100% trust fund ratio and negative cash flow

A trust fund ratio above 100% means that at the start of each

year, there are sufficient funds available in the trust fund

to pay anticipated expenses. Thus, &a ratio above 100%
provides a cushion in case payroll tax revenues collected overI
the course of the year are not sufficient to pay the bills.

|
Negative cash flow means that payroll tax revenues collected
in a year are not sufficient to pay the bills and that]|
interest received on prior payroll tax revenues needs to be|
tapped by the Treasury Department in order to pay the bills.i

|
Domenici keeps the trust fund ratio above 100% in each yeari
over the 1995-2002 period. Even though the ratio is above
100%, he has negative cash flow because payroll tax revenues
collected over the course of the year are not sufficient to
pay ALL the bills incurred during the year.

<

N

Bruce Vladeck
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i

The Honorable Shirley 8. Chater
Commissioner of Beeial Security
Boeial Becurity Administration

613 Hubert H. Humphrey Building
400 Independanca Avenue, §. W.

Baltimore, Maryland 20201

Deay Conmiagsioner Chatar:

As you know, I had invited the Trustees of the Medicare
trust funds to appear at & hearing bhefors the Committee on
Finance te diacuss the atatus of the Medicare truat funds on
April 25, 1995, However, because only one of the Trustees was
available on this date, and because of tle geriousness of this
igmve, T hava rescheduled this hearing for May 9, 1935, at 9:30

a.m,

The recent annugl reports of the Trustees ralse serious
concerns about the future of the Medicare program. Tha costs of
the Medicare Hospital Insurance (HI) program currently exceed the
incomé to the Medicare HI Trust Fund fraom the HI payroll tax.

The Medicare HI Trust Fund is projected to be totally exhausted
by 2002. The Trustees call for "prompt, effective, and decimive
action."

: Wharever actions are taken to address this groblem will
involve all of the federal Departments and agencies represanted
by the Trustees. FoOr this reason, I feel it is imperative that

all of the Trustees attend this hearing and engage in a
Aiscussion wirh the members of the Committea on Fipance who will

be reaponsible for determining the course of action to be vaken.

I would appreciate receiving confirmation of your attendance
4t the hearing as soon as possible. Pleass contact Lindy Paull,
:gat! Director and Chief Cownsel, Coxmmittee on Finance, 203-2324-

00.

Sincerely,

bob

B0B PACKWOON
422 ¢ &- A¥HGE Chairman

SWEASE v et
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Mr. Chairman and Mambers of the Committea:

Thae Sccial BSecurity Independence and Program Improvemenis
Act of 1954 (Public ILaw 103-256, enacted on August 15, 1994), the
law that established 8oc¢ial Becurity as an indepondent agancy,
algo designated the Commiasionar of Social Security as a Trustee
of the Sccial Security and Medicare trust funda. The law became
effactive on March 31, 1995. Aa a Trustee, I was a4 signatory to
Lhe 1995 Annual Repert of the Boatrd of Trustees of the Federal
Hospital Insurance (H]) and Suppiemental Medical Insurance (8MI)
Truat Funds which were iseued on April 3,

Like my fellow Trusteee, I am concorned with the findings
raported for the growth of costs for both the SMI and HI
programe. Howevey, it ie the HI fund which requires more
immediate attention. The KI fund will be able to pay benefits
{or only about 7 more years, until 2002, and is out of balance
for the long range ap well. I agree with my fellow Trustees that
effective and decimive action nemde to be taken to address the
financial imbalance in both the short range and the long range.

Izustees’ Report Summary

The HI progrem pays for inpatient hospitsl care and other
ralated care for those age 65 and over. and for the long-term
disabled. 1In calendar year 1994, the HI program covered about 32
million aged enzollees and about 4 million disabled enrollees at
a coat of $104.5 billion. Of this, $103.3 billion wae for
benefit payments, and $1.3 billion, or 1.2 percent of totai
outgo, wase for adminiatrative expensese.

As is the case with the Old Age, Survivors, and Dimability
Insurance programe, the HI program ie financed primarily through
payroll taxes, with the taxes paid by current workers and their
employera used mainly Lo pay benefits for current heneficiaries.
Income not currently needed to pay benefits and administrative
axpensea become asgets of the HI trust fund. These aseers may
not be used for any othar purposs. They are invested in
interesat -bearing ogligntiona of the United States Governmont, and
are backed by the full faith and credit of the Government.

payroll taxes of 141 million workers and their employers,
amounting to $95.3 billion (@7 percent of total income to the
fund), were collected during 1994. Interest income from
inveatments by the trust fund amounted to $,7 percent of toral
income. The remaining 3.3 perceant of income conaisted mostly of
income from the taxation of Social Bacurity benefita, a transfer
trom the railroad retirement program, transfers frem the general

fund of the Treamury, and premiums paid by voluntary HI
onxollees.

S0°d #00°0ON SC: & 56,00 AHKW 3rT19-56£-202:11
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The HI contribution rates which apply to taxable earnings
are 1,45 percent for employers and employsas, 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 all covercd earnings.

The adequacy of the HI program’s scheduled finaneing to
support program Qosts in the future ig examined under threc sets
of aanumgtionl: low cost, intermediate cost, and high cost. The
intermediate get of assumptions represents the Truslees’ beat
estimate of future economic and demographic trends that will
affect the financial status of the program, The low cost
alternative 1s more optimigtic, and the high cost alternative is
more peassimigstic. Under the intermediate assumptions, the tguet
fund is projected to beé exhausted in 2002, and under the high
coat and low cost alternatives, 2001 or 2006, respectively.
Theas grojactions clearly indicate that under a range of
plausible mconomic and demographic assumptions, the HI program is
severely out of balance in the short range, and will bacome
insolvent within the next 6 to 11 yeara under any of the three
sats of aspumptions.

Under the intermadiate assumptions, the present flnancing
schedule i8 sufficient to ensure the payment of benafits only
over the next 7 years. The Trusteee aiso proiect the status of
the truat fund over the next 7% years--the pariod which les
considered long range for program evaluation purposes. The HI
program is out of what the Trustees call close actuarial balance
for thie period. Actuarial balance is essentially the difference
between annual income and coets summarizad over a glven period.
If the balance is negative, aam it is now, the fund has an
actuarial imbalance.

The deficit ia generally expressad in terms of a percentage
of taxable payroll. The daficit in thim year's report is 3,52,
slightly lesas than the difference of 4.14 in last year's report.

Currencly, about four covered workers support each HI
enrollee. This ratio will begin to decline rapidly early in the
next century. By the middle of that century, only about two
coveread workers will support each anrollee. Not only are tha
anticipated resarves and financing of the HI program inadequate
to offeet this demographic change, but the trust fund is

projected to ba exhausted before major demographic shifts begin
to occur.

The Trustees noted that soma nteg: to reduce the rate of
growth in payments to hospitals havea been undertakaen, including a
prospective payment system for moet hospltals. It a pears that
thia reimbursement wechaniem, tog:ther with payment Y;mitntion
provisions enacted by Congress, 8 helped to constrain the
growth in hoapital paymenta and improved thea efficieancy of the
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industry. ‘The Trustees estimated that extending this payment
eystem to other HI providers and further le?ialauion to limit
paymaent increases could postpone the depletion of the HI truat
fund for another % ta 10 years. However, more gubstantial steps
would be required to prevent the trust fund from boing exhausted
beyond 2010, when the baby boom generation begine to reach age
6S.

Naed for Urgant Action

Mr. Chairman, it i{¢ important that the basic etructure of
health care a&and delivery of government eervices be reformed.
Although there is time to take measured and careful action to
resolve 8ocial Security’'s long-term imbalancae, more immediate
action ie requirad to addrees the HI trust fund imbalance.

Clearly, it will not be easy to aoclve the problems in the
Medicare program. The Administration will need ta work closely
with the Congrese on a bipartisan basia, and with experts and
advocates in the health care field, to take additional actions to
control Troqram costns and to address the projected imbalances
through legislation as part of broad-based health care reform,

LUTd vOQ0TON 92:7 S6.70 AGM Sy19-S6:-202: 01
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MEDICARE TRUST FUND TALKING POINTS

o 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 foresec 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-bascd health reform because:

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

For example, (in the abscnce 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 rcsult in cost—shifting to many
small busincsses 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 reform. What we've lcamed

is that any broad-bascd health care reform solution must be done on a bipartisan
basis. The President has invited the Republicans to work with him on devcloping 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 legisiative initiatives. Is this believable?

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

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

The Republicans propose to 1ol back the limited taxation of Social Sccurity benefits
for the 13 percent of beneficiarics with the highest incomes. Since these revenucs
from higher income beneficiarics are deposited dircctly into the HI Trust Fund, this
further undermines the Trust Fund.

Q: Would passage of the Health Security Act bave 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 cxhausted in
2002. This date represcnts an improvement over last year's report which predicted that the
Trust Fund would be exhausted in 2001. (The conclusion is based on the Trustees'
intermediate set of assumptions -~ not too optimistic nor t0o pessimistic).

Problematic findings

° From 1996 on, the Medicare HI Trust Fund is predicted to pay out more in benefits
cach year than it rcceives in revenues.

° The financial problems faced by the Medicare HI Trust Fund are not new. In the
1982-84 period, the Trust Fund would have similarly failed the actuarial short-term
solvency test (ten years solvency). Those problems wcre 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 Trustces 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 bencficiary. By the middle of the next century, this
ratio will drop to about 2 workers for each beneficiary.

Moderating influences

] Actions proposcd by the Administration and cnacted in OBRA 1993 extcnded the life
of the Medicare HI Trust Fund. These include:

= Depusiting tax rcvenues 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 Mcdicare payments to providers.

Together, thesc 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 cxpected. - This has
improved the financial situation of the Medicare HI Trust ['und. In 1994, stronger-
than—expected cconomic growth also contributed to the health of the Trust Fund.

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

The 1995 Report indicates the financial status of the combined Old-Age and Survivors
and Disability Trust Fund (OASDI) is virtually the same rcported last year. The fund
continucs 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 ccntury
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 ycar —- virtually the same as last year's estimate of 2.13 percent).

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

@oo5



MEMORANDUM

Carol and Laura April 17, 1995
Chris J.

Quadrennial Commission

Gene, Bill, Jen, Jeremy, Tom

fEAS

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 turn 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 930 am.
May 9, 1995

STATEMENT OF ROBERT E. RUBIN
SECRETARY OF THE TREASURY
BEFORE THE SENATE FINANCE COMMITTEE

Mr. Chairman and Members of the Committee:

As Managing Trustea pnd Chairman of the Social Security and Medicare Boards

~ of Trustees, I am pleasod 0 provide this statement to the Financs Committee. As you
know, the Boards, whick meet twice a year, now consist of six members with the Soclal
Security Commissioner added to the Secretaries of Treasury, Health and Humun Services
and Labor as gavernment 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
stutus of the Sodial Securlty and Mcdicure Trust Funds. The reports are preparad hy
actuaries in the Social Securlty Administration and the Heglth Care Financing '
Administration, using the Trustees’ ¢economic and demographic axsumptions.

This steternent summarizes the financial problems of the Medicare program aod
the Truatces’ response as reported in the 199S 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 muny relirees, unablc to purchase health care
insurance, faced the pussibility of overwhelming health care costs on themselves or their
children. Medicare has significantly reduced the potential for such outcomes, and with ir,
the anxiety of senior citizens and their children. Few issues are of greater concern ta
retirees and to working families than the spectre of covering health care costs in old age.

The 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 (GDP). The Trustees have
recommended prompt action to deal with the Medicare financing crisis. To facllitate

such action, the Trusteos have enlled for the reinstitution of the Quedrennial Advisory
Council for the Medicare program.

The Adminlstration believes the Medicare financing crisis would be best handled
in the context of overall health care reform. Our judgment is that attempis to solve the
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Medicare financing crisls in the absence of bealth care reform takes us xeveral steps
away from a good national health care system. Even {f such attempts succeed in
balancing Medicare's revenues and expenses, they will creste and intcusify other
problems ~ in public health, in the lack of insurance coverage, and in the cost of other
government prograus resulting in no net improvement in overall social well-being and,
could perbups end up leaving us worsc off.

The Clinton Adminisratiuu supports Mcdicare, and we support a solvent

Medicare system. This Administration stands ready to work with Congress to sclve
current problems with the program,

Namre of Medicare Trust Funds

The Medicare program consists of two scparate programs 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
cavered about 32 million aged and about 4 million disabled envollees at a cost of $104.5
billion.

The HI program is flaanced primarily by payroll taxes, with the taxes paid by
current workers and their employers used mainly to pay benefits for current
beneficiaries. Income not currently needed to pay benefits and related expenses is held

in the HI Trust Fund and is invested in certain interest-bearing obligations of the U.S,
Government.

The SMI program is an optional program that pays for physiclan services,
outpatient hospital services, and other medical expenses for persons aged 65 and over
and for the long-term disabled. It is financed by individual premiums and income
contributed from general revenues by the federal government. The monthly premium for
basic Part B benefits is $46.10 this year, an increase of $5.00 per month from 19%4. In
1994, 35 million persons, about 98 percent of all HI beneficiurios, 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 {ncome established euch year at s level intended to equal the costs for
medical care services incurred in that year, The SMI Trust Fund holds all of the income
not currently needed to pay benefits and related expenses. ‘Lhe assets of the trust fund
should alwaye be 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 uctual cosis exceed projecied costs. Trust fund assets muy not be used for any other

purpose; however, they may be invested in certain interest-bearing cbligations of the .
federal government.
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Finangal Status of the Mcdicare Trust Funds
HI Trust Fund

On April 3, 1995, the Medicare Boazd of Trustees reported that the HI Trust
Fuad Is expceted 1o be exhausted in 2002, one year Iater than projected last year. This
slight improvement reflects mainly the effects of OBRAS93, the stronger-than-expected
economy in 1994, and less than expected recent cost increascs. Nevertheless, the HI
Trust Fund falls the short-term (10- year) test of actuarial balance and the Trustees
again notified the Congress of this fact under Saction 709 of the Social Scaurity 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-year actuarial balance (interpreted as the amouat of
payroll tax increase or benefit reduction needed 10 balance the trust fund over the next
78 years) was reduced substantially from last yeas's estimate of 4,14 percent of payroll to
3.52 percent of payroll. The 25.year balance was also reduced from last year’s estimate
of 1.61 percent of payroll to 133 percent of payroll. The reduction in the deficit
measurcd over the 25- or 75-year borizon is largely the result of lower expected future
increases in Medicare hospital costs, based un Lhe recently observed slowdown in
program expenditures.

The 1995 report continues 1o show the system with rising deflcits thronghout the
projection period. Programs costs have exceeded payroll tax revenues since 1993 and are
not expected to fall belyw revenues during the projection period.  The projections show
HI program outlays rising substantially in the future - increasing from 1.6 percent of
GDP in 1995 to 4.5 percent in 2069, the end of the projection period. At the end uf the
75-year projection perind, the gap between expectéd outlays and expected revenue will

have risen 10 6.8 percent of payroll. Thus, the Trust Fund is substantially out of long-run
“close actuarial balance.”

SMI Trust Fund

Ag indicated, the SMI Trust 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 of 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 periad for which the enrollees premium rate and the
level of general revenue financing have been established. The primary tests of actuarial
soundncss are that: (1) the ussets and income for years for which finaneing has been
established should be sufficient 10 meet the projected benefits and associated
administrative expenses incurred for that period, and (2) the assets should be 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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The financing established through December 1995 is sufficient to cover projected
benefits and adminismrative costs incurred through that time. This financing will maintain
n level of mrust fund assets that is adequate to cover a reasonable degree of variation
between actual costs and projected costs in case actual costs exceed projectad costs. On
this basis, the SMI program is consldered actuarially sound.

The Trustees continue to project rapid growth in SMI program costs well into the
future. Outlays have increased S3 percent in the aggregate and 40 percent per enroliee
just in the last five years. During the same period, the program grew about 19 pereent
fuster than the overall economy. Although these increases are & little below the
comparable rates rcported lnst year, they are etill substantial. The cost of the program ix
projected 1o rise from 1 percent of GDP in 1995 to 4.3 percent in 2069. '

Historv_of Medicnre Costs
HI Program

* The Hospltal Insurance program has experienced financial difficuity since its
inception in 1966 due to rapidly rising hospital costs, higher-than-expected utliizaton,
and 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 buspital prices between 1972 and 1974, After 1974, snnual 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 conscquence,
the growth in hospital costs was modast in the mid-1980s, but by the end of the decade
was again increasing at o rote above 10 percent per year. During the 1990s, increases in
program expenditures were lower thaas in the previous decade reflecting moderate
increases in overall health care inflation and utilization. Home health care and skilled
nursing facilities are currcntly the fastest growing components of {1 expendimures.

The following teble illustrates the changing financial status of the I1I trust fund
since 1980. The twenty-five year actuarial defict bias increased significantly aver the
period as hospital costs and utilization begen rising rapidly. The fall in the imbalance
. between 1980 and 1985 reflects anticipated favorable cfocts of the 1983 legislation. The
large increase in the deficit in the 1993 report is the result of incorporating rapidly
increasing costs of home health and skilied nursing facilities into the estimates. The
deficit then declined as 2 ennsequence of OBRA93 which included some Medicare
spending cuis, removed the earnings limit for HI contributions, and increased the
taxadon of QOASDI benefits -- the proceeds of which go to the HI trust fund. The last
two annual reparts also reflect the slower growth in medical Inflation in the 1990s.
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Chaages in the twenty-five year actuarial balsnces primarily reflect changes in
expected future medical cust increases based on the Health Cure Financing
Administration’s (HCFA) actuaries assessment of recent historical trends. As shown in
the table, the estimate of the actuerial balance moye then tripled between 1985 and
1993, though it has declined recently. On the other hand, the projected year of trust
fund exhaustion bas varied within a comparatively narrow range over the past ten years.
As we move cioser 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 Jonger 75-year period, dernngraphic 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 care utilization rates of the
elderly, results ju large financial imbalances in the HI program.

Financial Status of Hospital Insurance Tvust Fund

Trustees’ Report Year
1980 1988 1990 1991 1982 1993 1994 1998

25-Year
Actuarial Balanee? -5 08 - .96 135 21 161 -133

Yoar Fund Bxhaumud 1994 10908 20m 2008 2002 1999 2001 2002

3As a percoat of payroll. 1990 v 1985 uumbers arc bascd on presset valups of lucome, outgo, and payeall.

SM/I Pragram

Though the SMI trust fund is actuarially sound becanss of its accrual-based
financing, expenditures on physician services have growa more rapidly than hospital
expepditures in recent years. This is paitly due to institution of Mcdiecare's pruspective
payment method for hospital services (established in 1983). In 1992, Medicare began to
phase in 2 new method for paying physicians based on the estimated cost of resources
nasded for various physician services. This Is expected tv help restrain future growth of
SMI expenditures. Howsver, both SMI and HI facc similar financial pressures because
of mcdical care price inflation apd growing utilization of services. In the long run,

demographic changes (aging of the population) will have serious adverse consequences
for both the SMI and HI programs. _



ID:202-395-6148 RPR 28’95 6:38 No.008

Combined HI and SM1 costs are expectcd 10 Increase frum 2.6 percent of GDP in
1995 to 8.8 percent in 2069. Because of rising long-term pro costs and the projected
exhaustion of the HI fund {n 2002, the Board of Trustees, as 1t has since 1993, is
recommending prompt, effective, and decisive action on Medicare financing, To
facilitate such action, the Trustees have spacifically recommended the reinstitution of the
Quadrennial Advisory Councll for the Medicure program, which was climinated when the
Social Sscurity Administration was made aa independent agency. This Council would
make rccommendations as s0on as possible to improve the financial condition of
Mcdicare. The Board bas also urged the Congrass 10 take actions through broad-based
health care reform designed to control Medicare costs and to address the financial
intbalance in both the short range and the long renge. 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, the Administration has recommendad
changes in the determinaton of Part B premiums, & tightening of Medicare secondary
payer pruviglons, and the permanent capture of saving from the freeze on home herlth
payments. All are extensions of elements included in OBRA93. If passed, the lfe of the
HI Trust Fund would be extended into 2003. Recommendations from the Advisary
Coundl would likely extend this date much further.

The House-passed tux cut bill (H.R. 1215) which would, among other things,
reduce the taxation of sodal security benefits by returning to pre-1994 lyw, will worsen
HI financing. Under carrent law, additional revenue from the income taxation of suciul
security benefits goes into the HI Trust Fund where it benefits the same 65 end over

“population by helping to finance their Medicare benefits. If the House-passed bill were
10 become law, the HT Trust Fuad would be depleted about eight to ninc months snaner.

Medicare Financing and Heglth Care Reform

The most important point (o besr in mind regarding the Medicare financing crisis
is that Medicare cost containment soust be done within the context of health care reform.
The rise in Medicare costs is caused by the rive in overall health carc costs thut affect all
parts of the health care sector. A dramatic attempt by government to contaln cost
growth in Medicare—through large reductions in payments to hospitals, for example~will
causc significant distortions and inefficiencies elsewhere in the systemw. unless such a
reduction is undestaken in tha 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
are reflected in private insurance premiurns, health insurance becomes more
unaffordable and less available. Insurance company incentives to insure only those wha
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 Jose insurance coverage.

The net effect of & reductivn in Medicare payments by government fio,
unconnected with health care reform, is the further undermining of our private sector
insurance system. Private insurance coverage will fali and quality of service will be
reduced as 2 result of cost increases imposed to offset the government’s reduction in
Medicare payments. With more Americans lacking insurance, the hewth of the nation
will deterfusate, and costs of othcr government medical programs will increase. It is
possible that Medicare savings in the absence of bealth care reform will prove totally
illusory in terms of savings to the overall bealth carc system.

By contrast, much can be done in the context of health care reform. A more
competitive health core market—in which consumers had real choice among networks of
doctors, hospitals, and insurers--would ¢ause 2 flow of patients and insurance customers
toward the most efficient, higbest-quality healih plans. Detter information about the
quality of different networks, and standardization of benefits so that consumers could
compurison-sbop, would add to the pressures on the health care sysiem to avoid
unnecessary, inappropriate, and expensive care.

Health insurance premiums would more dircetly reflect the cost of providing care.
The rate of growth In overall health care spending would slow. And slower overall
spending growth would lead 10 a reduction in Medicare costs.

Again, the Administration firndy believes that Medicare financing is best handled
in the context of 8 hcalth care reform plan. We are ready to work with Congress in a
bipartisan manner to achieve that goal.
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MR. CHAIRMAN AND NEMBERS OF THE COMNITIRE:

Thank you for the opportunity to testify before you on the
subject of the Nospital Insurance (HI) and supplementary Madical
Insurance (SMI) trust funds. : .

Like you, I am concerned about the recent report by the
Medicare Trustees which projects that tha HI trust fund will bse
depleted in 2002. While the HI trust fund financial balance is a
signiticant problem and dessrves our serious attention, let me
also remind you that (1) this is not 2 new problem and
(2) the projected life of the trust fund has been extended for
three years since 1993.

Due to the actions taken in the Omnibue Budget
Reconciliation Act of 1993 (OBRA 93) and a stronger-than-expected
econony in 1994, Trust Fund depletion has been delayed froz 1999
to 2002. Even with theso improvements, however, the Truetees
continve to foresee financial problems in the future for the HI

Trust Fund. we hane con Hed cwidh a”‘(fwm b

As I noted, the (Trustee’s trends and projections have
occurred before and 4re not surprising. In the course of the
past 15 yeazrs, tho Taustoos have predioted near-term financial
problems for the trust funda and recommended that Congress take
action to slcw the grpwth of Medicare spending to assure trust
funéd selvency. While improved tha
cutiook of the trust fund, broader issues of health care cost and
acoess linit how much meore we can accomplish through Medicare
cuts alone.

ey ants Concanmacl
A $olutions focused solely on Medicare would severely strain
many of ocur fragile hoalth carc delivery eystems in rural and

inner-city comnunities and m? result in cost shifting to small
v

vusinesses and individuals. must thernfore consider this
issue in the context of health/referm, as the Trustcoes

reconuended. Coulof

The Trustees also urged Cunlgleos t¢ enact legislation that
reestablishes the Quadrennial Advisory Council as a vehicle to
exanmine the Medicare program. : ;

-

’_ ; ™ "y . \ 5 e * : | % v}
Yoday, I willl focus prinurily on the solvency ot the HI & QY
trust fund. although the Trustees Report addresses cost growth Yy ®-
in both the HI and the SMI trust funds, the issues of greatest ~ J
concern is the KI trust fund’s solvency, I lock forward ¢o Jg¢
vorking with Congress to Medicare in the \g
context of broader reforms to assure that Medicare repains etable ® &h
now and in the future. N
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let me begin by descridbing the HI trust fund and the
services it supports for Medicare beneficiaries. The RI Trust
rund primarily pays for inpatient hogpital care, but it algo
covers expenditures rfor home health services, skilled nursing
care, and hospice care. In 1994, the HI Trust Fund prid for
$104.5 billion in services for s2 million aged and ¢ million

disablea beneficiaries. . eomploymm imcame.
The HI Trust Fund is financed primar{ly by payroll taxes.
!mrlo eeg contribute 1.45 percent of wages, and there is a
matching contributien by epployers. Self-employcd individuale
contribute 2.9 percent of « OBRA 93 removed the ceiling on
the amount of that are taxable; consequently, this tax
applieg to a ' @ Trust Fund aleo receivos inccme from
interest earrnings on it-‘i!:c:gé\revenue from taxation of Social

Security bengfits, and from missellansous sources.
-carum L anrunsal

Trust Fund expenditures are projected to rise more rapidly
than Trust Fund revenues. Anticipated increases in the nunber
and complexity of medical services provided are expected to
continye to increase expenditure growth rates. Driving the
axpactaed imbalance between axpenditures and revenues is the
demographic chift that will occur wvith the aging of the baby boom
generation. A larger parcentage of our population will be
sligible for Medicare, and a correspondingly smaller percentage
will be paying the taxas that support the Truat Fund.

urY 2002 .

What ¢oos thic mcan? Tho 1996 RI Trustoos Report projects
roughly anpthor 7 yocaro of colvenoy. aAfser—edd, e fund io
sxhausted, Over the 75 year long-range projection period, the
income as a percent of taexable payroll remains relatively level
while the cost rete 1iseo ntcadily.

Thewe are well-understood trends; there is nothing new in
this mopt recent Trustews Repurt. Over the past 15 yesars, the
Trustees have projected the date of insolvency to be anywhere
from 1987 to 2005, and each year they recummend that Congress
take action to protect the fund., as, I noted earlier, in part
due to provisions in the Omnibus Budget Reconciliaticn Act of
1993 (OBRA 93), Trust Fund depletion has been delayed %o 2002Z.

OBRA 93 eliminated the maximun earnings cap for the EI
progran, so that the HI tax now upplies to all earnings. It also
achieved $55 billion in savings from the Kedicare program, about
$30 billion of which came from providers who are paid through the
HI Trust Fund. In addition, OBRA 93 increased the maxipunm
proportion ©of Old-Age, Survivcro, and Disebility Insurance
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fov ondy thoov brrugpciaris calh o hughat Lrcomes.
Renerull. gmwmkﬁ b/ o pwvmcd*m o

(OASDI) benefiys subject to Federal incone taxes from §0 percont

to 85 percent,\wieh—the—additional-wsevenwe dedicated solely to

the NI Trust Fund. OUnfortunately, as part of its Contract with

America, the HWousa has voted to repsal the change in tho taxation

of OASDI benefits, thufi)'m -

fund. __ — W L et e T e,

— 'rhj_;'ll.{f w) ) .
fhis administration telieves that strong action to avoid

depletion of the Hospital Insurance Trust d should not be

undertaken by 1ookinq_gg_!gg;ggggIglgﬁg;?[igg significant changco
n the Hedicare program, whather in the financing, 8ligibility,
benefit provisions or payrment rates, will @ffect the entire

health care system.

Si Sru,'u.cm t

v futs in payments to providers would have significant effects

on providers’ overall financial condition. This is especinlly
true for providers whose patients are predominantly Nedicare
beneficiaries or providers vho alsc treat uninsured persons,

vhoether lcocated in inner citiee or rural aroaigzbooou.e-theae

. Large reductions in Maedicare paymente would hava a
devastating effect on a significant number of urban safety-
net hospitals. These hospitals already are bearing a
digproporticnste share of the nation’s growing burden of
uncompensgated care.

8

- - ——
——————

- For large urban public heospitals, whioh are heavily
used by Medicaid and sgelf-pay patiente, Mecdicarc is en
important courcc of adoguate payment. While Medicare
in 1951 was thc payer for only 11 percent ef discharges
in these institutions, it accounted for almest 20
percent of net operating revenues.

- For these hospitals on average, in 1991 Medicare
acvcounted for a bigyer share of net operatiny revenues
than private payers.

ZaAym;Aeahc_a7uyumJ aloo
s 4 -Redueing Medicare payments could/endanger rural hoepitals.

- Nearly 10 million medicare beneficiaires (25 percent of
the totul) live in rural America where there is often
only & 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 thess hospitals, which already are in financial
distress, tu close or to turn to local taxpayers to

Lt<;N Uidﬂi{/ Ual oo codp anes iuldbnl ondirneoted ¢ LAL/_M&:AfZ
o the ffe dicate Guod, Hund fanes '?a’/u‘om /'c/o’ ﬂﬁwz{ai U/uﬁfuw
Ay Mastuemes of Yy techcars fuinl. feond. XN I {ea/
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incresse what sre often substantial leocal subsidies.

- Rural residents are more likely than urban residents to
be uninsured, so offeetting the effaects ©f Medicare
cuts by shifting costs to private payers ig more
difficult for small rural hospitals.

- Rural hospitals are often the largest exployer in their
coxmunities; closing these hospitals will result in job
loss and physicians leaving these copmunities.

Y
Other providers vho—osziob;o—to—u%ii ghift their costs onto
payers vho do not have the market power to negotiate advantageous
rates. This means that ultimately many small businesses and
individuels ~- those Americans who arc alroady paying the higheet
health insurance premiums in the nation -- will shoulder an even
larger share of health care costs.

Large pudue fgivo on) Med ere i M faepamio b povidins could alas Aunk buntyscanca
Fe e e O e i a atae borattected. | Significantly cutting ¥

paynent rates to providers might restrict access for

beneficiaries ss providers would be lcac willing to provide

gsorvices to them. Turther, low income beneficiaries would be the
hardest hit. Over 75 percent of Medicare beneficiaries have

incomes below $235,000. For those with incomas below 100 parcent

of poverty, out-ofe-pooket hezlth costs constitute 34 percent of

income. Medicare recductione could increase the cost shaging of

the nation’s most vulnerable elderly -~ the low=incame. Such

increases becone thoe ogquivalent of reducing their Social boaden

Security.

Attempts to restore thc solvency of the trust fund can not

undermsine Nedicare's commitment te accose to care for elderly
parsuis. We should take care that any offerto to oxtond the

solvency of the trust fund de not put Medicare bonoficiaries at
undue risk, but at the same time protect the program for them in
The ruture. . _

Only through focusing on the entire health system will we be
able to address issues within Medicvuire and preserve acoess for
Medicare beneficiaries and underservead popuiations.

-—Hldie&r0—ﬁﬁV*9OEyﬂeoungil-ﬂould—tocuu_spocisien+%y—on~aho--
~Medicare-Trust—Pends+—— The—Couneil—vwiil-recomend soiuvtions-or-—
—sewing—eostgrevith—ensuringModleares—solvency well Imnvto the-
—~—ReXt-Centarye-

The Administration takes seriousli its responsibility to
current and future Medicare basneficiarles to insure the solvency

4
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of the trust fund. The Health Care Financing Administratien
(HCFA) continues to make many progran changes to improve the
efficiency of the Nedicare system. For example, hospital
prospective payment has contributed to clowing the increxse in
Medicare expenditures for hospital sesvices. 4s a result, on a
per enrcllee basis, Medicare grev at a slower rate than the
private sector between 1964 and 1991 -- 7.7 peroent conpared to
the private sector’s 9.8 percent.

As we address these issues, we must remcmber that Medicare
doar not stand alone. It is an integral part of a larger health
care system, and its solvency should be addressed only in the
context of that larger system. Broasder health cars reforn will
occur only if we work on & bipartisan basis. The Administration

locks forward to working with the Congress to develop lasting
golutiong to Medicare’s fiscal problems,



