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I. BACKGROUND

The Medicare Program (authorized under title XVIII of the
Social Security Act) provides health insurance to nearly 30 million
eligible beneficiaries including most individuals age 65 and over,
persons under 65 who have been entitled for a period of 24 months
to Social Security or Railroad Retirement benefits because of dis-
ability, and certain workers and their dependents who need kidney
transplantation or dialysis. Medicare is a Federal program with
uniform eligibility and benefits throughout the United States. Pro-
tection is available to insured persons without regard to their
income or assets. Medicare is the largest health care financing pro-
gram in the United States and, except for Social Security, is the
largest entitlement program in the Federal budget. Program spend-
ing accounts for more than 25 percent of national health spending
for hospital care and for more than 17 percent of all such spending
for physicians' services. In the absence of new legislation or other
changes, program spending will increase from $66.3 billion in FY
1984 to an estimated $76.8 billion in FY 1985 or 15.8 percent.

A. Program Eligibility and Benefits

Medicare consists of two parts: Part A or the Hospital Insurance
(HI) program and Part B or the Supplementary Medical Insurance
(SMI) program.

HI entitlement and benefits
Hospital Insurance helps pay the costs of inpatient hospital serv-

ices, skilled nursing facility services, home health care and hospice
care. The vast majority of persons reaching age 65 are automatical-
ly enrolled and entitled to protection under Part A of the program.
Those over 65 not entitled to protection may voluntarily obtain
protection by paying the full actuarial cost of such coverage (cur-
rently $155 a month).

During each benefit period (which begins when an insured indi-
vidual enters a hospital and ends when he or she has not been in a
hospital or skilled nursing facility for 60 days), Hospital Insurance
will pay for:

(1) 90 days of inpatient hospital care subject to a deductible
(currently $356) to be paid by the beneficiary; a daily copay-
ment (currently $89) is required of the beneficiary from the
61st through the 90th day. An additional lifetime reserve of 60
days, subject to a daily copayment (currently $178) may be
drawn upon, if a beneficiary is hospitalized longer than 90 d~lys
during a benefit period.

'The amount of the deductible is updated annually to reflect changes in the average cost of
inpatient hospital care. Hospital and skilled nursing facility copayments are fixed percentages
of the inpatient deductible and are therefore also updated annually.

(1)
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(2) Up to 100 days in a medicare-approved skilled nursing fa-
cility for persons in need of skilled nursing care and/or reha-
bilitation services on a daily basis. After the first 20 days,
beneficiaries must pay a daily copayment amount (currently
$44.50).

(3) Home health services are provided without an overall
limitation on the number of visits. No deductibles or coinsur-
ance payments are required.

Individuals entitled to hospital insurance benefits who are termi-
nally ill may elect to receive covered hospice services (in lieu of
most other Medicare benefits) for up to two periods of 90 days each,
plus an additional 30 days.

SMI enrollment and benefits
Supplementary Medical Insurance (Part B) helps pay for the

services of independent practitioners (primarily physicians), outpa-
tient hospital services, laboratory services, and other medical and
related services. An individual who is entitled to HI benefits will
be automatically enrolled in the SMI program, but he may decline
coverage. Other persons 65 and older, who are not eligible for HI
benefits, can enroll in SMI at certain designated times provided
they also enroll in Part A of the program. Virtually all persons age
65 and older and all persons covered by Hospital Insurance may
elect to enroll in the Supplementary Medical Insurance program by
paying a monthly premium (currently $14.60 per month).

Supplementary Medical Insurance (with certain exceptions) pays
80 percent of the "reasonable charges", after the enrollee meets an
annual deductible of $75, for: physicians' services; limited services
of chiropractors, podiatrists and dentists; laboratory and other di-
agnostic tests; X-ray and radiation therapy; home dialysis supplies
and equipment; medical devices other than dental and most eye-
glasses; physical and speech therapy; ambulance services; and cer-
tain other services.

Current enrollment and program expenditures
During FY 1984, an estimated 30 million people including 27 mil-

lion aged and 3 million disabled persons will be entitled to benefits
under the Hospital Insurance portion of the Medicare program. Ap-
proximately 7.5 million (or one in four) of the persons protected by
the program will receive covered services during the year. Hospital
Insurance expenditures during FY 1984 will amount to an estimat-
ed $45.1 billion.

During FY 1984, an estimated 29.2 million persons will be en-
rolled under Part B. Of these, about 20.3 million persons (70%) are
expected to receive covered services during the year, accounting for
program expenditures of approximately $21.3 billion.

Estimates for FY 1983 through FY 1985 are summarized in Table
1:
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TABLE 1.-HOSPITAL INSURANCE (HI) AND SUPPLEMENTARY MEDICAL INSURANCE (SMI)
PROGRAM DATA 1

Fiscal years

1983 1984 1985
(estimate) (estimate) (estimate)

Persons Entitled or Enrolled (in millions)2
H I ................................................................................... 2 9 .1 2 9 .7 3 0 .2

A ged .......................................................................... 26 .2 26.8 27.3
D isabled ..................................................................... 2.9 2 .9 2 .9

S M I ................................................................................ 2 8 .7 2 9 .2 2 9 .8
A g ed .......................................................................... 2 6 .0 2 6 .6 2 7 .2
D isab led ..................................................................... 2 .7 2 .6 2 .6

Persons Receiving Services (in millions) 2

H I ................................................................................... 7 .3 7 .5 7 .7
A g ed .......................................................................... 6 .5 6 .7 7 .0
D isabled ..................................................................... 0 .8 0 .8 0 .8

S M I ................................................................................ 19 .6 20 .3 2 1.1
A ged .......................................................................... 17 .8 18 .5 19 .2
D isabled ..................................................................... 1.8 1.8 1.8

Program Outlays (in billions)3
Total ............................................................................... $56.9 $66.3 $76.8

H I .............................................................................. 3 8 .6 4 5 .1 5 2 .1
S M I ............................................................................ 18 .3 2 1.3 2 4 .7

'Numbers may not add due to rounding.
2 Source: Health Care Financing Administration.

Source: President's FY 1985 Budget,

B. Historical and Projected Trends in Program Expenditures

Relative importance and rate of increase by type of service
Table 2 shows the estimated relative importance and average

annual growth rate of program expenditures for each type of serv-
ice covered under Part A and Part B, during the period 1975 to
1985. Hospital inpatient services account for almost all benefit ex-
penditures under Part A, but home health services are growing
nearly twice as fast. Under Part B, physicians services account for
the majority of benefit payments while payments for hospital out-
patient services have been growing most rapidly. Overall, Part A
accounts for more than two-thirds of total benefits in the Medicare
program as a whole, but its share is declining since Part B pay-
ments have been increasing more rapidly.
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TABLE 2-BENEFIT PAYMENTS BY SERVICE UNDER PART A AND PART B, FISCAL YEARS
1975 and 1985

[Dollars in millions)

1975 payments

Amount Percent

1985 payments Projected
(estimate) average
. . . . annual

growth
Amount Percent 81975-

85)percent

Part A
hospital inpatient services .................... $9,947 96.1 $48,177 94.2 17.1
skilled nursing facility services ....... 273 2.6 573 1.1 7.7
home health services ............................ 133 1.3 2,154 4.2 32.1
hospice services ................................................................... 240 0.5 ..............

Total benefit payments ...................... $10,353 100.0 $51,144 100.0 17.3
Part B

For physician services ................................
For radiology and pathology services ..........
For hospital outpatient services ..................
For other medical and health services ........

Total benefit paym ents .......................

Part A ......................................... .
Part B ..........................

T o ta l ..................................................

$2,861
199
540
165

$3,765
$10,353

3,765
$14,118

76.0 $17,745
5.3 552

14.3 4,581
4.4 820

100.0 $23,698

73.3 $51,144
26.7 23,698

100.0 $74,842

75.9 20.0
2.3 10.7

19.3 23.8
3.5 17.4

100.0 20.2

68.3 17.3
31.6 20.2

100.0 18.2
Source: Health Care Financing Administration.

Sources of increases in benefit expenditures
Historical and projected increases in expenditures for hospital in-

patient services under Medicare may be broken down into three
components: (1) increases due to changes in the prices of labor and
other goods and services that hospitals purchase in order to pro-
duce inpatient care as measured by the market basket index; (2) in-
creases due to changes in the quantity and mix of services per in-
patient discharge (e.g., more tests and procedures or relatively
more of the costly tests and procedures), called unit input intensity
or service intensity and; (3) increases due to changes in the volume
of Medicare patients treated (e.g., increased enrollment and higher
admission rates per enrollee). Table 3 shows annual rates of in-
crease for historical periods and expected increases for the period
1983 to 1995 for each of these components as well as data on
changes in general wage and price levels for comparison.

Historically, increases in the prices that hospitals pay for goods
and services, as measured by the market basket index, have ac-
counted for slightly more than one-half of the rate of increase in
total HI inpatient expenditures and about two-thirds of the in-
crease in expenditures per enrollee. The remainder of the increase,

For
For
For
For
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with substantial variations from year to year, is attributable in
roughly equal shares to changes in service intensity, increased en-
rollment and changes in the number of admissions per enrollee.

TABLE 3.-HISTORICAL AND PROJECTED ESTIMATES OF RATES OF INCREASE (PERCENT) IN MEDICARE
EXPENDITURES FOR HOSPITAL INPATIENT CARE, BY SOURCE, 1972-95

General wages and Hospital price- Unit input Volume growth H
prices inpatient

Market (service HI Admissu overall
Covered CPI Wages Prices basket intens enrollment icidence We of
wages Iide% y) Increase

Historical rates:
1972 ......................... 7.3 3 3 6,8 4.5 5.9 0 1 1.6 3.0 10.9
1973 ........................ 6,9 6.2 5.5 8.0 6.5 5.5 6.2 --2.4 16.4
1974 1........................ 7.4 11.0 77 14.2 10.4 --3.2 6.6 87 23.6
1975 .................... 6.6 9.1 9.9 12 2 10.9 5.6 3 2 1.4 22.5
1976 .......................... 8.2 5.8 8.2 83 8.2 6.1 2.9 0 8 19.0
1977 .......................... 8.0 6.5 7.1 7.9 7 4 4.6 3.0 1,4 17,3
1978 .......................... 8.2 7 6 8.4 7.9 8,2 2,2 2.7 1.2 14.8
1979 ...... ......... ..... 8,8 11,1 8.4 11.1 9,6 1.8 2.7 13 16.4
1980 ........... 8.6 13.5 10.6 12.8 11.6 0.9 2,1 4.7 20.3
1981 ............ 8.8 10.2 12.3 11.1 11.8 3.8 1,8 3.0 21.6
1982 ......................... 5.6 6.0 11.0 7.0 9.3 3.2 2.0 23 17.6

Projected rates: 2
1983 ......................... 4.6 3.1 7.6 4.5 6.3 3.7 1.4 1.3 13.2
1984 .......................... 4.6 4.4 7.5 6.3 7.0 2.3 2.0 0.9 12,6
1985 ............ 5.5 5.3 8.0 6.7 7.5 1,6 1.8 11 12.4
1986 ............ 5.6 4.8 7.7 6.2 7.1 1.0 1.9 1.1 11.4
1987 .......................... 5.7 4,4 7.8 5.7 6,9 1.0 2.0 1.0 11.2
1988 .......................... 5.4 4,1 7.5 5.3 6.6 1.0 1.9 1.1 10.9
1989 ............ 5.4 4.0 7.0 5.2 6.3 1.0 1.8 1.2 10.5
1990 .......................... 5.5 4.0 7.2 5.2 6.4 1.0 1.8 1,2 10.6
1995 .......................... 5.5 4.0 6.6 5.0 6.0 1.0 1,2 1.3 97

I A residual category including increases due to "other sources", the part ei annual increases in hospital inpatient cost per discharge not
accounted for by increases in the market basket index or volume growth

Based on Alternatrve Il-B assumptions (wssimistic intermediate)

,ource 1983 Annual Reporl of Board of Trustees of the federal Hospital Insurance Trust Fund

As shown in Table 4, increases in expenditures for physician
services under Part B may be broken down similarly into: (1) in-
creases in recognized (reasonable) charges per physician visit, (2)
increases in physician visits per enrollee per year (including in-
creases due to provision of relatively more complex services) and (3)
increases in SMI enrollment. While increases in reasonable charges
per visit have generally accounted for more than one-half of the
rate of increase in expenditures, the relative importance of this
component is expected to decrease in the near future as the rate of
increase in physicians' fees declines and visits per enrollee and
other volume factors increase more rapidly.
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TABLE 4.-HISTORICAL AND PROJECTED ESTIMATES OF RATES OF INCREASE (PERCENT) IN
MEDICARE EXPENDITURES FOR PHYSICIAN SERVICES BY SOURCE, 1972-86.1

Increases due to prices Increases due to volume

Physician fee Reasonable Overall rate of
component of charges per Visits per Enrollment increase

CPI visit enrollee 2

Historical rates:
1972 ........................ 5.2 4.0 2.6 1.9 8.7
1973 ........................ 2.6 2.1 5.1 1.9 9.3
1974 ........................ 5.0 3.4 5.5 2.7 12.0
1975 ........................ 12.8 9.2 3.5 2.5 15.8
1976 ........................ 11.4 8.5 3.0 2.7 14.8
1977 ........................ 10.2 9.2 3.4 2.3 15.5
1978 ....... ............. 8.9 9.4 3.9 2.3 16.3
1979 ........................ 8.6 8.0 3.5 2.4 14.5
1980 ........................ 11.5 9.1 6.9 2.5 19.5
1981 ........................ 11 1 8.4 7.8 2.2 19.4

Projected rates: 3

1982 ........................ 11.7 10.8 11.9 2.2 26.7
1983 ........................ 10.6 9.6 8.8 2.1 21.9
1984 ........................ 8.8 6.9 7.7 2.1 17.5
1985 ........................ 7.4 5.7 7.3 2.2 15.9
1986 ........................ 6.2 5.8 6.2 2.3 14.9
Aged enrollees only; excludes disabled and ESRD enrollees.

2 Includes the effects of changes in the mix of physician services toward more complex and expensive
services per visit.

3 Based on Alternative Il-B (pessimistic intermediate) assumptions.
Source: 1983 Annual Report of !he Board of Trustees of the Federal Supplementary Medical Insurance Trust

Fund.

C. Impact of Recent Legislation
Amendments to the Social Security Act that will affect Medicare

program revenues or outlays have been enacted in each of the last
three years in Public Law 97-35, the Omnibus Budget Reconcili-
ation Act of 1981 (OBRA); Public Law 97-248, the Tax Equity and
Fiscal Responsibility Act of 1982 (TEFRA); and Public Law 98-21,
the Social Security Amendments of 1983. Although the most recent
savings and revenue estimates prepared by the Congressional
Budget Office (CBO) for each of these laws are not strictly compa-
rable, it is possible to examine the distribution of projected changes
in program revenues and outlays by type of change within each
law. 3 Table 5 shows the percentage distribution of estimated pro-
gram savings (including revenue increases) for each of these laws.

More than 60 percent of total estimated savings under OBRA
and more than 75 percent of the total under TEFRA is due to re-
ductions in program outlays under Part A. Most of the projected

'The estiflates for each law were made at different times. for different periods of time, using
different economic assumptions; and some provisions overlap. Thus, absolute comparisons
cannot be made.
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reductions in outlays in both cases are expected to result from
changes in provider reimbursement methods, primarily involving
payments for inpatient hospital services. In fact, over one-half of
projected total savings under TEFRA is attributable to the exten-
sion of the hospital per diem routine operating cost limits to cover
total operating costs per discharge and the three-year rate of in-
crease limit imposed on Medicare reimbursements to hospitals.

Almost all of the projected changes in program outlays and rev-
enues under the Social Security Amendments of 1983 are expected
to result from increases in HI tax revenues. Although the adoption
of a prospective payment system for hospital payments under
Medicare creates incentives for hospitals to reduce their costs and,
thus, has the potential for large long-term savings, the projected
impact of this provision was not estimated by CBO.

Moreover, in considering the projected savings due to the Social
Security Amendments of 1983, it must be noted that the prospec-
tive payment system (PPS) for hospitals was to be budget neutral-
i.e., to yield no additional savings for fiscal years 1984 and 1985
beyond those achieved through the TEFRA legislation of 1982.
However, the budget neutrality provision expires at the end of
fiscal year 1985 and control over PPS rates passes to the Secretary
of HHS beginning in fiscal year 1986. IL'pending upon decisions yet
to be made by the Secretary, the ultim te impact of the PPS on the
budget could be either favorable, adverse, or even neutral.

TABLE 5.-PERCENTAGE DISTRIBUTION OF ESTIMATED MEDICARE SAVINGS BY CATEGORY
OF CHANGE FOR LEGISLATION ENACTED SINCE 1981

[Percent]

OBRA- TEFRA- SS Amend.-Category of change 1981 2 1982 3 19834

1. Provisions affecting HI trust fund revenues:
A. Changes in HI tax provisions .......... 0 0 55.53
B. Other tax changes (other

sources) ........................................ 0 0 25.26
C. Changes in covered employment ..... 0 3.69 17.22

2. Provisions affecting HI trust fund outlays:
A. Changes in eligibility ....................... 0 6.70 0
B. Changes in covered services ........... 1.87 0.23 0
C. Changes in patient cost-sharing ...... 20.24 0 0
D. Changes in provider payments ........ 36.67 66.48 2,436
E. Changes in program administra-

tion ................................................. 1.34 3.14 - 0.11
3. Provisions affecting SMI trust fund revenues:

A. Changes in enrollee premiums ........ 0 9.00 4.53
4. Provisions affecting SMI trust fund outlays:

A. Changes in eligibility ....................... 10.87 3.11 0
B. Changes in covered services ........... 0 0 0
C. Changes in patient cost-sharing ...... 17.00 5.20 0
D. Changes in provider payments ........ 10.52 2.45 0
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TABLE 5.-PERCENTAGE DISTRIBUTION OF ESTIMATED MEDICARE SAVINGS BY CATEGORY
OF CHANGE FOR LEGISLATION ENACTED SINCE 1981 '-Continued

IPercent]

Category of change OBRA- TEFRA- SS Amend.-
1981 1982 19834

E. Changes in program administra-
tio n ................................................. 0 .4 9 0 0

Total .......................................... 100.0 100.0 100.0
1 Estimated savings figures obtained from varius Congressional Budget Office documents.
2 Estimated savings computed for fiscal years 1982 through 1984.
3 Estimated savings computed for fiscal years 1983 through, 1987.
4 Estimated savings computed for fiscal years 1983 through i388.
5 Provisions have been grouped on the basis of their direct effects which may differ from the final impact,

e.g., reductions in provider payments may ultimately result in higher beneficiary costs.
6 Estimate does not include budgetary impact of the Prospective Payment System beyond 1985 as the effect

of decisions by the Secretary of HHS could either increase or decrease aggregate medicare outlay. .

II. CURRENT PROGRAM FINANCING

A. Basis of Social Security Financing
The Constitution provides that "no money shall be drawn from

the Treasury, but in consequence of appropriations made by law."
For most Federal programs, funding is made out of general rev-
enues on an annual basis in one of the several departmental appro-
priations acts. Social security operates on a totally different basis.
The Social Security Act provides for an appropriation out of the
Treasury and into specified trust funds of amounts exactly equal to
the amount of social security taxes imposed on employers and em-
ployees and on self-employed persons and, under the SS Ams of
1983 (P.L. 98-21), amounts collected through the taxation of S.S.
benefits. This is a permanent appropriation and transfers to the
trust funds are made on a daily basis consistent with the pattern of
tax collections. In addition, a relatively small amount of revenue
flows into the trust funds from general revenue reimbursements
and from interest on investments.

Once moneys have been transferred to each of the trust funds,
they are available to be expended to meet benefit costs without any
further action on the part of the Congress. (Trust fund moneys are
also available for administrative costs, but may be expended for
that purpose only up to limits established in annual appropriations
acts.) If benefit costs should exceed the available balances in the
trust funds, there is no statutory authority to meet the deficit from
general revenue appropriations.

Three social security programs OASI, DI and HI are designed to
operate on this self-sustaining basis.

For each of these programs there is a separate trust fund which
receives its share of social security tax. The proportion of the tax
each year that is allocated to each trust fund is specified by law.
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Interfund borrowing
Prior to legislation enacted in 1981 (P.L. 97-123), each social se-

curity program had to meet its benefit obligations through the bal-
ances in its own trust fund. That is, the financial operations of the
OASI, DI, and HI programs were completely independent. The 1981
legislation authorized "interfund borrowing" whereby on a tempo-
rary basis the surplus balances in any one trust fund may be used
to help finance benefits paid ot". of the other trust funds.

The Old-Age and Survivors Trust Fund has borrowed $12.4 bil-
lion from the HI trust fund. The Social Security Amendments of
1983 (Public Law 98-21) extended the interfund borrowing authori-
ty from 1982 through 1987.

Under the law, loans are required to be repaid at the earliest
possible date, but not later than 1989. Interest would be paid
monthly to HI on any outstanding loans to OASDI. OASDI could
not borrow from HI in any month in which the HI trust fund ratio
is under 10 percent. In 1983 and 1987, OASDI would repay loans
from HI whenever the OASDI fund ratio at the end of the year ex-
ceeded 15 percent. In 1988 through 1989, OASDI would repay HI,
in 24 equal monthly installments, the loan balance outstanding at
the end of 1987 plus outstanding interest.

B. Hospital Insurance

The HI program is financed primarily from amounts appropri-
ated to the Hospital Insurance Trust Fund under a permanent ap-
propriation of taxes paid by workers, their employers, and by indi-
viduals with self-employment income, in work covered by the Hos-
pital Insurance payroll tax. In general, covered employment is the
same as that covered by the Old Age and Survivors and Disability-
Insurance (OASDI) and Railroad Retirement cash benefit pro-
grams. Beginning in 1983, employment with the Federal Govern-
ment, except in very limited instances, is also covered by, and sub-
ject to Hospital Insurance payroll taxes (but not to other Social Se-
curity taxes). An individual s HI contributions are computed on
annual wages and/or self-employment income, up to a specific
maximum annual amount. The HI rates applicable to taxable earn-
ings in each of the calendar years 1966-1984 are shown in Table 6.
The maximum amounts of annual taxable earnings and HI contri-
bution in each of these years is also shown.

TABLE 6.-HOSPITAL INSURANCE TAX RATES AND MAXIMUM TAXABLE AMOUNT OF
ANNUAL EARNINGS

Maximum Hl tax rate Maximum Hl
Calendar year taxable (perat) Matibuti

earnings (percent) contribution

1966 ........................................................................ $6,600 0.35 $23.10
1967 ........................................................................ 6,600 0.50 33.00
1968- 71 .................................................................. 7,8 00 0.60 46.80
1972 ........................................................................ 9,000 0 .60 54.00
1973 ........................................................................ 10,800 1.00 108.00
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TABLE 6.-HOSPITAL INSURANCE TAX RATES AND MAXIMUM TAXABLE AMOUNT OF
ANNUAL EARNINGS-Continued

Maximum
Calendar year taxable HI tax rate I Maximum HIearning s (percent) contribution

19 74 ....................................................................... 13,200 0.90 118.80
19 75 ........................................................................ 14,100 0.90 126.90
1976 ........................................................................ 15 ,300 0.90 137.70
197 7 ........................................................................ 16 ,500 0.90 148.50
1978 ........................................................................ 17,700 1.00 177.00
19 79 ........................................................................ 22,900 1.05 240.45
1980 ........................................................................ 25,900 1.05 27 1.95
1981 .............................................. 29,700 1.30 386.10
1982 ........................................................................ 32,400 1.30 421 .20
1983 ........................................................................ 3 5,700 1.30 464.10
1984 ....................................................................... 37,800 1.30 49 1.40

I Rates on employee and employer, each as a percentage of taxable earnings (payroll). Beginning in 1984,
the rate on self-employed individuals is double the employee/employer rate.

For 1985 and thereafter, the rates shown in Table 7 are the rates
scheduled under provisions of present law. Beginning in 1975 the
maximum taxable earnings amount is adjusted automatically by
law each year to reflect changes in the general level of wages in
employment subject to social security taxes, which include the HI
tax.

TABLE 7.-HOSPITAL INSURANCE TAX RATES SCHEDULED UNDER PRESENT LAW

Scheduled HI
Calendar years Maximum taxable earnings tax rate

(percent) 1

1985 .......................................... Subject to autom atic increase ........................ 1.35
1986 and later ........................... Subject to autom atic increase ........................ 1.45

IRates on employee and employer, each as a percentage of taxable earnings (payroll).
Note: Rates on self.employed individuals are double the employee/employer rates

In general, the principles employed in financing the Hospital In-
surance portion of Medicare are similar to those employed in the
Social Security cash benefit programs. That is, benefit outlays and
administrative expenses are intended to be sustained, over the
long-run, by the HI taxes. To meet this objective, the Board of
Trustees 2 has adopted the general principle that annual income
should be equal to annual outlays plus an amount sufficient to
maintain a permanent trust fund balance equal to one-half year's
program expenditures. This principle reflects the view that a con-
tingency fund (50 percent reserve) is needed to cover the risk that

2 The Board of Trustees of the I trust fund consists of the Secretaries of Health and Human
Services, Labor, and Treasury.
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future revenues and outlays may differ from projected levels. It
also reflects the judgment that full funding of future benefits, as
workers accrue the rights to those benefits, is unnecessary and im-
practical. Further, investment of the surplus assets of the fund (the
50 percent reserve) provides income, in the form of interest earn-
ings and net capital gains, to support program expenditures.

There are two exceptions to these principles. One exception con-
cerns the coverage of a small number of individuals entitled, but
not insured. These individuals were grandfathered early in the pro-
gram and their costs are financed out of general revenues. In addi-
tion, these are the voluntarily enrolled persons whose costs are fi-
nanced from the premiums that they pay.

C. Supplementary Medical Insurance

Supplementary Medical Insurance (SMI), unlike HI, is not com-
pulsory. This program receives no proceeds from social security
taxes and is now heavily supported by the general fund of the
Treasury.

The SMI program is financed by monthly enrollee premiums
(currently $14.60 per month) and appropriations from general rev-
enues of the Treasury. The original Medicare legislation required
the Secretary of Health and Human Services to set the Part B
monthly premium amount annually so that aggregate premium
income would equal one-half of SMI program expenses for aged en-
rollees projected for the forthcoming year plus a contingency re-
serve to cover projection errors and unanticipated events. The re-
maining one-half of Part B revenues was paid from general rev-
enues.

Subsequent legislation (P.L. 92-603) limited increases in the Part
B monthly premium to the percentage increase in cash benefit pay-
ments under the Old Age and Survivors, and Disability Insurance
programs since the last increase in the Part B premium. Under the
law, when aggregate premium income is insufficient to cover one-
half of SMI program expenses, the difference is made up by addi-
tional appropriations of general revenues. Since then, increases in
program expenses have significantly out-paced increases in OASDI
cash benefits so that, by 1983, premiums accounted for less than 25
percent of program expenses for aged enrollees instead of the 50
percent originally envisioned. (See table 8.)

Provisions of the Tax Equity and Fiscal Responsibility Act of
1982 (P.L. 97-248) and the Social Security Amendments of 1983
(P.L. 98-21) first temporarily suspended the limitation on SMI pre-
mium increases for two 1-year periods and then delayed the sus-
pension for six months. Under current law, SMI premiums begin-
ning in January 1984 will be allowed to increase to a level suffi-
cient to produce premium income equal to 25 percent of projected
SMI costs for aged enrollees. The earlier limitation on premium in-
creases will apply again for periods beginning on or after January
1, 1986.
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TABLE 8.-MEDICARE SUPPLEMENTARY MEDICAL INSURANCE PREMIUM AMOUNTS

Monthly premium amounts

For enrollee Government amounts
(aged and -
disabled) For aged For disabled

July 1966 to March 1968 ........................................
April 1968 to June 1970 ..........................................
12-Month period ending June 30 of:

19 7 1 ...............................................................
19 7 2 ...............................................................
19 7 3 ...............................................................
19 7 4 1 ............................................................
19 7 5 ...............................................................
19 7 6 ...............................................................
19 7 7 ...............................................................
19 7 8 ...............................................................
19 7 9 ...............................................................
19 8 0 ...............................................................
19 8 1 ...............................................................
19 8 2 ...............................................................
19 8 3 ...............................................................

July 1 to Dec. 31, 1983 ...........................................Calendar year:
19 8 4 ...............................................................
19 8 5 2 ............................................................
1986 2 .....................................................
1 9 8 7 2 ............................................................
19 8 8 2 ............................................................

$3.00
4.00

5.30
5.60
5.80
6.30
6.70
6.70
7.20
7.70
8.20
8.70
9.60

11.00
12.20
12.20

14.70
16.60
17.30
18.10
18.90

$3.00
4.00

5.30
5.60
5.80
6.30
6.70
6.30

14.20
16.90
18.60
18.10
23.00
34.20
37.00
41.80

44.10
49.80
57.50
65.90
75.10

.... °...°...........

, ... °........

$22.70
29.30
30.30
30.80
42.30
41.80
41.30
41.00
62.20
72.00
80.00

94.70
107.60
124.30
141.30
159.10

1 In accordance with limitation on the costs of health care imposed under Phase II
program, the standard premium rate for July and August 1973 was set at $5.80
ffective September 1973, the rate increased to $6.30.

2 Estimates.

of Economic Stabilization
and $6.10, respectively.

III. FINANCIAL PROSPECTS OF THE MEDICARE TRUST
FUNDS

A. Hospital Insurance (HI) Trust Fund

The adequacy of the financing of the HI program, under present
law can be evaluated by several different measures. One measure
is provided by comparing on a year-to-year basis the actual tax
rates specified by law with the projected total costs of the program,
expressed as a percentage of taxable payroll. If these two items
were exactly equal and all projection assumptions were realized,
tax revenues together with interest income would be sufficient to
pay for benefits and administrative expenses for insured persons in
each year of the projection period. In practice, Congress has ap-
proved an HI tax schedule with rate changes occurring at intervals
of several years, rather than yearly increases to match exactly
with projected cost increases. Thus, a second useful indicator of the
actuarial status (balance) of the Hospital Insurance program is pro-
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vided by measuring the difference between the average tax rate
and the average cost of the program (over the whole projection
period), expressed as a percentage of taxable payroll over the same
period.

Program actuaries make long-range (25-year) estimates of aver-
age costs as a percentage of taxable payroll for Hospital Insurance
every year in order to show the relationship of projected trends in
program costs to projected trends in program revenues. These
annual estimates include four sets of projections based on economic
assumptions ranging from pessimistic (Alternative III) to relatively
optimistic assumptions (Alternative I). Intermediate assumptions
are incorporated in Alternatives II-A and II-B. Unless otherwise
noted, the actuaries' estimates shown in this report are based on
Alternative II-B (pessimistic intermediate) assumptions.

Since its inception in 1965, annual projections of the financial
condition of the Hospital Insurance program have generally been
unfavorable. The Trustees of the Hospital Insurance Trust Fund
have reported in 14 of the last 15 years that the HI program would
be in deficit condition (see Table 9).

TABLE 9.-PAST LONG-RANGE FORECASTS OF THE HOSPITAL INSURANCE PROGRAM

Average
25-year estimate made in calendar year Average scheduled Differencecost ' tax rate'

19 6 6 .............................................................................. 1.2 3 1 .2 3 ..................
19 6 7 .............................................................................. 1 .2 3 1.2 3 ..................
19 68 .............................................................................. 1.3 8 1.4 1 0 .03
1969 .............................................................................. 1.79 1.50 - -.29
1970 .............................................................................. 2 ,04 1.56 - .48
197 1 .............................................................................. 2.20 1.58 - -.62
1972 ............ ............................... 2.21 1.60 -. 61
1973 .............................................................................. 2.6 7 2.63 - .04
1974 ...... ..................................................................... . 2.63 2.65 .0 2
19 75 ............................................................................. 2.86 2.70 - .16
1976 .............................................................................. 3.39 2.75 - .64
1977 .............................................................................. 3.96 2.80 - 1.16
1978 ............................. 3.86 2.74 -1.12
1979 .............................................................................. 3.82 2.78 - 1.04
1980 ............................................................ 3.80 2.81 - 0.99
1981 ............................. 4.28 2.84 -1.44
1982 .............................................................................. 4.93 2.86 - 2.07
1983 .............................................................................. 4. 11 2.8 7 - 1.24

IAverage (as a percentage of taxable payroll) for the 25-year
assumptions (II-B).

period, using intermediate range economic

Source: Annual Reports of the Board of Trustees of the Federal Hospital Insurance Trust Fund.

31-294 0 - 84 - 2
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Long-range projections reported in the 1983 Trustees Report indi-
cate that the size of the trust fund deficit (actuarial status) will
grow steadily worse over the next 25 years as indicated in Chart 1.
Over the whole 25 year period from 1983 to 2007, the average defi-
cit is estimated at - 1.24 percent of taxable payroll.

In other words, HI tax rates scheduled under current law would
have to be increased on average by 43 percent from 2.87 percent of
taxable payroll (average combined tax rate on employees and em-
ployers) to 4.11 percent over the whole 25 year period in order to
bring the trust fund into actuarial balance. Alternatively, if sched-
uled tax rates were not increased, program expenditures would
have to be reduced by an average of 30 percent over the period to
eliminate the financing problem.

It should be noted that all actuarial estimates contained in the
1983 Trustees Report reflect the recent effects of legislation de-
scribed earlier as well as assumptions about future behavior where
administrative discretion exists. For example, the 1983 estimates
are based on the assumption that the Secretary of HHS will limit
increases in the hospital payment rates under the Medicare pro-
spective payment system in fiscal year 1986 and later to the
market basket rate plus 1 percentage point.
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Even a valuation period as long as 25 years may fail to present
fully future contingencies that may be expected as the result of
certain demographic changes. The Trustees also note, however,
that the degree of uncertainty concerning future hospital costs, rel-
ative to the remainder of the economy, is sufficiently great to limit
the usefulness of projections beyond 25 years. Nevertheless, it might
be noted that over a 75-year period, the actuaries' projections
suggest a pattern of ever increasing trust fund deficits reaching very
high levels around the middle of the next century. Table 10 shows
projections of program costs, income and trust fund balances, as a
percentage of taxable payroll, over the period from 1983 to 2057.
Similar figures for the Old Age and Survivors, and Disability Insur-
ance (OASDI) trust funds combined, and the combined balance for
the three trust funds (OASDI, DI and HI) are shown for comparison.
As noted, however, the reliability of estimates for periods beyond 25
years is substantially diminished because of the increased uncer-
tainty associated with very distant trends in hospital costs.

TABLE 10.-COST RATES, INCOME RATES AND
OF TAXABLE PAYROLL FOR OASDI AND HI
ECONOMIC ASSUMPTIONS, CALENDAR YEARS

TRUST FUND BALANCES AS A PERCENTAGE
PROGRAMS UNDER INTERMEDIATE (Il-B)
1983-2057

Calendar year
OASDI

IncomeCost rate rate

1983 .................... + 11.49
1985 .................... + 11.33
1990 ....... +11.27
1995 .................... + 10.65
2000 .................... + 10.08
2005 .................... + 9.90
2010 .................... + 10.31
2015 .................... + 11.43
2020 .................... + 12.76
2025 .................... + 13.96
2030 .................... + 14.73
2035 .................... + 15.16
2040 .................... + 15.17
2045 .................... + 15.17
2050 .................... + 15.27
2055 .................... + 15.40
25-year avg.:

1983-2007 ..... +10.66
2008-2032 ..... +12.64
2033-2057 ..... + 15.23

75-year avg.:
1983-2057 ..... + 12.84

+11.24
+11.85
+12.71
+12.79
+12.78
+12.79
+12.82
+12.88
+12.95
+13.03
+13.08
+13.12
+ 13.14
+13.16
+13.16
+13.17

+ 12.50
+ 12.95
+13.15

+12.87

HI I

Balance Cost rate 2 Income
rate

-0.24
+025
+1.44
+2.14
+2.71
+ 2.89
+2.51
+1.45
+0.19
-0.93
-1.65
-2.04
-2.03
-2.01
-2.11
-2.23

+ 1.83
+0.32
-2.08

+0.02

+2.70
+ 2.88
+3.46
+4.05
+4.58
+5.13
+5.61
+6.22
+ 7.00
+7.89
+8.65
+9.10
+ 9.29
+ 9.32
+ 9.35
+9.37

+4.02
+ 7.08
+ 9.29

+2.73
+2.70
+ 2.90
+ 2.90
+ 2.90
+ 2.90
+2.90
4-2.90
+ 2.90
+ 2.90
+ 2.90
+ 2.90
+ 2.90
+ 2.90
+ 2.90
+ 2.90

-2.87
4i2.90
+ 2.90

6.79 + 2.89

Balance

+0.03
-0.18
-0.56
-1.15
-1.68
-2.23
-2.71
-3.32
-4.10
-4.99
-5.75
-6.20
-6.39
-6.42
-6.45
-6.47

-1.15
-4.18
-6.39

OASDHI
balance

-0.22
+0.07
+0.88
+0.99
+ 1.03
+0.66
-0.20
-1.87
-3.91
-5.92
-- 7.40
-8.24
-8.43
-8.43
-8.55
-8.69

+0.68
-3.86
-8.47

IHI numbers differ from 1983 HI Trustees Report due to treatment of lump-sum transfers for deemed
military service wage credits.

2 HI cost rates exclude amounts required for building or maintaining the level of trust fund assets.
Source: 1983 Reports of the Boards of Trustees of the Federal Old Age, Survivors and Disability Insurance

Program and of the Federal Hospital Insurance Program.

-3.90 -3.88
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The near-term financing situation for the Hospital Insurance
program is also severe. Estimated operations of the HI Trust Fund
in the near-term are shown in Table 11. These estimates indicate
that program outlays will exceed income this year and, except for
1986, annual deficits will grow rapidly throughout the remainder of
this decade.

TABLE I1.-ESTIMATED NEAR TERM OPERATIONS OF THE HI TRUST FUND, CALENDAR
YEARS 1982-90
[In billions of dollars)

Year Income Outgo Dtffer- Interfund Net increase Fund at year Assetsence borrowing in fund end (percent) 2

1982 .......... $38.0 $36.1 $2.7 -$12.4 --$10.6 $8.2 52
1983 ....... 44.7 41.2 3.5 .................... 3.5 11.7 20
1984 .......... 45.6 46.6 - 1.0 .5 - .5 11.2 25
1985 .......... 51.3 52.3 - 1.0 .................... -- 1.0 10.2 21
1986 .......... 58.4 58.0 .4 1.1 1.5 11.8 18
1987 .......... 62.5 64.1 -- 1.6 2.4 '8 12.6 18
1988 .......... 66.0 71.0 -- 5.0 8.4 3.5 16.1 18
1989 .......... 70.0 78.4 - 8.4 .................... - 8.4 7.8 21
1990 .......... 73.9 86.6 - 12.7 .................... - 12.6 .................... 9

'The negative amount shown for 1982 was a loan made from the HI Trust Fund to the social security old
agP and survivors' program in that year. The positive amounts represent repayment of the loan principal to 1he
HI Trust Fund in the amounts and years indicated.

2 Fund assets (in dollars) at beginning of year as a percentage of estimated dollar outgo during year
Source: 1983 Annuat Report of the HI Board of Trustees

The short-term financial adequacy of the trust fund also can be
measured by the ratio of assets at the beginning of the year to pro-
jected outlays during the year, expressed as a percentage. The
Trustees have adopted the principle that the asset ratio should not
fall below 50 percent; if it falls below 10 percent there would be a
significant likelihood that the fund would be exhausted sometime
during the year. The pattern of projected asset ratios (shown in the
last column of Table 11 and graphically illustrated in Chart 2) is
distorted by the decline in assets associated with the loan of $12.4
billion to the OASI program in 1982 and by loan repayments ex-
pected in 1986, 1987 and 1988. Nevertheless, it is clear that the
assets of the fund will be inadequate to support benefit payments
as early as 1990.

Based on these estimates, the Trustees concluded that the tax
rates currently specified in the law (including the scheduled 1985
and 1986 increases) would be sufficient, along with interest earn-
ings and assets in the HI Trust Fund, to support program expendi-
tures only for the next six or seven years.
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Congressional Budget Office estimates
Estimates of the near-term financial condition of the HI Trust

Fund made in early 1983 by the Congressional Budget Office (CBO)
were somewhat more pessimistic than those made by the trust
fund actuaries. Prior to enactment of the Social Security Amend-
ments of 1983 (P.L. 98-21), CBO projected that the Fund could be
exhausted as early as 1987. Projections made after passage of the
1983 legislation indicate that the infusion of additional income to
the Fund (resulting from certain tax changes in the 1983 Act)
delays depletion by a little more than one year, from 1987 to 1988,
while savings from the changes in hospital payment policies includ-
ed in the legislation defer depletion by about another year until
late 1989 or early 1990. CBO's estimates were based on the assump-
tion that future hospital payment rates (for fiscal year 1986 and
later) would increase by the market basket rate plus 21/2 percent-
age points.

In November 1983, CBO projected depletion of the HI Trust Fund
by the end of the decade (1990 was the most probable year) unless
further policy changes are made in the Medicare Hospital Insur-
ance program. The year-end balances in the Trust Fund were pro-
jected to decline each year as annual outlays exceed annual
income. Deficits would be small at first, but then increase rapidly.
By 1995, the annual deficit is projected to be over $60 billion and
the cumulative deficit will total more than $250 billion. (See Table
12.)

TABLE 12.-CBO PROJECTIONS OF HOSPITAL INSURANCE TRUST FUND INCOME, OUTLAYS,
AND BALANCES UNDER THE ASSUMPTION THAT HOSPITAL PAYMENT RATES AFTER
FISCAL YEAR 1985 INCREASE BY THE MARKET BASKET RATE PLUS 21/2 PERCENTAGE
POINTS

[In billiors of dollars]

Annual
surplus Year-end

Calendar years Income Outlays (excluding balance
any negative

interest)

198 1 .................................................. $35.7 $30.7 $5.0 $ 18.8
1982 .................................................. 25.6 36.1 - 10.6 8.2
19 8 3 ................................................. 43.8 40 .6 3 .1 1 1.3
1984 .................................................. 46.3 46.5 - 0.2 11.1
198 5 .................................................. 53 .4 5 1.2 2.2 13 .3
1986 .................................................. 66.4 57.3 9.1 22.4
198 7 .................................................. 66.7 64.5 2.2 24 .6
1988 .......................... ..................... 66.8 72.5 - 5.7 18.9
1989 ................................................. 70.7 8 1.5 - 10.8 8.1
1990 ................................................. 74.5 9 1.7 -- 17.2 -- 9.1
1991 .................................................. 77.9 103.1 - 23.8 - 34.3
1992 .................................................. 8 1.1 115.8 - 31.1 - 69.0
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TABLE 12.-CBO PROJECTIONS OF HOSPITAL INSURANCE TRUST FUND INCOME, OUTLAYS,
AND BALANCES UNDER THE ASSUMPTION THAT HOSPITAL PAYMENT RATES AFTER
FISCAL YEAR 1985 INCREASE BY THE MARKET BASKET RATE PLUS 21/2 PERCENTAGE
POINTS-Continued

[In billions of dollars]

Annual
surplus Year-end

Calendar years Income 1 Outlays (excluding balance
any negative
interest)

1993 .................................................. 83.9 130.1 - 39.7 - 115.1
1994 ..................... 86.3 146.2 -49.5 -175.1
1995 .................................................. 87.7 164.5 - 60.9 - 251.8

'Income to the trust funds is budget authority. It includes payroll tax receipts, interest on balances, and
certain general fund transfers. When year end balances are negative, income includes negative interest, which is
the amount that would be paid by the trust fund on hypothetical borrowing required to continue benefit
payments. Income in 1982 reflects $12.4 billion in interfund transfer from the HI trust fund to the OASI trust
fund. The estimates assume that the interfund transfer will be repaid by 1987.

Note: Minus signs denote deficits.
Source: CBO estimates as of November 1983 based on February 1983 assumptions, but updated to reflect

the Social Security Amendments of 1983 (P.L. 98-21).

The CBO also pointed out, however, that the rate of depletion of
the HI trust fund depends heavily on future rates of increase in
payments to hospitals under the Medicare hospital prospective pay-
ment system established in P.L. 98-21.

Beginning in FY 86, the Secretary of Health and Human Serv-
ices is given considerable discretion under present law to set hospi-
tal payment rates under the HI program. If the Secretary decides
to permit such payments on a per case basis to increase by one per-
centage point more than the annual rate of increase in the hospital
market basket then CBO projects a delay in the date of the Trust
Fund's depletion to sometime in 1992. Large deficits in the Fund
would still occur, but in smaller annual and cumulative amounts.

TABLE 13.-CBO PROJECTIONS OF HOSPITAL INSURANCE TRUST FUND INCOME, OUTLAYS,
AND BALANCES UNDER ASSUMPTION OF MORE STRINGENT PAYMENT RATES AFTER 1985 1

[In billions of dollars]

Annualsurplus Ya-n
Calendar years Income 2 Outlays (excluding Year-end

any negative balance
interest)

1986 .................................................. $66.4 $57.3 $9.1 $22.4
1987 .................................................. 66.9 62.1 4 .8 27.2
1988 .................................................. 67.1 68.3 - 1.2 26.0
1989 .................................................. 71.5 75.1 - 3.6 22.4
1990 .................................................. 75.9 82.6 - 6 8 15.7
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TABLE 13.-CBO PROJECTIONS OF HOSPITAL INSURANCE TRUST FUND INCOME, OUTLAYS,
AND BALANCES UNDER ASSUMPTION OF MORE STRINGENT PAYMENT RATES AFTER
1985 '-Continued

[In billions of dollars]

Annual
surplus Year-end

Calendar years Income 2 Outlays (excluding balance
any negative

interest)

1991 ............... ................................. 80.1 90.9 - 10.7 4.9
1992 .................................................. 84.6 99.9 - 15.2 - 10.4
1993 .................................................. 89.1 109.8 - 19.4 - 31.2
1994 .................................................. 93.6 120.8 - 24.1 - 58.4
1995 .................................................. 98.0 133.0 --29.5 - 93.4

1 Assumes payment rates are increased one percentage point per year faster than the increase in the hospital
market basket.

2 Income to the trust funds is budget authority. It incI,,es payroll tax receipts, interest on balances, and
certain general fund transfers. In years when balances are negative, income includes negative interest, which is
the amount that would be paid by the trust fund on hypothetical borrowing required to continue benefit
payments. Income in 1982 reflects $12.4 billion in interfund transfers from the HI trust fund to the OASI trust
fund. The estimates assume that the interfund transfer will be repaid by 1987.

Note: Minus signs denote deficits.
Source: CBO estimates as of November 1983 based on February 1983 assumptions, but updated to reflect

the Social Security Amendments of 1983 (P.L. 98-21).

Reasons for HI financing problems
To the extent that program costs as a percentage of taxable pay-

roll have exceeded or will exceed the scheduled HI tax rates, those
rates must be increased or benefits reduced in order to adequately
finance Hospital Insurance on a "pay as you go" basis. Since inpa-
tient hospital services account for 95 percent of HI benefit expendi-
tures, the program's financial experience is determined almost en-
tirely by what happens in the hospital sector.

Trends in program costs can be broadly separated into (1) in-
creases in aggregate expenditures by hospitals in providing covered
services and (2) changes in the share of such expenditures that are
borne by the HI program. Increases in aggregate inpatient hospital
costs reflect increases in unit input prices, such as higher wages for
labor and higher prices for things hospitals buy, changes in the
volume or mix of services provided and changes in unit input in-
tensity (e.g., increases in the numbers of hospital employees and in
the amount of supplies and equipment to produce a unit of service)
and changes in the volume of inpatient admissions. Changes in the
program's share of aggregate hospital costs also result from
changes in the proportion of the population covered (including
changes due to legislation), changes in the relative number and
value of services received by beneficiaries and the effects of reim-
bursement policies on the level of program payments.

Although changes have occurred in the program's share of aggre-
gate hospital costs, the most important cause of financial problems
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for the Hospital Iisurance program has been that aggregate hospi-
tal costs for all patients, including Medicare patients, have in-
creased substantially faster than increases in average wages and
prices in the general economy.

Until October 1, 1983 the Hospital Insurance program reim-
bursed institutions for inpatient hospital services on the basis of
the share of total inpatient hospital costs attributable to providing
services to Medicare beneficiaries. In their 1983 report, however,
the Trustees of the HI fund express the view that the recent
changes in hospital payment policies under Medicare-from retro-
spective cost-based reimbursement to prospectively determined pay-
ments based on individual patient diagnoses-will make future out-
lays under the program "potentially less vulnerable to excess rates
of growth in the hospital industry." Thus, the Trustees note, past
trends in aggregate HI inpatient hospital costs may have little rela-
tion to projected payment levels anticipated in future years. On the
basis of intermediate range (II-B) assumptions, the Trustees esti-
mate that annual increases in HI inpatient costs will decline from
13.3 percent for 1983 to 8.6 percent by the end of the 25-year
period.

B. Supplementary Medical Insurance Trust Fund

Financing for the Supplementary Medical Insurance program is
established annually on the basis of the standard monthly premi-
um rate (paid by or on behalf of all enrollees) and monthly actuar-
ial rates determined separately for aged and disabled beneficiaries.
The monthly actuarial rates are set equal to one-half the monthly
amounts estimated to be necessary to finance the SMI program
over the next one year period. These rates determine the amount
to be contributed from general revenues on behalf of each enrollee.
Since July 1973 annual increases in the standard monthly premi-
um rate have been limited to the rate of increase in OASDI cash
benefits. As a result, premium amounts are currently much lower
than the amount that would be needed to cover the remaining half
of annual outlays. Based on the formula in the law, however, addi-
tional government contributions effectively make up the difference
between the sum of the monthly premium rate, the actuarial rates
and the full cost of the program. Chart 3 presents these values for
financing periods since 1974. The extent to which general revenue
financing is becoming the major source of income for the program
is clearly indicated in this chart, and in table 8.
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Because the standard monthly premium amount and the Federal
general revenues contribution amounts are reset each year, con-
cern about the financing of the SMI trust fund tends to focus on
the question of whether or not the amounts established for the cur-
rent year will provide trust ,and revenues sufficient to meet the
projected benefit outlays and administrative expenses incurred
during the year. A second test of actuarial soundness concerns the
extent to which trust fund assets available at the end of the period
will be sufficient to cover both projected benefit liabilities incurred
but not paid yet and any discrepancies between projected and
actual benefit expenditures during the year (i.e., projection errors).

Tests for actuarial soundness and trust fund adequacy can be
based on a direct examination of projected absolute dollar levels of
revenues and expenditures. In testing the adequacy of trust fund
assets, however, a relative measure is more useful. The relative
measure or ratio used for this purpose is the ratio of the projected
net surplus or deficit at the end of one year to the following year's
projected expenditures. Chart 4 shows this ratio for historical years
and for projected years under the intermediate assumptions (Alter-
natives II-A and II-B), as well as more pessimistic and fairly opti-
mistic assumptions.
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Annual financing of SMI benefits tends to obscure long term
trends in program cost. Part B benefit expenditures have increased
rapidly in the past and this trend is expected to continue for the
foreseeable future. Recent CBO estimates suggest that SMI expend-
itures will increase at an annual rate of more than 15 percent over
the period 1985 to 1989.

The projected rapid growth in SMI raises concern over its impact
on the Federal budget deficit. By law, appropriations from general
revenues to SMI must be sufficient to guarantee solvency of the
trust fund. Thus, concern arises because the projected growth of
SMI is so much faster than the growth of the general revenues
from which it draws support. According to CBO, outlays under SMI
are projected to increase by almost 16 percent per year through
1988. To finance this increase, general revenue contributions will
have to rise even faster-averaging about 17 percent per year be-
cause enrollee premiums are scheduled to grow at a slower rate
after 1985 when premium increases will again be limited by the
rate of growth in the Social Security cost-of-living increase. Conse-
quently, the share of general revenues needed to finance the SMI
trust fund will rise from 3.1 to 5.7 percent between 1982 and 1988.
If the share of general revenues contributed to the SMI trust fund
were not allowed to rise, outlays would have to be reduced or pre-
miums increased by almost $27 billion over the 1984-88 period, an
amount representing about 19 percent of all SMI expenditures for
the period.

Projections of SMI growth beyond 1988 are difficult, but CBO has
outlined two possible scenarios to indicate the demands that SMI
could place on Federal revenues. First, if the growth of both rev-
enues and SMI outlays were to continue at the same annual rates
now projected through 1988, SMI would require about 12 percent of
general revenues in 1995. Alternatively, if the growth of SMI out-
lays decelerated to an annual rate of less than 12 percent and gen-
eral revenues rose by 8 percent annually, the share of such rev-
enues necessary to fund SMI would rise to over 7 percent in 1995.
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IV. THE 1982 ADVISORY COUNCIL ON SOCIAL SECURITY

Section 706 of Title VII of the Social Security Act requires the
Secretary of Health and Human Services to appoint an Advisory
Council on Social Security every four years to review the status of
each of the four Federal insurance trust funds established under
the Act. These include the Federal Old-Age and Survivors Insur-
ance and the Federal Disability Insurance trust funds established
under Title II, and the Federal Hospital Insurance (Part A) and the
Federal Supplementary Medical Insurance (Part B) trust funds es-
tablished under Title XVIII of the Act.

Under the law, the Advisory Council is required to review the fi-
nancial status of the trust funds in relation to the long-term com-
mitments of the old-age, survivors and disability insurance pro-
grams and the hospital and supplementary medical insurance pro-
grams and to review the scope of coverage, the adequacy of benefits
and all other aspects of these programs, including their impacts on
the public assistance programs authorized in the Social Security
Act.

The law also requires the Advisory Council to submit reports of
its findings and recommendations to the Secretary of Health and
Human Services for transmittal to the Congress and to the Board
of Trustees of each of the trust funds. The term of appointment ex-
pires with the submission to the Congress of the Council's reports.

The recent Advisory Council on Social Security, appointed in
September 1982, was asked to focus its attention on the Federal
Hospital Insurance (HI) and the Federal Supplementary Medical
Insurance (SMI) programs. Because of the serious financial prob-
lems projected for the HI trust fund, the Council's attention was
focused principally on the Part A hospital insurance program. The
Council's recommendations are described in the next section. The
report of the Advisory Council, submitted to the Congress in 1984,
is contained in Appendix B. The Council members are:

Chairperson
Otis R. Bowen, M.D., Department of Family Medicine, Long Hos-

pital, Indianapolis, Indiana.

Members
Richard W. Rahn, Ph.D., Vice President, U.S. Chamber of Com-

merce.
James D. McKevitt, Director of Federal Legislation, National

Federation of Independent Business.
Linda H. Aiken, R.N., Ph.D., Vice President, Robert Wood John-

son Foundation.
Karl D. Bays, Chairman, Chief Executive Officer and Director,

American Hospital Supply Corporation.
Kenneth McCaffree, Ph.D., Hansville, Washington.

(27)
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David W. Christopher, Price Waterhouse Company.
Samuel Howard, Vice President and Treasurer, Hospital Corpo-

ration of America.
Stanford D. Arnold, Secretary-Treasurer, Michigan Building &

Construction Trades Council.
Alvin E. Heaps, President, Retail, Wholesale & Department

Store Unions.
C. Joseph Stetler, LL.B., Attorney at Law, Dickstein, Shapiro &

Morin.
James Balog, Senior Executive Vice President, Drexel Burnham

Lambert.
Rose (Leone) M. Zamaria, Lake Worth, Florida.
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V. POLICY OPTIONS CONSIDERED BY THE ADVISORY
COUNCIL

A. Summary of the Options

Over the past 15 months, the Council reviewed the Medicare pro-
gram and the status of the trust funds. The Council's deliberations
were based on a projected cumulative deficit by 1995 of $200 to
$300 billion in the Hospital Insurance (HI) Trust fund. Table 14
summarizes the policy options identified by the Advisory Council
and their recommendations regarding each option.

TABLE 14.-MEDICARE FINANCING POLICY OPTIONS CONSIDERED BY THE 1982 ADVISORY
COUNCIL ON SOCIAL SECURITY

Policy option effects -in
C ouncil .. . . . . . . . .. . . . . .

Policy options recommenda- HI trust fund SMI trust fund
tio n . ....

Revenues Outlays Revenues Outlays

Increase reliance on general
revenues.

Increase scheduled payroll taxes..
Interfund borrow ing ......................
Reallocate OASDi tax rates to HI..
Tax on health insurance fringe

benefits.
Excise taxes on alcohol and

tobacco.
Changes in covered employment...
Index annual deductible ................
Increase age of eligibility .............
Apply m eans test .........................
Extend coverage for specific

diseases or treatments.
Restructure H I ..............................
Optional part A benefit

improvements.
Optional part B benefit

improvements.
Targeted long-term care benefits..
Preventive services benefits.
Voluntary vouchers .......................
Annual adjustment to hospital

payment rates.
Medical education costs ...............
Fee schedules for physicians ........

Rejected .......

Rejected .......
Approved I ..
Approved ......
Approved ......

Approved ......

Approved 2

Approved ...................
Approved ........................
Rejected ........
Rejected ........

Approved ......
Approved ......

Approved ................................. . A A"

S tu d y .................................................................................
S tu d y .................................................................................
Approved ................. . A .................. A'O
Approved ................. . V ..................

Approved ........................ 0 ..................................
Approved ............................................................ . 5 "

(29)

31-294 0 - 84 - 3

190 ....
,..,...... ,...... .. .. .. .... ... , , ,. ,.. ..

1&00 .... .... . .................... ,

1 00 ....,....... ... .. .. ...........
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TABLE 14.-MEDICARE FINANCING POLICY OPTIONS CONSIDERED BY THE 1982 ADVISORY
COUNCIL ON SOCIAL SECURITY-Continued

Policy option effects on
Council ..

Policy options recommenda- HI tfust fund SMI trust fund
tion

Revenues Outlays Revenues Outlays

Assignment incentives ...... Approved ................... ,
Encourage new technology ........... Approved ........................ k .................. ;00
Promote living wills ........ Approved ........................ o .................. PO
Improve management of Approved ................. k ..................

medicare.
Develop health care IRAs .............. Study .........................................
Improved information to Approved .................. J ..................

beneficiaries.
Expand medicare as secondary Approved ................. k .................

payor.
Authorized by P.L. 97-248, the "Tax Equity and Fiscal Responsibility Act of 1982" and extended by P.L.

98-21, the "Social Security Amendments of 1983."
2 Required by provisions of P.L. 98--21.

B. Advisory Council Recommendations

The Advisory Council on Social Security offered 27 policy recom-
mendations intended to respond to the projected trust fund deficit
of $200 to $300 billion by 1995. The recommendations are described
below.

1. Options that affect trust fund revenues
a. Increase reliance on general revenues.-The Council opposes

any increase in the use of general revenues to finance the Medi-
care Hospital Insurance trust fund. The Council questions the
soundness of any policy which relies upon general revenues to fi-
nance the HI program. In an era when the Government is experi-
encing substantial annual deficits, reliance on general revenues
would only serve to exacerbate the problem of increasing deficits.

b. Increase scheduled payroll taxes.-The Advisory Council op-
poses any further increase in scheduled HI payroll taxes. A sub-
stantial majority of Council members opposed raising revenues
through an increase in payroll taxes because of the potentially ad-
verse effects such taxes would have on employment and business
activity. The Council believed that a tax which is not progressive
unduly burdens middle and low income workers. The current pay-
roll tax already imposes a substantial burden on such workers and
should not be increased.

c. Interfund borrowing.-The Council believes that the individ-
uality of the Old Age and Survivors Insurance (OASI), Disability
Insurance (DI) and Hospital Insurance (HI) programs should be
preserved and that each program should be funded at a level suffi-
cient to meet its continuing needs. Where short-term interfund bor-
rowing among the trust funds is deemed necessary, such borrowing
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should be subject to appropriate safeguards which include specific
repayment schedules and prohibition against reducing the lending
fund's assets below an actuarially acceptable level. The Council rec-
ognizes that interfund borrowing has been used in the past and
now has been reauthorized through 1987. However, the Council
was pleased that legislation enacted in 1983 that reauthorized such
interfund borrowing included provisions that address the Council's
concerns.

d. Reallocate OASDI tax rates to HI.-The Council recommends
that, if needed, consideration be given to a reallocation of payroll
tax rates between OASDI and HI in order to transfer sufficient
OASDI surplus revenues to HI during the period 1985 through 1995
to maintain the financial viability of the HI trust fund. The Coun-
cil believes that the diversion of projected surplus OASDI revenues
by a reallocation of contribution rates among the OASI, DI and HI
trust funds is a viable method for alleviating a substantial portion
of the short-term projected HI deficit. However, the Council recog-
nizes that both long- and short-range considerations must govern
any specific reallocation proposal. Reallocation should only be con-
sidered if the integrity of all three trust funds will be preserved.

e. Tax on health insurance fringe benefits.-The Council endorses
the Administration's proposal to consider any employer's contribu-
tion to an employee's health benefit plan that exceeds $70 a month
for an individual and $175 a month for a family as income to the
employee and subject to Federal, in the same manner as wages.
The Council also recommends that consideration should be given to
earmarking an appropriate portion of the incremental revenues
that would be realized from the proposed tax to Medicare's Hospi-
tal Insurance trust fund.

A substantial majority of Council members believes that the
principal benefit to be derived from this tax-exemption limitation
is that it will bring about a change in consumer health care pur-
chasing patterns by increasing consumer cost consciousness and
provider competitiveness that will slow the increase in health care
costs. Removing the current complete tax exemption of these bene-
fits will make employees more conscious of and concerned about
the cost of health care and the cost effectiveness of the services
they receive. Revenue raising possibilities under this recommenda-
tion were a secondary consideration.

f. Excise taxes on alcohol and tobacco.-The Council recommends
that Federal excise taxes on alcohol and tobacco be increased, with
the increased revenue to be earmarked to the HI trust fund. The
Council does not specify the amount to be raised and earmarked to
the HI trust fund, but suggests that the amount be determined by
the Congress.

Although the Advisory Council generally viewed increased taxes
as an undesireable alternative for resolving the financial problem
facing the Hospital Insurance trust fund, the projected substantial
deficit precluded a resolution based solely on a reduction of expend-
itures. A majority of Council members recommended an increase in
the Federal excise tax on alcohol and tobacco products based on the
demonstrated correlation between the use of these products and in-
creased health care costs.
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g. Extend covered employment.-The Council concurs with the
recommendations of the National Commission on Social Security
Reform and with subsequently enacted provisions of Public Law
98-21, that (1) mandate Old-Age, Survivors, Disability and Hospital
Insurance (OASDHI) coverage be extended to employees of nonprof-
it organizations, and (2) preclude State and local government units
which have elected OASDHI coverage for their employees from ter-
minating such coverage in the future, including termination ac-
tions underway but not completed by the date of enactment of
Public Law 98-21.

The Council concluded that coverage under Medicare of all per-
sons in paid employment is a desirable objective that would con-
tribute to the fiscal stability of the OASI, DI and HI programs.
Therefore, the Council believes that the recent enactment of provi-
sions mandating coverage for all employees of nonprofit organiza-
tions and precluding terminations of coverage by State and local
employees, along with prior legislative action covering all current
and future Federal workers under the HI program, has contributed
to this objective.

2. Options that affect program outlays
a. Index annual deductible.-The Council recommends that the

current Supplementary Medical Insurance (Part B) deductible be
indexed to the Consumer Price Index (CPI) to keep pace with infla-
tion and with increases in beneficiary income. The indexing should
begin as soon as feasible.

Unlike the inpatient deductible under the Part A Hospital Insur-
ance program, which is indexed to the cost of hospital care, in-
creases in the Part B deductible are adjusted periodically by Con-
gress. The Council believes that increases that have been legislated
have failed to keep pace with either the increasing cost of Part .3
services or the increasing income available to the elderly.

Given theic historically greater rate of increase, the Council ac-
knowledges that indexing the deductible to medical costs could pro-
duce a disparity between income increases and deductible increases
over time. The Council, therefore, recommends that the Part B de-
ductible be indexed to the slow-rising Consumer Price Index as
soon as feasible to insure a more reasonable ratio between benefici-
ary income and Part B cost sharing.

b. Increase age of eligibility.-The Council recommends an in-
crease in the age of eligibility for Medicare benefits from age 65 to
67. This recommendation provides for the age of eligibility to be in-
creased by three-month increments per year beginning on January
1, 1985. Beginning on January 1, 1989, the rate of increase will es-
calate to six-month increments, achieving full implementation of
the age 67 eligibility on January 1, 1990. The Council further rec-
ommends that, subsequently, the age of eligibility for Medicare
benefits should be indexed to increases in life expectancy.

A majority of the Council members concluded that the age of 65
as the initial age of eligibility was rooted more in custom than an
assessment of health care needs. The age of eligibility for unre-
duced monthly social security retirement benefits has been in-
creased to age 67 although full implementation of the new age will
not occur until the third decade of the 21st century. However,
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there is no inherent linkage between eligibility for monthly retire-
ment benefits and Medicare. Today more than 50 percent of those
eligible for Social Security elect reduced old age benefits up to 3
years prior to the age at which they become eligible for Medicare.

Recognizing the increase in life expectancy since 1966, the year
of Medicare's enactment, and the increased cost of health care
services to those of advancing years, the Council believes it is nec-
essary to assure that Medicare s resources are focused on the popu-
lation most in need of Medicare protection. A substantial majority
of the Council concluded that there is a need to adjust the age of
eligibility to reflect the changes in life expectancy that have al-
ready occurred and to accomplish this adjustment by the end of the
decade. With respect to the future, the Council recommends period-
ic adjustments to reflect changes in life expectancy.

c. Apply means test.-The Council opposes any effort to tie enti-
tlement to Medicare benefits to a beneficiary's financial status. The
Council rejects the concept of "means testing", believing that Medi-
care should remain an entitlement program where individual
income or wealth is not a factor considered in determining one's
eligibility for benefits.

d. Extend coverage for specific diseases and treatments.-The
Council opposes any further extension of Medicare coverage to indi-
viduals (not otherwise eligible based on age or disability status) on
the basis of medical diagnosis or the medical necessity for a partic-
ular form of treatment. Should specific categories of disease be con-
sidered in the future for Federal financial assistance, such assist-
ance should be provided through a special program with separate
allocation of funds to pay for the required treatment.

The Council acknowledges the success of the End Stage Renal
Disease (ESRD) provisions of Medicare enacted in 1972 in providing
financial assistance to those in need of this expensive treatment.
However, thd Council believes that in the future, the Medicare pro-
gram's eligibility requirements be restricted to existing beneficiary
categories i.e., aged and disabled, and any special disease categories
requiring financial assistance should be separately funded.
3. Options that affect revenues or outlays through benefit restruc-

turing
a. Restructure HI.-The Council recommends a restructuring of

the Medicare Part A Hospital Insurance program to provide:
Unlimited hospital inpatient days per calendar year.
A per admission deductible, as currently computed, but lim-

ited to two hospital admissions per calendar year.
A daily coinsurance, equal to 3 percent of the hospital inpa-

tient deductible, for each inpatient day except the initial day
of any stay, when the inpatient deductible applies.

A skilled nursing facility benefit of 100 days per calendar
year with no coinsurance on days 1 through 20 and a 12.5 per-
cent coinsurance on days 21-100.

Retention of the currently available home health benefits
under Medicare Part A.

The current hospice benefit.
b. Optional Part A benefit improvements. -The Council recom-

mends an enhanced Part A Hospital Insurance benefit be offered to
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beneficiaries as an integral part of their Part B (SMI) election that
provides for:

Elimination of the 3 percent daily coinsurance on hospital
inpatient days.

Elimination of the 12.5 percent daily coinsurance on days
21-100 of skilled nursing facility stay benefits.

A beneficiary who elects to take Medicare's Part B coverage
would automatically elect the Part A enhanced benefit. The en-
hanced Part A benefit would be financed with an actuarially sound
premium. This premium would include an additional amount for
the purpose of providing additional revenues necessary to help to
resolve the current disparity between beneficiary contributions to
the HI trust fund and the value of benefits received.

The Council concluded that while the hospital insurance pro-
gram of Medicare, Part A, provides adequate coverage for most
beneficiaries, it does not provide adequate protection in the event
of catastrophic illness. The Council believes that financing an im-
proved benefit package for all Medicare beneficiaries through in-
creased coinsurances on shorter hospital stays would place the fi-
nancial burden only on those who were ill and required inpatient
care. In the Council's opinion, the establishment of a premium to
finance improved benefits and to generate additional revenues to
help insure the fiscal soundness of the program is a more equitable
means of sharing additional beneficiary costs. The Council believes
that the changes it is recommending will also facilitate beneficiary
understanding of their benefits under Medicare and simplify ad-
ministration of the program.

c. Optional Part B benefit irmpro'ements.-The Council also rec-
ommends an enhanced Part B benefit to be offered on an optional
basis, i.e., not as an integral part of the beneficiary's Part B elec-.
tion. The enhanced benefit would provide a yearly limit on Part B
out-of-pocket expenses, which would be indexed annually to recog-
nize increases in per capita Part B program expenditures. The Part
B option would also be financed by a premium which would be
added to the current Part B premium for those electing this option.

Recognizing beneficiary concerns regarding increasing cost-shar-
ing liability under the part B supplementary medical insurance
program, the Council concluded that offering, on an optional basis,
the opportunity to limit cost-sharing liability for Part B services to
an annual dollar amount would improve the protection available
and preclude or reduce the need to purchase private supplemental
(Medigap) insurance.

Although the Council recognizes that the recommended restruc-
ture will increase beneficiary contributions under the Medicare
program the benefits offered will be improved and at less cost than
comparable Medicare/Medigap protection.

d. Targeted long term care benefits.-The Council recommends
that the Secretary of Health and Human Services, in developing a
comprehensive long term care program, seek guidance from those
studies which have suggested the targeting of groups who will
benefit from these services. The Council recognizes the problems
faced by the Medicare population due to the fragmentation among
several programs of services offered to beneficiaries who need on-
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going chronic care. As the Medicare population ages, the Council
believes that the need for long term care services will increase.

The Council believes that more conclusive information regarding
the long term care needs of the elderly is needed. Recognizing the
potentially high cost of such care, any expansion of long term care
benefits under the Medicare program, especially at a time when
the program is experiencing serious fiscal problems, would not be
appropriate. A piecemeal attack on the critical problem of financ-
ing long term care will not work. Development of a comprehensive
program is necessary. Any long term care program should target
those who are eligible for conventional long term care and provide
alternative care as a substitute for more expensive conventional
care.

e. Preventive services benefits.-The Council believes, in general,
that the elderly can benefit from prevention-oriented programs and
screening procedures. The Council suggests that a comprehensive
review of the Health Care Financing Administration's demonstra-
-'ion projects to assess the economy and efficacy of expanding Medi-
care coverage to include preventive services be undertaken prior to
any change in the law.

The Council viewed as inconclusive the evidence concerning the
cost-effectiveness of preventive services. The offering of such serv-
ices may improve health and mobility of the elderly and produce
long-term program savings. However, while there was agreement
that there must be preventive services that could be shown to be
cost-effective, a comprehensive study should be undertaken to iden-
tify those particular services before expansion of Medicare's cover-
age of preventive care.

f. Voluntary vouchers.-The Council recommends the use of a
voluntary voucher in the Medicare program. The voucher would
provide beneficiaries with an alternative to the current method of
reimbursing medical services. The voucher would also promote the
development of more efficient ways of delivering services by health
care providers.

The Council was in general agreement that a voucher system
represents one means for the promotion of competition in the
health industry and that such a system would increase incentives
for beneficiaries to be more sensitive to the cost of health care serv-
ices. Although the Council expressed opposition to any mandatory
voucher system, a substantial majority supported a voluntary
system provided beneficiaries are given adequate assistance in the
process of choosing an alternative health care plan.
4. Options that affect program outlays through changes in provider

reimbursement
a. Annual adjustment to hospital payment rates.-The Council

endorses the principle of prospective payment for Medicare inpa-
tient hospital services. The Council supports a prospective payment
system based on diagnosis provided it is equitable for all hospitals,
encourages efficiency of operations and maintains accessibility and
quality of care for Medicare beneficiaries.

The Council recognizes that the allowed rate of increase in the
DRG rates will have a significant impact upon the costs of the
Medicare hospital insurance program. Therefore, the Council urges
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the Secretary of HHS to exert care to limit any annual rate of
growth in the DRG rates that is above the annual rate of change in
the hospital input price index.

b. Medical education costs.-The Council believes that it is inap-
propriate for the Medicare program, which is designed to pay for
medical services provided to the elderly, to underwrite the cost of
training medical personnel and recommends that such support be
withdrawn as alternative funding sources are identified. The Coun-
cil believes that medical education is an appropriate area for gov-
ernmental support and recommends that the Department of
Health and Human Services undertake a study to identify and de-
velop other Federal, State and local funding sources.

c. Fee schedules for physicians.-The Council believes that Medi-
care's statutorily mandated reasonable charge method of reim-
bursement has not been effective in controlling expenditures or en-
couraging utilization of cost effective services. As a step toward
reform of the system, the Council recommends a statutory revision
tc authorize reimbursement based on fee schedules adjusted initial-
ly and periodically for differences in cost of living and/or maintain-
ing a practice. The Council urges that development of the sched-
ules be undertaken with due concern for all interested parties,
direct input from the medical profession, and with maintenance of
support for the capitation system.

The Council believes that the current reasonable charge system
has failed to curb inflation in medical care costs and, in fact, has
probably contributed to that inflation. The current system has also
helped to perpetuate significant payment differentials among geo-
graphic areas and medical specialties. The Council views fee sched-
ules as the initial step in reform of the system and encourages the
medical profession and other third party payors to cooperate in ex-
perimenting with and developing alternative methods of reimburse-
ment.

d. Assignment incentives.-The Council recommends a statutory
revision to the current medicare assignment system. The revision
would establish a physician participation agreement system under
which physicians would annually elect whether they would "par-
ticipate", i.e., accept assignment on all services to Medicare pa-
tients. Notice of intent to participate, or to withdraw from partici-
pation, would be made six months in advance. Claims for reim-
bursement for services furnished by physicians who decided not to
participate would always be made to the patient who would be re-
sponsible for the physician's entire bill including any amount that
exceeds Medicare's reasonable charge.

The Council recommends the following incentives for physicians
to participate:

Competition: The Medicare program would publish annually
a directory of participating physicians. The directory would be
published on a local basis, e.g., city, county or Standard Metro-
politan Statistical Area (SMSA), as appropriate.

Billing: Participating physicians could take advantage of
streamlined billing and payment procedures. Such incentives
could include provisions for multiple-list claims, automated or
electronic billing with the program providing some of the nec-
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essary equipment and an electronic funds transfer (EFT) proc-
ess.

5. Additional Options

a. Encourage medical technology.-The Council recommends that
it should be fundamental policy of the Department of Health and
Human Services to promote the development of medical technl-
ogy. Criteria used to evaluate new technology should stress the effi-
cacy of new procedures as well as their cost. The Council believes
that the development of new medical technology and procedures
should be encouraged. At the same time the Council believes that
greater attention must be given to the criteria used to evaluate
new technology. The initial cost of new technology is one criterion
for assessment. Lower cost, brought about by economies of scale, is
another criterion. Value, however, is a criterion of no less impor-
tance. It must be measured by the benefit that new technology
brings to medicine itself, to international competitiveness for the
United States and, most of all, to the healthful lives of the Ameri-
can people.

b. Promote living wills.-The Council supports the concept of vol-
untary advanced directives as a means of appropriate decision-
making about life-sustaining treatment for incapacitated patients.
Also, recognizing that this is an individual State determination, the
Council encourages a voluntary program in the 14 States where ad-
vanced directives are legal and encourages the other 36 State legis-
latures to enact such legislation. In the States where this is legal,
the Council suggests that a person be offered a living will when
signing up for Medicare.

The Council further suggests that the guidelines employed for
this voluntary program be those found in the report on "Deciding
To Forego Life-Sustaining Treatment" by the President's Commis-
sion for the Study of Ethical Problems in Medicine and Biomedical
and Behavorial Research.

The Council recommends that HCFA undertake a comparative
study to assess what the impacts (financial and otherwise) have
been in those 14 States that have living wills compared to those
States without them.

c. Improve medicare management.-The Council recommends
that the Health Care Financing Administration continue its efforts
to improve the management of the Medicare program. As part of
this effort, HCFA should review the recommendations of the Presi-
dent's Private Sector Survey on Cost Control and the Office of the
Inspector General of the Department of Health and Human Serv-
ices.

The Council believes that if the American people are to be asked
to make sacrifices to preserve the financial viability of the Medi-
care program, they must be assured that program managers are
striving to contain the cost of the Medicare program and assure
that it will carry out its mission to make first class health care
available to the elderly and disabled of this country.

d. Develop health care IRA 's.-The Council urges that further
study be given to proposals for long term restructure of the Medi-
care program to encourage individuals to save during their work-
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ing years for the purpose of purchasing health care coverage in re-
tirement years. Such proposals could further encourage individuals
to save by establishing individual tax deductible "health credit ac-
counts", similar to individual retirement accounts (IRAs). Medicare
would be modified to complement individual spending during re-
tirement years.

e. Improved information to beneficiaries.-An effort to improve
Medicare's current program of information and assistance to
beneficiaries should be a joint undertaking between the Health
Care Financing Administration and the Social Security Adminis-
tration.

f. Expand medicare as secondary payor.-The Council suggests an
effort to identify additional areas where Medicare could serve as a
secondary payor to group health insurance for the working aged or
their spouses. The study would include evaluation of the implemen-
tation of current provisions and consideration of appropriate areas
in which to expand the concept.



TABLE 15.-ESTIMATED IMPACT OF THE FINAL RECOMMENDATIONS OF THE ADVISORY COUNCIL ON THE HOSPITAL INSURANCE (HI) PROGRAM
[In millions of dollars]

________Calendar year-
Recommendation Effective - -Clna er

date 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 Total,
1985-95

Items affecting HI Income:
Taxation of employer-provided health insurance ............... 1/1/84 254
Restructuring HI .............................. 1/1/84 1,270

Total im pact on HI Incom e I .................................................................................... 1,504
Items affecting H! outlays:

Advancing age of eligibility for medicare benefits ......................................... 1/1/85 -550
Restructuring of HI .................. ................................... ............................ 1/1/85 - 645
Prospective payment-limit increases to market basket + 0 percent .......... 1/1/88 0
Eliminate medicare funding of medical education expenses .......................... 1/1/87 0

Total im pact on HI outlays I .............................................................................. .. - 1,185

300 344 406 482 569 669 784 918 1,071 1,249 7,046
1,425 1,600 1,795 1,980 2,200 2,425 2,660 2,915 3,205 3,500 24,975
1,680 1,869 2,096 2,292 2,494 2,764 3,049 3,373 3,721 4,124 28.966

-1,275
-725

0
0

- 1,985

-2,130
-810

0
-2,800
-5,585

-3,165
-905
-570

-3,300
-7,650

-4,965
-1,010
-1,315
-3,600

- 10,395

-7,115
-1,125
-2,205
-4,000

-13,670

-8,540
-1,245
-3,240
-4,400

- 16,390

--9,790
-1,370
-4,455
-4,900

-19,195

-10,935
-1,510
-5,865
-5,400

-22,095

-12,385
-1,665
-7,495
-5,900

-25,470

-13,815
-1,820
-9,375
-6,500

-29,130

-74,665
-12,830
-34,520
-40,800

-152,750
Total impact figures do not equal the sum of the appropriate items due to the interaction of the recommendations Total impact on income does not include changes in interest income to the fund,
Note- Items not included in chart are statements of the Advisory Council and have no cost or savings :mpact. Proposals involving tax rate changes have not been specified at this time
Source. Department of Health and Human Services.
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TABLE 16.-ESTIMATED IMPACT OF THE FINAL RECOMMENDATIONS OF THE ADVISORY COUNCIL ON
THE SUPPLEMENTARY MEDICAL INSURANCE (SMI) PROGRAM

[In miltws of dollars]

RecomnEfndal ffectve Fiscal year-
date 1985 1986 1987 1988 1989

Net effect on SMI income:
Change in premium income ................................... L .............................................. - 40 - 135 - 250 - 370 - 580
Change in general revenue ........-........................................................................... 165 - 435 - 745 - 1,225 - 1,990

Net effect or SMI outlays:
Raise age of eligibility to medicare benefits ......................................... 1/1/85 - 155 - 455 - 845 - 1,310 - 2,125
Index pad B deductible to CPI-W all item3 .............. 1/1/85 -25 -65 -125 -195 -270
Participating physician ......................................................................... 10/1/84 30 45 50 60 65

Total impact on SMI outlays ................................................................... - 150 - 475 - 920 - 1,445 - 2,330

Source. Department of Health and Human Serves.



TABLE 17.-ESTIMATED OPERATIONS OF THE HOSPITAL INSURANCE TRUST FUND WITH AND WITHOUT THE ESTIMATED EFFECTS OF THE
RECOMMENDATIONS OF THE ADVISORY COUNCIL, CALENDAR YEARS 1984-95

[Dollar amounts in billions

Total income 1 Total outgo Net increase in fund Fund at end of year Ratio 4 (percent)
Calendar year Without With Without With Without With Without With Without Withrecommen- recommen- recommen- recommen- recommen- recommen- recommen- recommen- recommen- recommen-dations 2 dations 3 dations 2 dations 3 dations 2 dations 3 dations 2 dations : dations 2 dations 3

1984 .......................................
1985 .......................................
1986 .......................................
1987 .......................................

1988 .......................................
1989 .......................................
1990 ......................................
1991 .......................................

1992 .......................................
1993 .......................................
1994 .......................................
1995 .......................................

$46.1
51.3
59.5
64.9

74.5
70.0
73.9
77.8

81.8
85.5
89.0
92.4

$46.1
52.9
61.5
67.5

77.9
74.4
79.6
85.0

90.8
96.7

102.8
109.1

$46.6
52.3
58.0
64.1

71.0
78.4
86.6
95.1

104.5
114.7
125.8
137.9

$46.6
51.1
56.0
58.5

63.3
68.0
72.9
78.7

85.3
92.6

100.3
108.7

-$0.5
-1.0

1.5
0.8

3.5
-8.4

-12.6
-17.3

-22.7
-29.2
-36.8
--45.5

-$0.5 $11.2
1.8 10.2
5.5 11.8
9.0 12.6

14.6
6.4
6.7
6.3

5.5
4.1
2.40.3

0.3 -156.3 68

16.1
7.8

-4.9
-22.2

-44.9
-74.0

-110.8- 156.3

'Includes the loan repayments
2 Based on 1983 Trustee's Report
3 Includes the loan repayments
4 Ratio of assets at the beginning

from the Old Age and Survivors Insurance Trust Fund
Alternative Il-B assumptions updated January 6, 1984.
from the Old Age and Survivbrs Insurance Trust Fund
of the year to outgo during the )'ear.

Source: Department of Health and Human Services.

25
22
23
32

44
62
67
70

72
72
7168

to the Hospital Insurance Trust Fund as reported in the 1983 Trustees' Report.
to the Hospital Insurance Trust Fund as reported in the 1983 Trustees' Report.

$11.2
13.0
18.5
27.5

42.1
48.5
55.2
61.4

67.0
71.1
73.573.9

25
21
18
18

18
21
9

-5

-21
-39
-59-8o



43

APPENDIX A

TABLE A-1.-CBO REVISED PROJECTIONS OF SPENDING REDUCTIONS FOR LEGISLATIVE CHANGES MADE IN
CALENDAR YEAR 1981 (OMNIBUS BUDGET RECONCILIATION ACT OF 1981), JANUARY 1982 ESTIMATES

[Dollar amounts in millons)

Fiscal year
Category of change - _ ___ -Fisca y 3-year total Percent 2

1982 1983 1984

1. Provisions affecting HI revenues ..................................... 0 0 0 0 0
2. Provisions affecting H I outlays ............................................................................................... - $2,643 $6 1.1

A. Changes in eligibility ................. .............. 0 0 0 0 0
B .Changes in covered services ........................................................................................ - 8 1 1.9

Elimination of need for occupational therapy
as a basis for entitlement to home health
services ........................................................ - $23 - $27 - $31 - 81 1.9

Eliminate reimbursement for f-ee-standing al-
cohol detoxification facilities ......................... (3) (3) (3) 0 0

C . Changes in patient cost-sharing ................................................................................... - 875 20.2
Making part A deductible and coinsurance

more current ......................... . ....... - 185 -305 -360 -850 19.7
Making part A coinsurance current with the

year in which services are furnished ............ -5 -10 -10 -25 0.6
D. Changes in provider paym ents ............................................. .................... - 1,629 36.7

Repeal of temporary delay in periodic interim
payments .................. -692 0 0 -692 16.0

Set section 223 limits on reimbursements to
hospitals at 108 percent .............................. -75 -105 -125 -305 7.1

Limit nursing differential to 5 percent .............. - 95 - 105 -130 -330 7.6
Elimination of occupancy test for hospital

long-term care .............................................. _70 - 80 - 90 - 260 6.0
Set section 223 limits on reimbursement to

home health agencies at 45th percentile ...... -12 -23 -27 -62 1.4
E. Changes in program administration .......................... -58 1.3

Less frequent SNF surveys 4 .... ........ -4 -4 -4 -12 0.3
PSRO modifications ........................................... --5 - 8 - 5 -18 0.4
Payments to promote closing and conversion

of underutilized facilities 4 ........................... - 2 - 7 -19 - 28 0.6
3. Provisions affecting SMI revenues .............................. 0 0 0 0 0
4. Provisions affecting SM I outlays .......................................................................................... - 1,68 1 38.9

A .Changes in eligibility ........................................... ........... ........................................ - 470 10.9
Medicare payments secondary in cases of

end-stage renal disease (revenue in-
crease) ......................................................... - 95 - 165 - 180 - 440 10.2

Elimination of unlimited open enrollment ........... -9 - 10 - 1] -30 0.7
B. Changes in covered services .................................. 0 0 0 0 0
C. Changes in patient cost.sharing ................................................................................... - 735 17.0

Increase in part B deductible and elimination
of carryover from previous year .................... - 175 -265 -295 -735 17.0

D . Changes in provider paym ents ..................................................................................... - 455 10.5
Limitation on reasonable charge for outpa-

tient services ................................................ - 15 - 23 - 27 - 65 1.5
Incentive reimbursement rate for renal dialy-

sis services 5 ............................... ................  - 105 - 130 - 155 - 390 9.0
E. Changes in program adm inistration .............................................................................. - 21 0.5

Civil money penalties ........................................ - 7 - 7 - 7 - 21 0.5

(43)
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TABLE A-1.-CBO REVISED PROJECTIONS OF SPENDING REDUCTIONS FOR LEGISLATIVE CHANGES MADE IN
CALENDAR YEAR 1981 (OMNIBUS BUDGET RECONCILIATION ACT OF 1981), JANUARY 1982 ESTIMATES i_
Continued

[Dollar amounts in millions]

FWal year
Category of change 3-year total Percent 21982 1983 1984

Total HI and SMI .......................................... -1,574 -1,274 -1,476 -4,324 100.0

This table reflects estimates from the Congressiona Budget Off whch show the impact of the lsat, chnges. enacted during 1981.
The numbers are not extremely sensitive to economic conditos Thus any changes to the number from easier estimates represent different
assumptions

2 Totals may not add due to rounding.
3 Negligible,
As of ,anuary 1, 1984, the provision had not been implemented

SC80 and Administration estimate that was used during the 1981 recoiliaton process
Note -Minus ( -) indicates an expenditure reduction or revenue increase, plus I + ) inmates an expefditure increase or revenue decrease,
Source Congressional Budget Office
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TABLE A-2.-CBO REVISED PROJECTIONS OF SPENDING REDUCTIONS FOR LEGISLATIVE CHANGES MADE IN
CALENDAR YEAR 1982 (TAX EQUITY AND FISCAL RESPONSIBILITY ACT OF 1982), JANUARY 1983 ESTIMATES 1

[Dollar amounts in milhom]

Fiscal year
Category of change 2  5-year total Percent1983 1984 1985 1988 1987

1. Provisions affecting HI revenues ..................................... -$852 3.7
C. Changes in covered employ-m e n t ......................................... ................ ................ ........... .... ............ ... ................. - 8 5 2 3 .7

HI tax for Federal employ.
ees (outlay savings) ....... -$116 -$160 --$174 -$195 -$207 -852 3.7

2. Provisions affecting H I outlays ........................................................................................... - 17,699 76.5
A. Changes in eligibility ................................... -1,546 6.7

Medicare secondary for
older workers 4 ................ -60 -181 -308 -464 -533 -1,546 6.7

B. Changes in covered services ..................................................................................... - 54 0.2
Hospice care ......................... 1 1 - 16 - 40 0 - 54 0.2

C. Changes in patient cost-shar-
ing ................... 0 0 0 0 0 0 0

D. Changes in provider payments ............................... -15,344 66.5
Elimination of nursing dif-

ferential ........................... - 95 - 110 - 125 - 145 - 165 - 640 2.8
Hospital-based physicians ..... -6 -40 -75 -110 -125 -356 1.5
Hospital reimbursement

changes 5 (medicaid
savings of $460 mil-
lion) ................................. - 895 - 2,380 - 4,610 - 3,060 - 1,740 - 12,685 55.0

Elimination of private room
subsidy ............................. - 35 - 75 - 80 - 85 - 90 - 365 1.6

Sin le reimbursement limit
for skilled nursing facili-
ties and home health
agencies .......................... -20 -53 -62 -69 -77 -281 1.2

Elimination of duplicate
payments for outpatient
services ............................ ---75 -135 -175 -210 -255 -850 3.7

Temporary delay in periodic
interim payments ............. -750 -100 870 0 0 +20 -0.0

Percentage arrangements
(not for hospital-based
physicians) ...................... 0 - 17 -20 -23 -26 -86 0.4

Prohibit payment for Hill-
Burton care ...................... -15 -17 -20 -23 -26 -101 0.4

E. Changes in program adminis-
tration .................................................................................................... . . . . . .. - 725 3.1

Audit and medical claims
review .............................. - 85 - 215 - 215 - 130 0 - 645 2.8

Subtitle C-Utilization and
quality control peer
review .............................. 0 - 15 -20 - 20 - 25 - 80 0.3

3. Provisions affecting SM I revenues ...................................................................................... - 2,075 9.0
A .Changes in enrollee prem ium s .................................................................................. - 2,075 9.0

-'Part B premium as a con-
stant percentage of
costs (medicaid cost of
$155 million) .................. -35 -240 -550 -600 -650 -2,075 9.0

4. Provisions affecting SM I outlays .......... ...................... ................ - 2,483 10.7
A . C hang es in elig ib ility ................................................................................. ................ - 7 18 3 .1

Medicare secondary for
older workers 4 ................ - 28 -84 -143 -216 -247 -718 3.1

B. Changes in covered services ..... 0 0 0 0 0 0 0
C. Changes in patient cost-shar-

ing ............................................ ............................................. . ........ ............... .- 1 ,2 0 0 5 .2

31-294 0 - 84 - 4
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TABLE A-2.-CBO REVISED PROJECTIONS OF SPENDING REDUCTIONS FOR LEGISLATIVE CHANGES MADE IN
CALENDAR YEAR 1982 (TAX EQUITY AND FISCAL RESPONSIBILITY ACT OF 1982), JANUARY 1983
ESTIMATES 1-Continued

(Dollar P, nts in milbosl

Fiscal year
Category of change 2 5-year tota! ?erceni 3

1983 1984 1985 1986 1987

80 percent radiorogist/pa-
thorogist (medicaid cost
of $90 million) ....... -150 -210 -245 -280 -315 -1,200 5.2

D. Changes in provider payments ................................. -565 2.4
Reimbursement of assis-

tants at surgery .............. -24 -63 -113 -170 -195 -565 2.4
E. Changes in program adminis-

tration ....................................... 0 0 0 0 0 0 0
Total medicare provi-

sions ............................ -2,389 -4,094 --6,081 -5,840 -4,676 -23,079 100.0
This fable reflects es!mates from the Congressoal Budget Offe

2 Provisions w;t no, or negrgibie, budgetary impact are excluded from table
3 Totals may not add due to rounding
4SaVgs soit between H1 (68 3%) and SMI (31 7%) according to relative size of part A and part B programs in 1985.
5 Assumes the "target" reimbursement system is rnot extended after 3 years

Source Congressini Budget Offte
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TABLE A-3.-CBO PROJECTIONS OF SPENDING REDUCTIONS FOR LEGISLATIVE CHANGES MADE IN CALENDAR
YEAR 1983 (THE SOCIAL SECURITY AMENDMENTS OF 1983)

[Oollar amounts in millios]

Fiscal years

Category of change 1-- 6.year percent 2

1983 1984 1985 1986 1987 1988 total

1. Provisions affecting HI
rev en u e s ..................................................................................................................................... $ 1 1 ,5 2 2 9 8 .0

A. Changes in HI tax
p rov isio ns ........................................................................................................................... - 6 ,5 2 8 5 5 .5

SECA tax
increase .......... -0 -$377 -$1,262 -$1,434 -$1,605 -$1,670 -6,348 54.0

State speedup ..... 0 -140 -10 -10 -10 -10 -180 1.5
B. Other tax changes

(other sources) ................................................................................................................. - 2 ,9 70 2 5 .3
Military transfer

credits ............ -$3,290 +70 +70 +60 60 +60 -2,970 25.3
C. Changes in covered

e m p lo y m en t ....................................................... ............................................................... - 2 ,0 2 4 1 7 .2
Cover nonprofit

organizations.. 0 -216 -326 -397 -480 -605 -2,024 17.2
2. Provisions affecting HI

o u tla y s ....................................................................................................... ................................ + 2 9 9 - 2 .5
D. Changes in

p rovider pay m ents ............................................................................................................. + 2 8 6 - 2 .4
Pass through

mandatory
FICA ................ 0 150 224 150 38 7 +569 -4.8

Prospective
payment
system ............ 0 0 0 (3) (3) (3) 0 0

Delay SNF
reimburse-
ment limit ....... 20 22 5 3 3 4 -1-57 -0.5

Lower return on
equity caoital.. -10 -90 -100 - 100 -40 0 -340 2.9

E. Changes in
program
administration ......................................... +13 -0.1

DRG
Commission ..... 0 4 1 4 3 4 3 4 3 4 3 +13 -0.1

3. Provisions Affecting SMI
re v e n u e s ............... ......................................................... ....... .......... ......................................... - 5 3 3 4 .5

A. Medicare
premium
delay: SMI ...... 113 63 -90 -_202 -206 -211 -533 4.5

4. Provisions affecting SMI
outlays .............................. 0 0 0 0 0 0 0 0

T o ta l ......................................... ............. .............. ........................................................ 11 ,7 5 6 1 0 0 .0

'CBO estimates based on January 1983 econocnic assumptions
Totals may not add due to rounding,

3 The budgetary impact cannot be estimated because the law allo-s the Secretary of HHS, as advised by a panel of exrts, near unhmited
discretion in setting payment rates for npatint hospital services ThoA rates could be set such that aggregate medicare outlays would increase or
decrese

4 This prison is subject to app'oporaton For fiscal year 1984, the appropriation was $15 million
Source Congressional Budget Office
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ADVISORY COUNCIL ON SOCIAL SECURITY

260 INDEPENDENCE AVE.. S.W.
WASIIINGTON, D.C. 20201

Otis R. Bowen, M.D. Thomas R. BuTke
Chairperson Executive Director

FF8 2 1 -0

The Honorable Margaret M. Heckler
Secretary of Health and Human Services
Washington, D.C. 20201

Dear Madam Secretaryt

As required by section 706 of the Social Security Act, I herewith enclose for
transmittal to the Congress and to the Boards of Trustees of the Federal Old Age
and Survivors Insurance, Disability Insurance, Hospital Insurance and
Supplementary Medical Insurance Trust Funds the reports of the Advisory Counpil
on Social Security which was appointed in Septembe.- 1982. As directed by its
Charter, the Council's major findings and recommendations concern the Hospital
Insurance and Supplementary Medical Insurance programs. Also included are
findings and recommendations with respect to the Old Age and Survivors Insurance
and Disability Insurance programs.

Sincerely,

Otis R. Bowen, M.D.

Chairperson

Enclosure
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ThE SECRETARY OF HEALTH AND HUMAN SERVICES

WASHIGOTON.DC 20201

The Honorable Thomas P. O'Neill, Jr.
The Speaker of the House of Representatives
Washington, D.C. 20515

Dear Mr. Speaker:

The provisions of Section 706 of the Social Security Act
require the appointment of an Advisory Council on Social
Security every four years. When my immediate predecessor,
Secretary Schweiker, made his appointments to this Advisory
Council in September of 1982, the Council was charged with
reviewing the complex financial structure of the Medicare
program.

Chaired by the distinguished former Governor of indiana,
Otis Bowen, the 13 members of the Advisory Council from the
private sector have submitted their report and findings to me as
Secretary of Health and Human Services. This report represents
a sincere effort and significant personal commitment by Members
of the Advisory Council to contribute to the national dialogue
and debate on this difficult issue.

Pursuant to the mandate of the statute, I hereby transmit
their Report and findings to you. I have made an identical
transmission to President of the Senate and the Secretary of the
Treasury in his capacity as Managing Trustee of the Boards of
Trustees of the Old Age and Survivors Insurance, Disability
Insurance, Hospital Insurance and Supplementary Medical
Insurance Trust Funds.

These recommendations should be added to the many proposals
already under discussion and those yet to be advanced by other
interested groups as we seek a just and equitable solution to
the future financing of the Medicare system.

No one feels more deeply than I the responsibility to
maintain faith with and the trust of the elderly Americans who
rely so much on our leadership to preserve a secure Medicare
system. I look forward to working closely with you to this end.

Sincerely,

Marygr tM.Heckler
Secretary
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THE SECRETARY OF HEALTH AND HUMAN iRVtCES
WASHINGTON. DC 20*01

w 8
The Honorable George Bush
President of the Senate
Washington, D.C. 20510

Dear Mr. President:

The provisions of Section 706 of the Social Security Act
require the appointment of an Advisory Council on Social
Security every fouc years. 'When my immediate predecessor,
Secretary Schweiker, made his appointments to this Advisory
Council in September of 1982, the Council was charged with
reviewing the complex financial structure of the Medicare
program.

Chaired by the distinguished former Governor of Indiana,
Otis Bowen, the 13 members of the Advisory Council from the
private sector have submitted their report and findings to me as

Secretary of Health and Human Services. This report represents
a sincere effort and significant personal commitment by Members
of the Advisory Council to contribute to the national dialogue
and debate on this difficult issue.

Pursuant to the mandate of the statute, I hereby transmit
their Report and findings to you. I have made an identical
transmission to the Speaker of the House of Representatives and
the Secretary of the Treasury in his capacity as Managing
Trustee of the Boards of Trustees of the Old Age and Survivors
Insurance, Disability Insurance, Hospital Insurance and
Supplementary Medical Insurance Trust Funds.

These recommendations should be added to the many proposals
already under discussion and those yet to be advanced by other
interested groups as we seek a just and equitable solution to
the future financing of the Medicare system.

No one feels more deeply than I the responsibility to

maintain faith with and the trust of the elderly Americans who

rely so much on our leadership to preserve a secure Medicare
system. I look forward to working closely with you to this end.

Sincerely,

Marg44t M. Heckler
Secr ry
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PREFACE

Medicare is the nition's largest federally financed health insurance
program serving approximately 30 million elderly anQ disabled
Americans. It is one of the most successful social programs. It
has provided basic protection against the costs of health care for a
significant portion of the population. However, the continued
escalation of health care costs and an increasing elderly population
has placed extraordinary demands on the program and its resources
that were not anticipated when the program began in 1966. If we are
to insure that Medicare will continue to meet the needs of our
elderly and disabled citizens prompt action is required to restore
its financial position.

When the Advisory Council on Social Security was appointed by the
Secretary of Health and Human Services, it was directed by its
charter to place particular emphasis on a review of the Medicare
program. The Cotincil took its charter very seriously and after more
than a year of intensive deliberations, including meetings and
public hearings held throughout the United States, has developed a
series of recommendations designed both to alleviate the financial
problems currently confronting the program and improve its
responsiveness to the needs of program beneficiaries.

This is the first Advisory Council on Social Security to address
itself primarily to Medicare. Prior Councils gave minimal attention
to Medicare. Instead they devoted most of their considerations to
the Old Age, Survivors and Disability Insurance programs. In a
sense then, this Council has had a unique mission to fulfill.

When the Council was appointed, estimates of an imminent financing
crisis in the Hospital Insurance trust fund were just beginning to
receive wide public attention. Thus, in addition to having to
tackle complex program issues and politically sensitive and
occasionally unpopular policy issues, the Council was faced with
having to develop a plan to rescue a program with a projected
multi--billion dollar deficit. The final Council recommendations
attempt to balance the needs and interests of all interested parties
- beneficiaries, providers of care, taxpayers, legislators and
administrators - while assuring the continued viability of the
program.

Throughout our deliberations the Council has received excellent
staff support. I would especially commend Thomas R. Burke,
Executive Director of the Council, for his dynamic leadership anna
responsiveness to the needs of the Council.
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I hope this report will be given serious attention by all interested
parties, particularly the legislators and administrators who have the
most direct responsibility for designing and implementing solutions
to Medicare's financial problems and other improvements in the
programs. Obviously, there are sections of the report that are
controversial and which many people may have difficulty endorsing.
While it is not expected that the full range of recommendations
provided in this report will be adopted, I sincerely believe that the
Council has set the agenda for the debate which must begin quickly if
the elderly and disabled of America are to continue to have access to
the highest quality health care in the world.

Otis R. Bowen
Chairman

vi
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EXECUTIVE SUMMARY OF RECOMMENDATIONS

The Advisory Council on Social Security, appointed in September of
1982, was requested to focus its attention on Title XVIII of the
Social Secu1.ity Act, the Federal Hospital Insurance (HI) and the
Federal Supplementary Medical Insurance (SMI) programs. The
appointment of the National Commission on Social Security Reform to
address the fiscal problems of the Old Age and Survivors Insurance
(OASI) and Disability Insurance (DI)programs precluded the need for
this Council to undertake an indepth review of those prograra.

Over the past 15 months, the Council reviewed both the HI (Part A)
and SMI (Part B) programs of Medicare and the status of their
respective trust funds. Because of the serious financial problems
projected for the Hospital Insurance Trust Fund, principal attention
was devoted to the Part A. The majority of the Council's
recommendations address this part of Medicare.

The Council's recommendations were designed to accomplish two
objectives: first, to provide a means for maintaining the fiscal
integrity of the Hospital Insurance Trust Fund through 1995; and
second, to provide improvements in the manner in which health care
is financed and delivered which will alleviate some of the financial
pressures on the trust fund in the future.

The Council adopted the following summary resolution:

The Council acknowledges.a probable deficit in the Hospital
Insurance trust fund in 1995 by an amount between $200 and $300
billion, depending upon the optimistic or pessimistic view of the
price changes in the medical industry and the economy generally
in the next few years. The Council believes that the savings
identified in its recommendations concerning Medicare
eligibility, reimbursement, and benefit structure will account
for a substantial portion of this anticipated deficit. The
Council further believes the recommendations on anticipated
sources of revenues from taxation of a portion of
employer-provided health benefits, the alcohol and tobacco taxes,
and if required, the reallocation of payroll taxes to the HI
trust fund, wi 1t be sufficient to cover additional funding needs
through 1995.0

1/ The most recent estimates of the HCFA Actuary, information
received subsequent to the Council's concluding meeting, reflect
that if moderate economic assumptions, i.e., Alternative IIB,
prevail the 1995 deficit, considering only the amount that
expenditures will exceed revenues, will be $156.3 billion. When
a reserve equal to 50 percent of expected expenditures is
included, the total shortfall in the trust fund will be $225 to
$235 billion. (The Board of Trustees of the HI trust fund has
adopted the general financing principle that there should be a
reserve in the trust fund equal to one-half of a year's
disbursements.) Obviously, if the more pessimistic assumptions
materialize this deficit figure will be greater. All Council
votes and recommendations were predicated on cumulative deficit
and reserve requirements cf up to $300 billion in 1995.

31-294 0 - 84 - 5
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The Council's recommendations addressed issues of program financing,
eligibility, benefit structure, reimbursement and several issues
considered general in nature.

PROGRAM FItANCING RECOMMENDATIONS:

o The Advisory Council on Social Security believes that the most
critical problem facing the Medicare program--in both the
short- ana long-range--is the Lro3ectad insolvency of the
Hospital Insurance tru3t fund. Antic. pated outlays in excess
of income are expected to deplete this fund before the end of
the 1980s.* The Council recommends that planning for the
financial stability of the Hospital Insurance trust fund should
recognize the likelihood of a $200 to $300 billion deficit in
this fund by the year 1995. (Chapter II, A.)

o The Advisory Council on Social Security opposes any increase in
the use of general revenues to finance the Medicare Hospital
Insurance trust fund.

The Council questions the soundness of any policy which relies
upon general revenues to finance the HI program. In an era
when the government is experiencing substantial annual
deficits, reliance on general revenues would only serve to
exacerbate the problem of increasing deficits. (Chapter II, B.)

o The Advisory Council opposes any further increase in schedule.
HI payroll taxes.

A substantial majority of Council members oppose raising
revenues through an increase in payroll taxes because of the
potentially adverse effects such taxes would have on employment
and business activity. The Council believed that a tax which
is not progressive unduly bur lens middle and low income
workers. The current payroll tax already imposes a substantial
burden on such workers and should not be increased. (Chapter
II, C.)

o fhe Couincil believes that the individuality of the Old Age and
Survivors Insurance, Disability Insurance and Hospital
Insurance programs should be maintained, and that eacti program
should be funded at a level sufficient to meet its continuing
needs. Where short-term intertund borrowing among the trust
funds is deemed necessary, such borrowing should be subject to
agropriate safeguards which include authority for each funa to

*Predicxteu on present law, funding and expenditure control

policies, beneficiary entitlement changes and other policies.
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borrow from the others, specific repayment schedules and
prohibition against reducing the lending fund's assets below an
actuarially acceptable level.

The Council recognizes that interfund borrowing has been used
in the past and now has been reauthorized through 1987.
However, the Council was pleased that legislation enacted in
1983 that reautliorized such interfund borrowing included
provisions that address the Council's concerns. (Chapter II,
D.)

0 The Council recommends that, if needed, consideration be given
to a reallocation of payroll tax rates between OASDI and Hf -n
order to transfer sufficientOASDI surplus revenues to HI
during the period 1985 through 1995 to maintain the financial
viability of the HI trust fund.

The Council believes that the diversion of projected surplus
OASDI revenues by a reallocation of contribution rates among
the OASI, DI and HI trust funds is a viable method for
alleviating a substantial portion of the short-term projected
MI deficit. However, the Council recognizes that both long-
an6 short-range considerations must govern any specific
reallocation proposal. Reallocation should only be considered
if the integrity of all three trust funds will be preserveu.
(Chapter II, E.)

o The Council endorses the Administration's proposal to consider
any employer's contribution to an employee's health benefit
plan that exceeds $70 a month for an individual and $175 a
month for a family as income to the employee and subject to
Federal, State and local taxes in the same manner as wages.

The Council also recommends that consideration should be given
to earmarking an appropriate portion of the incremental
revenues that would be realized from the proposed tax to
Medicare's Hospitai Insurance trust fund.

A substantial majority of Council members believes that the
principal benefit to be derived from this tax exempt limitation
is that it will bring about a change in consumer health care
purchasing patterns by increasing consumer cost consciousness
and provider competitiveness that will slow the increase in
health care costs. Removing the current complete tax exemption
of these benefits will make employees more conscious of and
concerned about the cost of health care and the cost
effectiveness of the services they receive.

Revenue raising possibilities under this recommendation were a
secondary consideration. (Chapter II, F.)
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0 The Council recommends that Federal excise taxes on alcohol
and tobacco be increased, with the increased revenue to be
earmarked to the HI trust fund. The Council does not specify
the amount to be raised and earmarked, but suggests that the
amount be determined by the Congress.

Although the Advisory Council generally views increased taxes
as an undesirable alternative for resolving the financial
problem facing the hospital insurance trust fund, the projected
substantial deficit precludes a resolution based solely on a
reduction of expenditures. A majority of Council members
recommend an: increase in the Federal excise tax on alcohol and
tobacco products based on the demonstrated correlation between
the use of these products and increased health care costs.
(Chapter II, G).

PROGRAM ELIGIBILITY RECOMMENDATIONS:

o The Council recommends an increase in the age of eligibility_-
for Medicare benefits from age 65 to 67. This recommendation
provides for the age of eligibility to be increased by three-
month increments per year beginning on January 1, 1985.
Begirning on Januairy 1, 1989, the rate of increase will
escalate to six-month increments, achieving full implementation
of the age 67 eligibility on January 1, 1990. The Council
further recommends that, subsequently, the age of eligibility
for Medicare benefits should be indexed to increases in life
expectancy.

A majority of the Council members concluded that the age of 65
as the initial age of eligibility was rooted more in custom
than on assessment of health care needs The age of
eligibility for unreduced monthly social security retirement
benefits has been increased to age 67 although full
implementation of the new age will not occur until the third
decade of the 21st century. However, there is no inherent
linkage between eligibility for monthly retirement benefits and
Medicare as today more than 50 percent of those eligible for
social security elect reduced old age benefits up to 3 years
prior to the age at which they may first become eligible for
Medicare.

Recognizing the increase in life expectancy since 1966, the
year of Medicare's enactment, and the increased cost of health
care services to those of aavancing years,. the Council believes
it is necessary to assure that Medicare's resources are focused
on the population most in need of Medicare protection. A
substantial majority of the Council conclude that there is a
need to adjust the age of eligibility to reflect the changes in
life expectancy that have already occurred and to accomplish
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this adjustment by the end of the decade. With respect to the
future, the Council recommends periodic adjustments to reflect
changes in life expectancy. (Chapter III, A.)

o The Council coqcurs with the recommendations of the National
Commission on Joclal Security Reform and with subsequently
enacted provisionp of Public Law 98-21, that provide (I) that
Old Age, Survivors, Disability and Hospital Insurance (oASDHI)
coverage be extended on a mandatory basis to employees of
nonprofit organizations, and (2) that State and local
government units which have elected OASDHI coverage for their
employees be precluded from terminating such coverage in the
future, including termination actions underway but not
completed by the April 20, 1983 date of enactment of Public
Law 98-21.

The Council concludes that coverage under Medicare of all
persons in paid employment is a desirable objective that would
contribute to the fiscal stability of the OASI, DI and HI
programs. Therefore, tha Council believes that the recent
enactment of provisions mandating coverage for all employees of
nonprofit organizations and precluding terminations of coverage
by State and local employees along with prior legislative
action covering all current and future Federal workers under
tb? HI program has contributed to this objective. (Chapter II,
B.)

o The Council opposes any further extension of Medicare coverage
to individuals (ntotherwise eligible based on age or
disability status) on the basis of medical diagnosis or the
medical necessity for a particular form of treatment. Should
specific categories of disease be considered in the future for
Federal financial assistance, such assistance should be
provided through a special program with separate allocation of
funds to pay for the required treatment.

The Council acknowledges the success of the End Stage Renal
Disease (ESRD) provisions of Medicare, enacted in 1972, in
providing financial assistance to those in need of this
expensive treatment. However, the Council believes that in the
future, the Medicare program's eligibility requirement should
be restricted to existing beneficiary categories i.e., aged and
disabled, and any special disease categories requiring
financial assistance should be separately funded. (Chapter
III, C.)

BENEFIT STRUCTURE RECOMMENDATIONS:

0 The Council recommends a restructuring of the Medicare Part A
Hospital Insurdnce program to provide:



66

- 6-

I. Unlimited hospital inpatient days per calendar year.

2. A per aumision ueductible, as curretly co2_utud, but
limited to two hospital admissions per calendar year.

3. A daily coinsurance, equal to 3 percent of the hospital
-n-atient deductible, for all inpatient days except the
initial day of any stay where an inpatient deductible
applies.

4. A skilleu nursing facility ueoefit of I00 dalu per calendar
!ear withno coinsurance on days I through 20 and a lz.5
eicel~t coinsurance on days 21-100.

5. The current home health benefit.

b. Tht current hohpice benefit.

The Council recominends an enhanced P.rt A Hospital Inzngn=rce
beneiiL be offered to beneficiaries as aa intcyolJ,.it f
their Pat SMI election that provides for:

I. Elianiration of tie 3 percent 6aill coinsurance on hosptl
ient days.

2. El-mination of the 12.5 percent daily coinsurance on das
21-100 of skilled nursing facility stay benefits.

It a ueneficiary elects to take Medicare's Part B coverage
he/she automatically elects the Part A enhanced benefit. The
enhanced ParL A benefit would be financed with an actuatially
sound premium. This premium would include an additional amount
Tor the purpose of providing additional revenues necessary to
help to resolve the currenL disparity between beneficiary
contributions to the HI trust furd and the value o! benefits
received.

The Ccuricil also recommends an enhanceu Part 8 benefit to be
offered on an optional basis, i.e., not as an Integral part oi
the beneficiary's Part B election. The enhanced benefit would
p-rovde N yearLy Aimit on Part B out-of-pocket expenses,
which would be inuexeG annually to recognize increased in per
capital Part B program expenditures. The Part B option would
also be _inaceO Ua premium which would be addeu to the
current Part B premium for those electing this option. (See
recommendation #16.)

The L(,UIc il concludes tnt wnile the hospital insirAnce proJram
of Medicare, Path A, provides adequate coverage for most
beneficiaries, it dAoes not provide auequate protection in the
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event of catastrophic illness. The Council believes that
financing ai, improved benefit package for all Medicare
beneficiaries through increased coinsurances on shorter
hospital stays would place the financial burden only on thobe
who were ill and required inpatient care. The establishment of
u premium to finance improved benefits atid to generate
additional revenues to help insure the fiscal soundness of the
progrdi is a more equitable means of sharing additional
beneficiary costs.

The Council believes that the changes it is recommenuing will
also facilitate beneficiary understanding of their benefits
under Medicare and simplify administration of the program.

Recognizing beneficiary concerns regarding increasing
cost-sharing liability under the Part B supplementary medical
insurance program, the Council concludes that offering, on an
optional basis, tue opportunity to limit cost-sharing liability
for Part B services to an annual dollar amount would improve
tite protection available and preclude or reduce the need to
purchase private supplemental insurance.

Although the Council recognizes that the recommended
restructured benefit package will increase beneficiary
contributions under tne Medicare program the Leriefits offered
will be improved and at less cost than comparable
Meuicare/Medigap protection. (Chapter IV, A.)

o The Council recommends that the Secretary of Health and Human
Services, in developing a comprehensive log term care program,
seek guidance from those studies which have suggested the
tar eting of groups wio will benefit from these services.

The Council recognizes the problems faced by the Medicare
population due to the fragmenitation among several programs of
services offered to beneficiaries who need ongoing chronic
care. As the Medicare population ages, the Council believes
that the need for long term care services will increase.

The Council Lelieves that more conclusive information regarding
the long term care needs ot the elderly is needed. Recognizing
ttit potentially hig-, c'ost oi buch care, any expaiision of long
term care benefits under the Medicare program, especially at a
time whej the projr-. is experiencing serious fiscal problems,
would not be appropriate. A piecemeal attack on the critical
problem of financing long term care will not work. Development
of a comprehensive program is necessary. Any long term care
program should target tnose who are eligible for conventional
long term cdre and provide alternative care as a substitute for
more expensive conventional catre. (Cnapter IV, b.)
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o The Council believes, in general, that the elderly can benefit
rom lpreventi().i-orieted programs and screening procedures.

The Council suggests that a comprehensive review of the Health
Care Financing Administration's demonstration projects to
assess the economy and efficacy of expanding Medicare coverage
to include preventive services be undertaken prior to any
change in the law.

The Council views as inconclusive the evidence concerning the
cost-effectiveness of preventive services. The offering of
such services may improve health and mobility of the elderly
and produce long-term program savings. However, while there
was agreement that there must be preventive services that could
be shown to be cost-effective, a comprehensive study should be
undertaken to identify those particular services before
expansion of Medicare's coverage of preventive care. (Chapter
IV, C.)

o The Couricil recommends the use of a voluntary voucher in the
Medicare program. The voucher would provide beneficiaries with
an alternative to the current method of reimoursing medical
services. The voucher would also promote the development of
more efficient ways of delivering services by health care
providers.

The Council is in general agreement that a voucher system
represents one means for the promotion of competition in the
health industry and that such a system would increase
incentives for beneficiaries to be more sensitive to the cost
of health care services. Although the Council opposes any
mandatory voucher system, a substantial majority support a
voluntary system provided beneficiaries are given adequate
assistance in the process of choosing an alternative health
care plan. (Chapter IV, D.)

o The Council recommens that the current Supplementdry Me ical
Insurance (Part B) deductible be indexed to the Consumer Price
Inuex (CPI) to kkep pace with inflation and with increases in
beneficiary income. The indexing should begin as soon as
feasible.

Unlike the inpetie,it deductible under the Part A Hospital
Insurance program which is indexed to the cost of hospital
care, increases in the Part 8 supplementary medical ilsuratice
deductible are adjusted periodically by Congress. The Council
believes that increases that have been legislated have failed
to keep pace with either the increasing cost of Part B services
or the increasing income available to the elderly.

Given the historic greater increase in the cost of medical
services, the Council acknowledges that indexing the deductible
to medical costs could produce a disparity between income
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increases and deductible increases over time. The Council,
therefore, recommends that the Part B deductible be indexed to the
Consumer Price index as soon as feasible to insure a more reasonable
ratio between beneficiary income and Part B cost sharing. (Chapter
IV, E.)

PROGRAM REIMBURStMENT RECOMMENDATIONS:

0 The Council endorses the principle of prospective payment for
1RTedicare inpatient hospital services. The Council supports a
prospective payment system based on diagnosis provided it is
equitable for all hospitals, encourages efficiency of
operations and maintains accessibility and quality of care for
Medicare beneficiaries.

The Council recognizes that the allowed rate of increase in the
DRG rates will have a significant impact upon the costs of the
Medicare hospital insurance program. Therefore, the Council
urges the Secretary of HHS to exert care to limit any annual
rate of growth in the DRG rates that is above the annual rate
of change in the hospital input price index. (Chapter V, A.)

o The Council believes that it is inappropriate for the Medicare
program, which is designed to pay for medical services provided
to the eldei ly, to underwrite the cost of training medical
personnel and recommends that such support be withdrawn as
alternative funding sources are identified. The Council
believes that medical education is an appropriate area for
governmental support anRd recommends that the Department of
Health and Human Services undertake a study to identify and
develop other Federal, State and local funding sources.
(Chapter V, B.)

o The Council believes that Medicare's statutorily mandated
reasonable charge method of reimbursement has not been
effective in controlling expenditures or encouraging

utilization of cost effective services. As a step toward
reform of the system, the Council recommends a statutory
revision to authorize reimbursement based on fee schedules
adjusted initially and periodically for difterettces in cost of
living and/or maintaining a practice. The Council urges that
development of the schedules be undertaken with due concern for
all interested parties, direct input from the medical
profession, atid with maintenance of support for the capitatio
system.

The Council believes that the current reasonable charge system
has failed to curb inflation in medical care costs and, in
fact, has probably contributed to that inflation. The current
system has also helped to perpetuate significant payment
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differentials among geographic areas and medical specialties.
The Council views fee schedules as the initial step in reform
of the system and encourages the medical profession and other
third party payors to cooperate in experimenting with and
developing alternative methods of reimbursement. (Chapter V,
C.)

0 The Council recommends a statutory revision to the current
Medicare assignment system. The revision would establish a
physician participation agreement system under which ph sicians
would annually elect whether they would "participate". i.e.,
accept assignment on all services to Medicare patients. Notice
of intent to participate, or to withdraw from participation,
would be made six months in advance. Claims for reimbursement
for services furnished by physicians who decided not to
participate would always be unassigned, and program payment
would always be made to the patient who would be responsible
for the physician's entire bill including any amount that
exceeds Medicare's reasonable charge.

The Council recommends the following incentives for physicians
to participate:

- Competition: The Medicare program would publish annually a
directory of participating physicians. The directory would
be published on a local basis, e.g., city, county or
Standard Metropolitan Statistical Area (SMSA), as
appropriate.

- Billing: Participating physicians could take advantage of
streamlined billing and payment procedures. Such
incentives could include provisions for multiple-list
jThTis, automated or electronic billing with the program
providing some of the necessary equipment and an electronic
funds transfer (EFT) process. (Chapter V, D.)

GENERAL RECOMMENDATIONS:

o The Council recommends that it should be a fundamental policy
of the Department of Health and Human Services to promote the
development of medical technology. Criteria used to evaluate
new technology should stress the efficacy of new procedures as
well as their cost.

The Council believes that the development of new medical
technology and procedures should be encouraged. At the same
time the Council believes that greater attention must be given
to the criteria used to evaluate new technology. The initial
cost of tiew technology is one criterion for assessment. LWwer
cost, brought about by economies of scale, ib another
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criterion. Value, however, is i criterion of no less
ipo irrtance. It inust be me 'n eut by the uenef it thlit new
technology brings to medicine itself, to intern -itional
competitivetess [or the United States and, most o all, to thu
healthful lives of the American people. (Chapter VI, A.)

a The Council supports the concept of voluntary advance
directives as a means of appropriate decision-making about

i-fe-sustaining treatment for incapacitated Patients. Also,
recognizing that this is an individual State determination, the
Council encourages a voluntar--.yogram in the 14 States where
advanced directives are legal and encourages the other 36 State
legislatures to enact suci lg--erslation_. In the States where
this is legal, the Council suggests that a person be offered a
living will when he/7 Iae -a- esfr -edicarE.

The Council further sujests that the guidelines employed for
t-hIS voluntary -royrd n be thos- Tound in the report on

eding to Forego Life-Sustaining Treatmetit- by the
Prusi.IenL'S Con.ison for the S t-udy'of E~thical Probleib in
Medicine and Biomedical and Behavioral Research.

The Council recommeiius H|CFA uidertake a conrc)rative study to
assess Whait he impacts (finaca- a-d other w-se have been in
those 14 States tnat have living wills compared to those States
without them. (Chapter VI, B.)

o The Council recommends that the Health Care Financing
Adinistration continue its efforts to improve the management
oi the Medicare program. As parL of this effort, HCFA soul,
review the recommendations of the President's s--{iiate Sector
Survey on Cost Control and tiie Office of the InsjLe~qctor General
of the Department of Health and Human Services.

The Council believes that if the American people are to be
asked to make sacrifices to preserve the financial viability of
th-.- Nelicace program, they must be assured that program
managers are striving to contain the cost of the Medicare
proqrim and assure that it will carry out its mission to make
first class health care available to the elderly and disabled
of this country. (Cnapter Vi, C.)

C The Council opposes any effort to tie entitlement to Medicare
eitef aeets toeIeIjC-InrysL --ci-l Status.

The Council rejects the concept of "means testing", believing
that Medicare should remain aii entitlemeiit program where
individual income or wealth is nor a factor considered in
determining o.e's eligibility fot benefits. (Chapter Vi, D.)
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The Council recommends further study of three additional program
issues:

1. Proposals for long term restructure of the Medicare program
which encourage individuals to save during workinc- years
for the purpose of purchasing health care coverarje in
retirement years. Such proposals could establi,n universal
inuiviaual "health credit accounts" and further encourage
savings through tax deductible accounts similar to
individual retirement accounts (IRAs). Medicare would be
modified to complement individual spending during
retirement years. (Chapter VII A and B.)

2. Improvement of Medicare's current program of information
and assistance to beneficiaries. This effort should be a
joint undertaking between the Health Care Financing
Administration and the Social Security Administration.
(Chapter VII, C.)

3. Identification of additional areas where Medicare could
serve as a secondary payor to the group health insurance
for the working aged or tfieir spouses. The study would
include evaluation of implementation of current provisions
and consideration of appropriate areas in which to expand
the concept. (Chapter VII, D.)

The Council views these issues, particularly the long range
restructure concept, as deserving of further study and
evaluation.
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CHAPTER I - INTRODUCTION AND SUMMARY OF COUNCIL'S ACTIVITIES

Section 706 of Title VII of the Social Security Act mandates the
establishment every four years (beginning in 1969) of an Advisory
Council on Socia& Security to review the status of the Federal Old
Age and Survivors Insurance Trust Fund, the Federal Disability
Insurance Trust Fund, the Federal Hospital Insrance Trust Fund and
the Federal Supplementary Medical Insurance Trubt Fund, and to
review the scope of coverage and adequacy of benefits, at well as
all other aspects of these programs. (See Appendix A.) The current
Council was appointed in September 1982 by the Secretary of Health
and Human Services (MIS) and consists of a Chairperson and 12 other
persons. Inasmuch as previous Councils gave limited attention to
Medicare and since the National Commission on Social Security Reform
was addressing the fiscal crisis facing the Old Age, Survivois and
Disability Insurance programs, the current Advisory Council was
charged to concentrate on Medicare and to submit a report to the
Secretary for transmittal to Congress. (See Appendix B.)

The Council was confronted with the serious financial problems
facing Medicare. Estimates indicated depletion of the Hospital
Insurance Trust Fund by the end of the decade, and rapidly growing
cumulative deficits after that. (See chart below, "Income ana Outgo
of HI Trust Fund, 1983-2007.") While the Supplementary Medical

Income And Outgo Of HI Trust Fund 1983 . 2007

ofim
400,r

310

o I

I*SO

1SO

100

so

1080 15 1990 ll0S 2000 2005 2010 2OIS 2020

(Source: Actuarial Note A117, October 1983, Social Se,,% ity
Administration Publication No. 11-11500)

Oulgo

I I I I I I I I



74

- 14 -

Insurance Trust Fund does not face the prospect of depletion because
of automatic transfers from general revenues, these tratisfers are
Large and growing rapidly. Moreover, these transfers increase the
.size of the Federal deficit. The full range of issues explored by
the Council during its year of deliberations can be classified into
five general subject areas: increasing trust fund revenues;
amending eligibility requirements; modifying the Medicare benefit
structure; revising cost-sharing provisions; and revising Medicare
reimbursement policy. These were further refined into the topical
areas represented by each substantive chapter of this report. Some
issues defied categorizing into the principal chapters of the
report. These can be found in Chapter VI. Other issues were
surfaced by members but there was insufficient time to address them
in adfy detail. These are contained in Chapter VII.

The Council m . for the first time on November 7-8, 1982, and met
moit]ily there fter in two day sessions for a total -of 14 meetings.
All meetings but one were held in Washington, D.C. and all were open
to the public in accorc(ance with the Federal Advisory Committee Act
(P.L. 92-463, October 1972). Total public attendance at the
Council meetings numbered 600. The Council was briefed on
various aspects of the Medicare program by officials of the Health
Care Financing Administiation (HCFA), the Social Security
Administration (SSA), the Public Health Service, and by other
comkoneiats ot the Department of Health and Human Services, as well
as by staff of the Department cf the Treasury, Department of
Defense, and the Executive Office of Management and Budget. It has
heard from experts in health economics and in health care, as well
as from researchers ana academicians, both individually and in panel
presentations, on the strengths and weaknesses of the Medicare
program, and suggested directions for the future. Several members
of Congress personally appeared before the Council to offer their
views. (Appendix C is a list of individuals who made presentations
to the members at Council meetings.)

The Council diso solicited advice, comments, suggestions, and
recommendations from interested individuals, organizations and
the public-at-large 1y conducting eight public hearings. (See
Appendix D.) Four were held in Washington, D.C. and the others in
San Francisco, Calif.: St. Petersburg, Fla.; Evanstoi, Ill.; and New
Brunswick, N.J. Six of these hearings invited testimony on any and
.all aspects of Medicare, while two were more focused, one on
physician assignment, the other on raising revenue for the Hospital
Insurance Trust Fund through taxation. In all, 132 witnesses
testified, with public attendance approximating 265. In these
public hearings the Council heard from hospitals, physicians, other
providers, organizations representing the elderly, the health
insurance, tobacco, and alcohol industries, business, labor, State
government, as well as from private citizens. The public's views
were also conveyed to the Council in thousands of letters.
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Staff papers provided the vehicle by which Council members discussed
tne issues. The work of the Council's own staff was supplemented by
assistance from SSA's Office of the Actuary and by the extensive
support of HCFA's Office of Financial and Actuarial Analysis staff.
Other HCFA and HHS units provided data when needed.

Frank Sloan, Director of the Health Policy Center at Vanderbilt
University, served as a Consultant/Advisor to the Advisory Council
on Social Security throughout its deliberations.
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II. FINANCING

INTRODUCTION

The Medicare program includes two separate health insurance
programs: Part A Hospital Insurance and Part B Supplemental
Medical Insurance. The Hospital Insurance (HI) and Supplementary
Medical Insurance (SMI) programs have separate and distinct trust
funds from which benefits are paid.

The HI trust fund is financed primarily by payroll contributions
paid by employers, employees, and the self-employed. Over 90
percent of revenues come from this source. Other sources of
revenue include small general revenue contributions to cover
special situation costs, premiums paid by persons not otherwise
eligible who elect to pay the full cost of their coverage,
transfers from tha Railroad Retirement Fund and interest on trust
fund assets.

Projected increases in program expenditures far in excess of
increases in revenues indicate that the HI trust fund will be
depleted within a decade. Developing methods to deal with this
impending fiscal crisis was a primary focus of this Council's
activities.

The SMI program is financed primarily by premiums paid by
enrollees and general revenue contributions to the trust fund.
In fiscal year 1982, premium payments provide over 20 percent
and general revenues accounted for 75 percent of SMI trust fund
reve:iues.

Projections in the 1983 Annual Report of the Medicare Board of
Trustees show the SMI trust fund actuarially sound at least
through fiscal year 1985. Council deliberations with respect to
the SMI program did not specifically address measures to increase
revenues but, instead, focused on long range cost containment and
improved administration of the program.
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CHAPTER 11 - FINANCING

A. Funding Crisis of the Hospital Insurance Trust Fund

Background

The principal concern of this Council has been the fiscal crisis
facing the Hospital Insurance trust fund. Assessing the magnitude
of the problem is essential to provide an orderly framework for
developing solutions.

For 1983, the combined payroll tax for the HI trust fund, paid by
employees and employers, was 2.60 percent of payroll. For this
same year expenditures under Part A were expected to equal 2.77
percent of total payroll. Based upon current economic projections
the disparity between revenue and expenditures is expected to grow
until, by the year 2055, expenditures will be 9.37 percent of
payroll. The projected disparity will be the result of health care
costs continuing to escalate faster than income and the increasing
elderly population in the United States, not the result of expanuing
program benefits.

In tlie past, tne board of Trustees of the Hospital Insurance trust
fund adopted the general financial principle that annual income to
the trust fund should be approximately equal to annual outlays ot
the program plus an amount to maintain a balance equal to one-half
year's disbursement. The ratio of assets to disbursements reached
a high of .79 in 1975. The ratio has steadly declined until it was
.52 in 1982. For 1983 the ratio is expected to decline to .20.
This decline is the result of the disparity between payroll taxes
and expenditures and a loan of $12.4 billion to the Old Age and
Survivors Insurance trust fund.

Discussion

The Advisory Council on Social Security believes that there will
be significant changes made in the manner in which health care
services are financed and uelivered throughout the remainuer of this
century. Some of these changes are discussed in this report.
However, because of difficulty in estimating the impact of these
changes and the uncertainty of any long-range economic projections
the Council chose to limit its examination of the HI trust fund to

31-294 0 - 84 - 6
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tite eleven year period ending in 1995. By then actuarial estimates
indicate thaL the Trust Fund will be $200 to $400 billion in debt,
depending upon whether intermediate or pessimistic assumptions are
used.

Tile Council const4lted with actuaries from the Health Care Financing
Administration ard reviewed other estimates of the projected
deficit, including tnose of the Congressional Budget Office. The
Council concluded that, as a working assumption, it would assume a
deficit of $2U0 to $300 billion in 1995.!/ Therefore, the
Council's recommendations are designed to accomplish two goals:
first, to provide a means for maintaining the fiscal integrity of
the Hospital Insurance trust fund through 1995; and second, co
promote changes in thy manner in which health care is financed and
delivered which will alleviate some of the financial pressure on the
HI trust fund in the future.

Recommend t ion

Th Council unanimously provedec, tne following recommendation:

The Advisory Council on Social Security recognizes that one of the
most critical problems facing the Medicare program--in both the
short- and long-range--is the projected insolvency of the Hospital
Insurance trust funa. Anticipated outlays in excess of income are
expected to fully deplete that fund by the beginning of the next
(ecade. Over the longer run, the Council recognizes that at least
$200-$300 billion in additional income or decreased outlays will be
required to keep the t ,ust fund solvent through 1995. Any
recommendations for eliminating this deficit should include long
term revisions that assure that savings anu increase" revenues
continue in th2 out-yeirs.

i/'able number 3 appeLtirrg in Appendix H of this report reflect
tile most recent information from the HCFA Actuary, information
proviuLde subsequent to the Council's action on this policy
statement. Under Alternative IB economic assumptions the deficit
in 1995 ij estimated to be $156.3 billion. However, this includes
no reserve. When a reserve equal to 50 percent of expenditures is
included (approximately $70 to $80 billion in 1995), the total
shortfall in 1995 is estimated to be $225 billion.
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Istimated BIalice of ilospital Insurance Trust Fund at End of Year
(In Billions of Dollars)

I
(Most
Optimistic)

11.8

12.6

15.2

27.6

31.4

33. 5

34.6

34.2

32.6

29.5

23.9

16.3

HI Trustees Alternatlvesl/

IIA JIB III
(Moderate) (Pessimistic)

Year

1983

1984

1985

1986

l%87

I -)8U

1989

1190

1991

1992

1993

1994

1995 5. 5.21

11.7

11.2

10.2

11.8

12. E

16.1

7.8

- 4.9_1/

- 22.2

- 44.9

- 73.9

-110.1

-I55.

11.4

9.1

5.5

1.8

e. 3

- 7.54/

- 28.5

- 58.1

- 97.7

-148.9

-5/

U. S. Department of health and Human Services, 1983 Annual Report of
the Board of Trustees of the Federal Pospital Insurance Trust Fund,
p. 46.

.I U.S. Congress. Congressional Budget Office, Changg the Structure

of Medicare Benefits: Issues and Options, March 198 , p. 66.

21 Under this assumption the Trust Funu is depleted in 199b.

/ Unpublisheu estimate., by 1CFA's Office of FinaticiaL and Actuarial
Analysis. Amounts include interest payments on borrowed funds.

V/ No estimates available.

HCFA actuaries believe that to be financially sound, there should be
a $70-80 billion reserve. Thus, the II-B shortfall in 1995 is an
estimated $225.6 - 235.6 billion.

11.7

11.6

11.2

17.1

23.2

20.3

14.3

4.7

9.34/
28.2

-5 /

CBO
Estimate./

6.0

5.4

1.4

- 7.0

- 20.8

- 41.8

- 70.3

-109.3

-IbO..

-226.3

-310.3
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CHAPTER 11 - FINANCING

B. General Revenue Contributions to the

Hospital Iniurance Trust Fund

Mejlcirp. iHoupit31 Insurance program was originally established
as a part of the payroll tax-funded social security programs to
supplement the monthly benefits which would be available to
elderly individuals entitled to Social Security Old Age and
Survivors Insurance benefits. Subsequently, it was expanded to
include the long term disaDled who are receiving monthly social
u.,ccurity benefits. extension of coverage in 1972 to patients with
end stage renal disease did not include a requirement of
eligibility for monthly benefits but did require participation in
the social security system by the patient or a family member on
whom the patient was dependent.

Discussion

In reviewing possible ways to reduce the projected deficit in the
iI trust fund, the Council considered the possibility of

recommenulng an annual allocation ot general revenues to the
furil. Such general revenue would supplement the already-
leji.ilited payroll contributions.

;,reAl revenues are income to the Treasury, for use ini operation
the Federal government without specification as to the type of
prjqrdm to be supported. Proponents of general revenue
contributions to the HI trust fund note that income taxes, which
provile a major portion of general revenues, are more progressive
than the social security payroll taxes and, therefore, would be
pruportlondtely less onerous for low and middle income workers
than an increase in payroll taxes. Also, there is precedent for
the use of general revenues in financing a 1,ealth insurance
program since, currently, over 75 percent of Supplementary Medicdl
Insurance trust fund income is from general revenues.

In contrast to social security monthly benefits which are related
to the amount contributed to the system by the worker, there is no
direct financial relationship between contributions to the HI
trust fund and the amount of benefits received by an individual
beneficiary. Medical needs determine the amount of services
received. When the same benefits are available to all, the
contributions-to-benefits relationship becomes blurred.
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Several members of the Council questioned the soundness of a
fiscal policy which relies on general revenues to finance the Ill
program. In an era when the Government is incurring substantial
innual deficits, reliance on so-called general revenues would only
serve to increase that deficit. Also, infusion of substantial
(jenern) revenues into the HI program could require expansion of
the program to persons other than social security contributors and
their dependents, further increasing program costs. Among the
groups primarily affected would be current Federal retirees and
State and local employees and retirees who remain outside the
social security system; both of these groups generally have
protection available to them through their private retirement
system.

After consideration of both sides of this issue the Council
determined that use of additional general revenues to finance the
III trust fund would be inappropriate.

Recommendat ion

A substantial majority of Council members approved the following
recommendation:

The Advisory Council on Social Security opposes any increase in
the use of general revenues to finance the Medicare Hospital
Insurance trust fund.

Dollar Impact on HI Trust Fund

Norne.

F
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CHAPTER II - FINANCING

. spital Insurance Payroll Tax I Ncreases

Background

7he flospital Insurance program is financed primarily through payroll
taxes paid by employers, employees and the self-employed. In 1983,
the tax rate is 2.6 percent of employee wages, half (1.3 percent)
paid by the employer and half by the employee. The 1983 rate for
self-employed persons is 1.3 percent of net earnings; beginning in
1)84, the self-employed will pay the same rate as the combined
employer-employee rate. Taxes are paid On a maximum of $35,700
pie-tax income in 1983; the maximum is subject to automatic yearly
increases. The tax rate for 1984 continues at 2.b percent;
increases are scheduled in 1985 and 1986 to 2.7 percent and 2.9
percent respectively.

Discussion

In view of the projecte& deficit in the HI trust fund, the Council
considered the possibility of raising additional revenue through
increase payroll taxes. Four options were reviewed: move
scheduled increases forward one year; move scheduled increases
forwar one year and increase the rate one-tenth of one percent
b-9inning in 1986; move scheduled increases forward one year and
increase the rate three-tenths of one percent in 1985 and one-tenth
of one percent beginning in 1986; or eliminate the ceiling on
covered wages and self-employment.

Council deliberations on the issue revealed a general reluctance to
raise payroll taxes at all. Some members noted that the latest
census figures show current workers, those most likely to be
burdened by an increased payroll tax, are less wealthy than the
elderly population who would benefit front such a tax. This was
particularly apparent when assets as well as income were
considered. The Council also reached a consensus that further
payroll tax increases could have adverse effects on employment and
business activity.

Giveni the fiscal burden which FICA taxes already place on the
working population, the Council viewed any increase in the scheduled
payroll taxes as an inappropriate means for -aisinq additional trust
fund revenues.
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Recomuenda t ion

A substattial majority of Council members approveu the following
recommendation:

The Advisory Council on Social Security opposes any further increase
in scheduled Hospital Insurance payroll taxes.

Doll-ir Impact on HI Trust Fund

None.
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CHAPTER II - FINANCING

D. Interfund Borrowing

Background

In 1982, Congress authorized interfund borrowing among the Old Age
and Survivors Insurance, Disability Insurance and Hospital Insurance
trust funds. General requirements for payment of interest and
repayment of principal were also included. While any fund could
borrow from any other fund, the primary purpose of the legislation
was to permit the OASI trust fund to borrow from the DI and HI trust
funds to meet its monthly benefit obligations through June 1933. As
a result of this legislation, the OASI trust fund borrowed a total
of $12.4 billion from the HI trust fund in 1982. Authority for such
borrowing terminated December 31, 1982.

In April 1983, Congress extended the authority for interfund
borrowing through 1987. The law includes specific requirements for
payment of monthly interest on loans and specifies minimum levels of
reserves for the lending fund and for the fund making repayment.
All repayment must be completed by January 1, 1990.

Discussion

Early in its deliberations, the Council expressed concern that the
long term funding crisis of the HI trust fund not be exacerbated by
any actions to meet the short term needs of the OASI trust funu. At
the time the OASI trust fund borrowed $12.4 billion, actuaries of
tue Health Care Financing Administraticn had already projected that
the HI trust fund would be depleted within a decade. The initial
interest payment due on the loan was not paid. Tne possibility of
reauthorization of a virtually open-ended authority by other social
security trust funds to borrow from the HI trust fund, without
assurance of timely repayment, threatened to undermine the Council's
efforts to forecast the availability of funds and stabilize the
program.

The OASI, D1, HI programs are funded by legislatively established
trust funds. The Council endorsed this concept of separate funding
as a means of assuring fiscal accountability of each program. Each
program must live within the income made available to it. The
Council recognize( that the recent short term fiscal crisis in the
OASI program necessitated extreme measures, including interfund
borrowing, to assure continued payment of monthly benefits.
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The Council determined that, if interfund borrowing were to be
reauthorized, the fiscal viability of all trust funds should be
adequately protected. Each trust fund should have authority to
borrow from the others. Appropriate provisions for payment of
interest and repayment of principal, which protect the fiscal
integrity of both borrowing and lending fund, should be included.
The Council is gratified that the legislation enacted in 1983 to
reauthorize interfund borrowing included provisions to address the
Council's concerns.

Recommendation

The Council unanimously approved the following recommendation:

The Advisory Council on Social Security in general believes that the
individuality of the Old Age and Survivors Insurance, Disability
Insurance and Hospital Insurance programs should be maintained, and
that each program should be funded at a level sufficient to meet its
continuing needs.

The Council recognizes that interfund borrowing has been employed in
the past and that it has been reauthorized through 1987 as a means
of alleviating short-term deficits in the social security trust
funds. The Council strongly urges that certain safeguards be
incorporated in the procedure to assure the fiscal stability of both
the borrowing and lending trust funds. At a minimum, such
safeguards should include:

1. Authorization of any trust fund financed by FICA taxes to borrow
from the others;

2. A requirement that, at the time any borrowing occurs, the
trustees establish a specific schedule for repayment of
principal and interest; and

3. A prohibition against the lending trust fund reducing its assets
below an actuarially acceptable level.

The Council's estimate of the trust fund deficit considers the
impact of this provision.

Dollar Impact on HI Trust Fund
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CHAPTER II - FINANCING

E. Reallocation of Tax Rates Between the Hospital Insurance
Trust Fund and the Old Age and Survivors Insurance

and Disability Insurance Trust Funds

Background

While the Hospital Insurance trust fund will be running a deficit
over the next twenty-five years, the Old Age and Survivors Insurance
and Disability Insurance trust funds will be accumulating a
projected surplus (see table I). The expected OASDI surplus could
adequately cover projected deficits in the HI trust fund during that
twenty-five year period.

Discussion

When reviewing options for reducing the expected deficit in the HI
trust fund, the Council searched for ways to distribute evenly the
burden of an increasingly expensive Medicare system, while looking
for ways to control that growth without endangering beneficiary
access to quality care. The Council also reviewed options focused
on increasing flexibility to the program to meet any eventuality
(see for example, Chapter II, D "Interfund Borrowing", and II, G
"Federal Excise Taxes on Alcohol and Tobacco Products").

ehe Council generally limited its considerations to relatively
short-term financing issues. From that perspective, diversion of
projected surplus OASDI revenues by reallocating contribution rates
among the three trust funds without increasing the combined rate
appeared to be a potentially desirable method to alleviate a
substantial portion of the projected HI deficit. The Council
recognized, however, that both long and short-range considerations
must govern any specific reallocation proposal. Therefore, the
Council believed that such reallocation should only be considered as
long as the integrity of all three trust funds is preserved.

Recommendation

The Council unanimously approved the following recommendation:

The Advisory Council on Social Security recommends that, if needed,
consideration be give to a reallocation of existing payroll tax
rates between OASDI and HI in order to transfer sufficient OASDI
surplus revenue to HI during the period 1985 through 1995 to
maintain the financial viability of the HI trust fund.

Varies depending on rate reallocated.

Dollar Impact on HI Trust Fund
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TABLE I

Income and Outgo of HI and OASDI Trust Funds 1983-2007

TxOASDI

Calendar year

1983 .........

1984 .........

1985 .........

1986 .........

1987 .........

1988 .........

1989 .........

1990 .........

1991 .........

1992 .........

1993 .........

1994 .........

1995 .........

1996 .........

1997 .........

1998 .........

1999 .........

2000 .........

2001 .........

2002 .........

2003 .........

2004 .........

2005 .........

2006 .........

2007 .........

Source: Social
Care F:
Analys

Income Outgo

$163.4

179.8

197.4

212.9

229.1

260.3

280.4

307.0

329.1

353.0

376.4

400.2

425.6

452.9

482.1

513.1

546.4

581.8

618.5

657.0

698.3

742.2

788.5

836.6

886.8

$169.5

180.3

193.8

209.9

225.2

240.8

256.5

272.7

289.8

307.7

322.6

338.4

355.2

372.9

391.7

413.0

435.6

459.7

485.2

512.7

543.0

575.8

611.5

650.5

693. 3

Security Administration, Office of the Actuary and Health
inancing Administration, Office of Financial and Actuarial
is

HI Total
Tax Tax

Income Outgo Income Outgo

38.3 $ 40.8 $201.7 $210.3

42.9 45.7 222.7 226.0

48.2 51.4 245.6 245.2

55.5 57.3 268.4 267.2

59.5 63.6 288.6 288.8

63.6 70.6 323.9 311.4

68.0 78.1 348.4 334.6

72.4 86.4 379.4 359.1

77.4 95.2 406.5 385.0

82.6 104.9 435.6 412.6

87.9 115.2 464.3 437.8

93.3 126.1 493.5 464.5

99.0 138.3 524.6 493.5

105.4 151.6 558.3 524.5

112.2 165.2 594.3 556.9

119.4 180.3 632.5 593.3

127.1 196.4 673.5 632.0

135.3 213.7 717.1 673.4

143.7 232.5 762.2 717.7

152.6 252.0 809.6 764.7

162.0 273.7 860.3 816.7

171.9 297.1 914.1 872.9

182.4 322.7 970.9 934.2

193.4 350.2 1,030.0 1,000.7

204.8 380.7 1,091.6 1,074.0
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CHAPTER II - FINANCING

F. Taxation of Employer-Provided Health Insurance

Background

Under current law an employer's contribution to an employee's health
plan is a tax-free fringe benefit. The employer may, of course,
deduct the contribution as a business expense but the employee is
not required to report it as income for income tax purposes. Over
90 percent of all subscribers to employment-related group health
insurance receive some employer contribution to their premiums. An
estimated $20+ billion in additional Federal income taxes would be
collected in 1983 if employer health plan contributions were treated
as taxable inco e. Social Security (FICA) taxes would also increase
substantially.!/

On several occasions in the past, proposals have been made to treat
all or part of the employer's contribution to an employee's health
plan as income to the employee and subject to Feaeral, State and
local taxes in the same manner as wages. Some of the proposals,
such as one made by the Administration in connection with the 1984
budget process, would add the increased tax revenues to the general
fund of the Treasury. Others would earmark the added revenues for a
specific purpose, usually a health related purpose such as Medicare,
Medicaid or health research activities.

Discussion

The Council reviewed the issue of taxation of employer-provided
health insurance from two perspectives: 1) whether removal of tax
exempt status on all or a portion of the employer contribution would
be effective in controlling increases in health care costs; and
2) whether additional revenues raised in such a manner could
appropriately be earmarked for the Medicare program.

Proponents of proposals to treat employer contributions to employee
health plans as taxable income point out that this type of increase
is progressive. The current exemption from taxation is

1/ Taylor, Amy K. and Wilensky, Gail R., Tax Expenditures and the
Demand for Private Health Insurance, U.S. Department of Health
and Human Services, Public Health Service, National Center for
Health Services Research, 1982.



89

- 30 -

disproportionately advantageous to high income taxpayers. The
marginal income tax rates of these taxpayers are higher. Also,
employers of higher income employees usually make larger
contributions to employee health plans than do employers of low
income employees.

According to proponents, a potentially greater advantage to removal
of the exemption is a slowing of health care cost increases
generally. Since employer sponsored health insurance is, tax-wise,
advantageous to employees, employers tend to "overinsure" and
provide generous benefits. In turn, this-additional insurance
insulates employees against the true costs of their health care
services and encourages utilization and lack of concern for the
cost-effectiveness of services received. The end result may be a
higher rate of health care cost inflation than would occur if the
users of health care were more cost conscious. If employees were
required to purchase their health insurance with after-tax dollars,
they would become more price-conscious and seek ways to hold down
costs. The resulting constraints on cost increases would benefit
all health care consumers, including Medicare beneficiaries.

Opponents of proposals to tax employer contributions to employee
health plans question whether any of the projected beneficial
results will actually occur. While such taxation would fall more
heavily on higher income employees, a single limit would fall more
harshly on certain higher risk groups, such as older workers and
workers in hazardous occupations, and fails to recognize regional
differences in health care costs. Employers could shift payments to
other types of fringe benefits, negating any revenue increase from
taxed health benefits. Finally, it is not certain that any
significant behavioral changes to slow escalating costs will
actually occur.

The Council recognized that the proposal to tax employer-provided
health insurance as wages was both controversial and uncertain of
results. However, after consideration of all sides and views on the
matter, a consensus developed that such taxation would most likely
bring about a change in health care purchasing behavior and would
lead to a slowing of increases in health care costs. The revenue-
raising possibilities were generally viewed as secondary. The
Council agreed, however, that some portion of the employer
contribution should remain tax free in order to encourage continued
employer contribution; and to assure availability of basic health
care coverage to workers. The Council endorsed the Administration's
proposal to declare all employer contributions in excess of $70 per
month for an individual and $175 a month for a family to be taxable
income to the employee. The exempt amounts would be redetermined
annually in accordance with changes in the Consumer Price Index
(CPI).
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The possibility of earmarking the increased taxes to the Hospital
Insurance trust fund caused considerable debate regarding both the
appropriateness of such earmarking and the complexity of its
administration. Several members questioned whether a sufficient
link existed between Medicare and private health insurance to
justify benefiting that program over other health care programs. The
logistics of separately identifying income and revenues related to
the taxation of employer contributions appeared substantial. The
Council supported the concept of earmarking but deferred any
recommendation regarding amounts to be earmarked, leaving such a
decision to the Congress.

Recommendation

A substantial majority of Council members approved the following
recommendations

The Advisory Council on Social Security endorses the
Administration's proposal to consider any employer's contribution to
an employee's health benefit plan that exceeds $70 per month for an
individual and $175 per month for a family, as income to the
employee and subject to Federal, State and local taxes in the same
manner as wages. The Council bases its recommendation on the
beneficial effect it believes the proposal will have on reducing
health care costs through encouraging behavior changes with respect
to the utilization of health services. The Council recommends that
consideration should be given to earmarking an appropriate portion
of the incremental revenues that would 'be realized from the proposed
tax to Medicare's hospital insurance trust fund.

collar Impact on HI Trust Fund

The Council decided not to project any specific revenue increases
that would be derived from earmarking the incremental revenues.
However, since the proposed treatment of employer contributions
would increase the wages subject to FICA taxes, the projected
increase in HI tax receipts would serve to reduce the projected
deficit. If implemented in 1984, increased HI tax receipts would
total nearly $7.2 billion through 1995. (See Appendix H, Table 1.)



91

- 32 -

CHAPTER II - FINANCING

G. Federal Excise Taxes on Alcohol anu Tobacco Products

Background

Throughout its discussions concerning ways to make the HIospital
Insurance trust fund fiscally sound, the Council was reluctant to
consider increases in taxes. However, the size of the anticipated
deficit indicated that additional new revenue sources would probably
be needed. While discussing alternative sources of revenues, the
Council noted some precedent for the transfer of general revenues
from specific taxes to trust funds. "In some cases, amounts
equivalent to certain excise tax revenues are transferred from
general revenues to a trust fund in order to finance specified trust
fund expenditures. The general intent of such trust fund excise
taxes is to place the tax burden on pq rsons whose activities may
have necessitated the expenditures. I

With respect to specific types of excise taxes, the Council found
that the Federal excise tax rates were last increased on distilled
spirits in 1951 and the taxes on wine and beer in 1955. The Federal
excise tax rate on cigarettes, which had not been changed since
1951, was doubled to 160 a pack for two years under the Tax Equity
and Fiscal Responsibility Act of 1982 (TEFRA). However, State taxes
on these products have been increased considerably over the past
tive years, with wide variation in tax rates between States. Total
revenue raised by all States on alcohol beverages in 1982 was $2.7
billion, or 3.4 percent of total State revenues. Total revenues
raised by all States on tobacco produc s in 1982 was $3.95 billion,
or 5 percent of total State revenues 2

Discussion

The Council held a public hearing oni the issue of increasing Federal
alcohol and tobacco taxes. Testimony was delivered that represented
the views of some Members of Congress, the industries involved,
academicians, economists, practicing physicians, State officials,
public interest groups and interested individuals. The points of
view expressed at the hearing precipitated extensive discussion on

A/Background and Description of Present Federal Excise Taxes:

Prepared by: Joint Committee on Taxation; June, 1982, p. 4.

1/14ational Association of State Budget Officers.
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a number of related issues:

-- Probable impact on States should the Federal excise tax
on alcohol and tobacco be increased.

-- Elasticity of demand for these products.

-- Possible relationship between use of these products and
increased health care costs.

-- Probable effect on the industries and their employees.

-- The equity of such a tax.

The Council reviewed several options concerning alcohol and tobacco
taxes, including the option to take no action on the question. One
option, which would impose additional taxes, provided for an
increase of 25, 50 or 100 percent of the current Federal excise tax
on both products to be earmarked to the HI Trust Fund. Also
included were options to continue the current TEFRA tax on
cigarettes to be earmarked to the HI Trust Fund; to allow the TEFRA
sunset provision to occur, but increase the tobacco tax by 25, 50 or
100 percent to be earmarked; and/or to increase the alcohol tax by
25, 50 or 100 percent and earmark the increase to the HI fund.
Other options suggested equalizing the Federal beer and wine tax
with that of the Federal distilled spirits tax and adjusting the tax
to reflect inflation since 1951, or to adjust current Federal excise
taxes to reflect inflation since 1951. In addition, the Council
examined an option to change the Federal excise tax on alcohol and
tobacco to an ad valorem tax providing for an automatic annual
adjustment for the effect of inflation.

Although a majority of Council members generally viewed increased
taxes as an undesirable alternative, members who supported an
increase in the Federal excise tax on alcohol and tobacco products
cited two primary factors. First, the medical evidence of the
incidence of alcohol and tobacco related diseases among users of
these product demonstrates the correlation between use of these
products and increased health care costs. Therefore, an increased
and earmarked Federal excise tax on these products could be
justified as an attempt to tax the users for the resulting excess
health care costs which they impose on the HI Trust Fund. Second,
recognizing the need to find alternative sources of revenue, this
tax appt~ared to be the most fair and equitable and more importantly
the "least objectionable" of all the tax alternatives considered.

Those Council members who opposed the increased alcohol and tobacco
taxes based their opposition on several factors. 1) There are other
products that adversely affect health and it is unfair to single out
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the alcohol and tobacco industries for additional taxes to support
the Medicare program. 2) Additional Federal excise taxes on these
products can adversely affect State governments who rely on State
excise taxes on these products. 3) Additional Federal excise taxes
will adversely affect demand for these products with resulting
detrimental effects on the employment situation in these industries
and the economy in general.

As a result of the above deliberations, the Council voted to
recommend an increase in the Federal excise tax on alcohol and
tobacco and earmark the increase to the HI Trust Fund. The Council
did not specify a particular methodology or dollar amount, choosing
to let the Congress determine how much revenue might be needed and
how best to implement the recommendation.

Recommendation

A majority of Council members approved the following recommendation:

The Advisory Council on Social Securtty recommends that Federal
excise taxes oi alcohol and tobacco be increased, with the increased
revenue to be earmarked to the HI trust fund. The Council does not
specify the amount to be raised and earmarked, but suggests that the
amount be determined by the Congress.

Dollar Impact on HI rrust Fund

Unknown

31-294 0 - 84 - 7
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III ELIGIBILITY

Introduction

The Medicare Part A Hospital Insurance program and the Part B
Supplementary Medical Insurance program have different eligibility
requirements.

Under the original Medicare HI program, eligibility was limited to
persons age 65 and over who were eligible for monthly benefits under
the Social Security Old Age and Survivors Insurance program. The
1972 Social Security amendments expanded eligibility to include
persons who have been receiving Social Security Disability Insurance
benefits for at least two years and to persons with end-stage renal
disease who are workers or dependents of workers having a recent
connection with the Social Security system. Most persons age 65 and
over who do not otherwise meet eligibility requirements may secure
HI coverage by paying a premium equal to the full actuarial value of
the coverage.

Virtually all individuals age 65 and over are eligible to enroll in
the SMI program. The 1972 Social. Security Amendments expanded
eligibility to include persons eligible for HI on the basis of
disability or end-stage renal disease.

In addressing MeJicare eligiblity issues, the Council's chief
concerns related to the projected increase in beneficiary population
as a result of increases in life expectancy at a time when fiscal
constraint is vital to maintaining the solvency of the program.
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CHAPTER III - ELIGIBILITY

A. Advancing the Age of Eligibility for Medicare

Background

Under current law, eligibility for Medic re as an aged individual is
contingent on the attainment of age 65./ No change in this age
requirement has occurred since the Medicare program began in 1966.
Until recently, Medicare age of eligibility coincided with the age
at which individuals who met the required insured status provisions
became eligible for unreduced monthly social security Old Age
Insurance benefits. As a result, a perception of an historical
relationship between the age of eligibility under the two programs
occurred.

While the age of eligibility for the monthly benefit programs may
have influenced the eligibility age that was originally selected for
Medicare, that relationship has become increasingly less significant
over the 17 year Medicare history. Since 1966, an increasing number
of individuals have elected to receive reduced benefits, with more
than half of those entitled now retiring between age 62 and 65.
Therefore, eligibility for Medicare has occurred for most
beneficiaries following their retirement and receipt of Social
Security benefits.

Public Law 98-21, the Social Security Amendments of 1983, provided
for an increase in the age of eligibility for unreduced monthly
benefits; from 65 to 67 on a gradual phase-in schedule beginning in
the year 2000 with full implementation occurring in the year 2027.
The law made no changes with respect to Medicare eligibility.
Assuming no subsequent changes, Medicare eligibility will eventually
prEcede eligibility for unreduced Social Security benefits.

Since the Medicare program began, the average life span has
increased more than 3 years. In 1966, the life expectancy for otales
was 66.7 and for females 73.9 years. By 1980, life expectancy for
males had increased to 69.8 and for females to 77.5 years../

1/There are no specific age requirements for Medicare
eligibility for the disabled or those with end stage renal
disease.

!/Faber, Joseph F., Life Tables for the United States: 1900 -
2050. Actuarial Study #87, Table #5t Publishe] by United
States Department of Health and Human Services, September, 1982.
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This increasing life expectancy and its impact on the ratio of
retirees to workers was a principal consideration in the Congress's
recent change in the age of eligibility for Social Security
benefits. Similar concerns apply to the increasing Medicare
population relative to workers contributing to the program.
Additionally, as the principal health insuror of the aged, Medicare
may face even greater fiscal problems since, historically, the cost
of health care increases with age. With increasing longevity, an
expanding aged Medicare population will place even greater fiscal
burdens on the program.

Discussion

The Council generally approached the issue of age of eligibility
from the perspective of assuring that the program covers those
persons most in need of its services. After discussing the increase
in life expectancy, the Council reached a consensus that age 65 as
the initial age of eligibility was rooted more in custom than in an
assessment of health care needs. Considering the need to conserve
scarce program resources, the Council reviewed the eligibility issue
in terms of overall program goals.

In early discussions, the Council agreed that the age of Medicare
eligibility should be increased. Major deliberations centered on
what the age increase should be and the rapidity with which it-
should be implemented. The Council decided that the traditional
linkage to age of eligibillty for unreduced Social Security
retirement benefits was not necessary. Members did express some
concern about alternative sources of health insurance coverage for
persons 65 and over. While little hard data exist concerning the
types of health insurance currently purchased by early retirees, the
fact that a substantial number do retire before the current age of
Medicare eligibility indicates that protection is available in the
marketplace. The final decision regarding the age of eligibility
increase and its implementation was a function of the fiscal needs
of the program balanced against selection of a reasonable length of
Lime for future beneficiaries to adjust to the revised age.

The Council concluded that in order to maintain the period of
Medicare entitlement at a constant average period, over the long
range the age of eligibility should be adjusted periodically to
reflect changes in life expectancy. In addition, the age of
eligibility should be adjusted by the end of this decade to
recognize at least a portion of the changes in life expectancy which
have occurred since the program began.
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After consideration of a range of options, the Council determined
that the age of eligibility should be increased to age 67 by 1990.
To accomplish the transition, the age of eligibility would be
increased annually by 3 month increments beginning in 1985 and by 6
month increments in 1989 and 1990. Thereafter, increases in age of
eligibility would be indexed to increases in life expectancy.

Recommendation

A substantial majority of Council members approved the following
recommendation:

The Council recommends an increase in the age of eligibility for
Medicare benefits from age 65 to 67. This recommendation provides
for the age of eligibility to be increased by three month increments
per year beginning on January 1, 1185. Beginning on January 1,
1989, the rate of increase will escalate to six month increments,
achieving full implementation of the age 67 eligibility on January
1, 1990. The Council further recommends that subsequently the age
of eligibility for Medicare benefits should be indexed to increased
life expectancy.

Dollar Impact on HI and SMI Trust Funds

If implemented as recommended, the increase in age of eligibility
would produce $74.665 billion savings to the HI trust fund through
1995 and $4.89 billion savings to the SMI trust fund through 1989.
(See Appendix H, tables 1 and 2.)
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CHAPTER III - ELIGIBILITY

B. Universal Social Security Coverage

Background

At the time the Council initially considered this issue three
employee groups were not covered by the social security cash
benefit programs: nearly all Federal employees; employees of
State and local governments who had not voluntarily elected
coverage for their employees; and employees of non-profit
organizations who had not voluntarily elected coverage. With
respect to Medicare Hospital Insurance coverage, Federal
employees were covered on a mandatory basis effective January 1,
1983 as a result of the Tax Equity and Fiscal Responsibility Act
of 1982 (TEFRA). However, many State and local government
employees and employees of nonprofit organizations remained
uncovered by Medicare.

Discussion

When reviewing the scope of the working population covered by the
HI program, the Council took the position that under Medicare
coverage of all persons who are in paid employment was a
desirable goal. Such universal coverage would also contribute to
the fiscal stability of the program.

The Council acknowledged that non-profit organizations
tradition ally had tax-exempt status. Nevertheless, the majority
of such organizations had voluntarily elected coverage. The
Council found no compelling reasons to continue the voluntary
nature of such coverage and took the position that mandatory
coverage for all employees of nonprofit organizations furthered
the objective of covering all persons in paid employment.

With respect to employees of State and local governments, the
Council acknowledged the existence of constitutional questions
concerning mandatory coverage. As with non-profit organizations,
many State and local governments had elected coverage. However,
an increasing number of such entities were electing to terminate
such coverage. In view of this trend the Council took the
position that, with respect to State and local government
employees, action should be limited to preventing termination of
those employees already covered.
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The Council recognized and concurred with the recommendation made by
the National Commission on Social Security Reform that Old Age,
Survivors, and Disability Insurance and Hospital Insurance coverage
should be extended on a mandatory basis to all employees of non
profit organizations. Further, State and local governments which
had elected coverage for their employees under the OASDI and Hi
programs should not be permitted to terminate such coverage in the
future. Specifically, termination notices pending would be invalid
if the termination process was not completed by the enactment of any
new legislation.

The Advisory Council notes that these recommendations became law
with the enactment of Public Law 98-21 on April 20, 1983.

Recommendation

The Council unanimously approved the following recommendation:

The Advisory Council on Social Security concurs with the
recommendations of the National Commission on Social Security Reform
and acknowledges subsequently enacted provisions of Public Law
98-21, that provide (1) that Old Age, Survivors, Disability and
Hospital Insurance (OASDHI) coverage be extended on a mandatory
oasis to employees of non-profit organizations, and (2) that State
and local government units which have elected OAJDHI coverage for
their employees be precluded from terminating such coverage in the
future, including termination actions underway but not completed by
the April 20, 1983 date of enactment of Public Law 98-21.

Dollar Impact on HI Trust Fund

Because the recommended changes were enacted with Public Law 98-21,
the projected savings realized have already been accounted for in
the Council's estimate of projected HI trust fund deficits.
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CHAPTER III - ELIGIBILITY

C. Diagnosis and Treatment-Related Coverage

Background

The Social Security Amendments of 1972, Public Law 92-603, extended
basic Medicare coverage to two additional groups: persons who had
been receiving social security disability benefits for at least two
years and persons with end-stage renal disease (F.SRD) requiring
either dialysis or renal transplantation who met or were dependent
on someone who met the fully insured or currently insured
requirements under Social Security. The ESRD provision was not
unique from the standpoint of extending coverage to those under age
65. However, this provision did extend coverage to those in a
disease category as opposed to those in a social security monthly
benefit category. No other disease category is similarly covered
under the Medicare program.

The substantial cost of the ESRD program has generated increasing
concern regarding its impact on the Medicare program. Currently,
Medicare protects approximately 93 percent of the people receiving
any ESRD services. Program expenditures have grown much faster than
were originally projected with 1982 costs for ESRD patients about $2
billion. This amount is about 4 percent of total Medicare
expenditures although the ESRD population represents only one
quarter of one percent of Medicare beneficiaries.

Recent changes in HCFA's methodology for reimbursing dialysis and
transplantation are expected to improve the cost-effectiveness of
this program. However, the basic criticism that has prevailed since
the program's enactment has been directed at the selection of a
single category of disease for special treatment under the Medicare
program.

Discussion

The Council acknowledged the beneficial results of the ESRD program
in terms of the financial assistance it has provided to many
thousands of patients with end-stage renal disease over the past 10
years. Clearly it has permitted treatment that would otherwise have
been unaffordable to most patients. Additionally, financial support
has promoted the development of treatment facilities and thereby
provided access to care.

Notwithstanding these beneficial results the Council believed that
Medicare was not and is not the appropriate program for providing
auch diagnosis or disease-related coverage. Proponents of the ESRD
program contend that ESRD is a disease category for which an
effective therapy that would sustain life was available but for
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which access was denied to most patients because of its prohibitive
costs. It was financially infeasible for the majority of those
afflicted, and providing funding would save lives. However, with
the advance of technology other disease categories demonstrate
similar characteristics and equally compelling arguments for
coverage under Medicare could be made if this were the primary
consideration. The Council agreed that in the future where there
are compelling arguments in favor of extending financial protection
or support to a specific group of individuals with a specific
disease, such support should be offered through a specially designed
program which is funded through special appropriations.

Initially, the Medicare program was intended to provide protection
to individuals in specific social security benefit categories
those over age 65 and, subsequently, persons receiving disability
benefits. Should an individual with a particular chronic disease
qualify for entitlement based on a social security benefit category,
payment for an approved treatment is appropriate. However, the view
of the Council was that eligibility for Medicare coverage should not
be based upon the existence of a specific disease or medical
condition.

During its deliberations on this issue, the Council considered the
advisability of a future transfer of health insurance protection for
LSRD patients not otherwise eligible for Medicare to a separately
funded program. However, the Council determined that since the
Medicare program has been the principle health insurer for patients
with end-stage renal disease for over 10 years, any change as
significant as this could severely impact the treatment delivery
system now in place. Also the Council acknowledged that
approximately 60 percent of the current ESRD population are eligible
for Medicare under either the Old Age and Survivors Insurance or
Disability Insurance benefit provisions. To cover only a portion of
the future population under a separate program could introduce
substantial administrative complexity. In view of these
considerations, the Council recommended no changes with respect to
the Medicare ESRD program.

RecoLumendation

The Council unanimously approved the following recommendation

The Advisory Council on Social Security opposes any further
extension of Medicare coverage to individuals (not otherwise
eligible based on age or disability status) on the basis of a
medical diagnosis or the medical necessity for a particular form of
medical treatment. Notwithstanding the beneficial results of the
End-Stage Renal Disease Program in teias of the financial assistance
it has provided to patients with ESRD, often permitting treatment
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that would not otherwise have been affordable for the patient, the
Couticil believes that Medicare is not the appropriate program for
providing diagnosis related coverage.

It is the Council's recommendation that, should other categories of
disease be considered for Federal financial assistance, such
assistance should be provided through a special health care program
with separate allocation of funds to pay for required medical
treatment. The original intent of the Medicare program--to insure
categories of beneficiaries against the financial risk of illness or
injury--should be maintained.

Dollar Impact on HI Trust Fund

None.
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IV - BENEFIT STRUCTURE

Introduction

The benefits provided under Medicare's Part A Hospital Insurance
program and Part B Supplementary Medicdl Insurance program
complement each other to cover a wide range of services provided in
the acute care environment.

The HI program covers inpatient hospital services, skilled nursing
facility services and home health services. During the period
November 1983 through September 1986, HI also provides a hospice
benefit which may be elected in lieu of other HI benefits and most
SMI benefits.

The SMI program covers physicians' services, including surgery,
home, office and institutional visits. Other services covered under
SMI include outpatient hospital and rural health clinic services,
diagnustic services, ambulance services, outpatient physical therapy
and speech pathology, additional home health services and other
medical supplies, appliances and equipment.

The Council reviewed the adequacy of the benefit structure and
methods to make it more responsive to the needs of its beneficiaries
while encouraging cost-effective use of those services.
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CHAPTER IV - BENEFIT STRUCTURE

A. Restructure of Medicare Benefit Package

Background

Part At Currently, Medicare's Part A Hospital Insurance programI/
covers:

o Inpatient hospital care for up to 90 days in a benefit
period plus a one-time reserve of 60 days.

" Skilled nursing facility care for up to 100 days in a
benefit period.

o Unlimited home health visits.

" Hospice care, as an alternative to other Part A benefits
and certain Part B benefits.

Certain features of the Part A program have stirred debate ard
concern among patients, providers, administrators of the program and
the public. Three of the issues involves 1) the "benefit period"
concept; 2) cost-sharing provisions; and 3) lack of catastrophic
coverage. Any comprehensive plan to reduce costs or increase
revenues to ameliorate projected program deficits should include
consideration of these issues.

Availability of inpatient hospital benefits and skilled nursing
facility benefits is not tied to a specific time period but rather
to a variable period depending on the institutional status of the
beneficiary. A "spell-of-illness"--the benefit period--generally
begins when a patient is admitted to a hospital and ends after the
patient has been out of a hospital or facility which provides
skilled nursing or rehabilitation services for sixty consecutive
days.

As long as the individual remains entitled to Part A hospital
insurance there is no limit on the number of benefit periods he or
she may have. On the other hand, an individual may be discharged
from and readmitted to a hospital or skilled nursing facility
several times and continue to be in the same benefit period if 60
days have not elapsed between the previous discharge and the new
admission.

1/ See Appendix F for a detailed description of the evolution of
current program.
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Administration of the benefit period system is both complex and
costly. The Department of Health and Human Services (HHS) must
maintain a detailed master record on each Medicare beneficiary in
order to insure that those providers treating the beneficiary are
aware of prior utilization that affects the benefits currently
available. Although administrative costs are still relatively
small in relation to program benefits, any modification which
substantially reduces the data collection and management
requirements would produce significant savings for all concerned,
HIIS, intermediaries and the providers of care.

The benefit period system also presents difficulties for most
beneficiaries. Many have a significant problem understanding the
complicated "spell-of-illness" concept, especially the majority of
beneficiaries who had health insurance prior to age 65 that
generally, was based on a uniform time period, usually a calendar
year.

The Part A cost-sharing provisions, which are also linked to the
benefit period system, raise additional concerns. Upon entering a
hospital and beginning a benefit period, the patient is liable for:

- An initial deductible based on the average cost of a day of
hospitalization.

- Daily coinsurance equal to 1/4 of the deductible for
hospital days 61-90 in a benefit period.

- Daily coinsurance equal to 1/2 of the deductible for each
lifetime reserve day.

- Daily coinsurance equal to 1/8 of the deductible for
skilled nursing facility days 21-100.

The deductible, which is updated annually, is $304 in 1983 and
rises to $356 in 1984. There is no limit on the total amount of
deductibles and coinsurance that may be imposed in a year other
than the limit resulting from the benefit period rules.

The significant increases in hospital utilization and costs and the
changing health care needs of the elderly have generated increasing
criticism of the cost sharing features of the current system. Some
view this sharing as too high, others as inadequate. Still others
believe the configuration of the cost sharing provides incentives
to overutilize services since there is no cost sharing beyond the
deductible for short stays which account for the majority of all
hospital admissions. Further, the coinsurance structure requires
that those who are very sick and need extended hospitalization
subsidize the average beneficiary, since the average length of stay
is less than 12 days.
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A third problem with the Part A benefit structure is the reality
that there are clear limits on the days of protection provided.
Utilization in excess of the days available or even of days on
wnich coinsurance 18 assessed, is unlikely. Less than 25 percent
of eligible beneficiaries use hospital inpatient services in a year
and of those using such services, the subtantial majority use less
than 30 days of care and thus for covered inpatient services, pay
only the deductible. Nevertheless, the recognition that exhaustion
of benefits is possible produces significant anxiety for many
beneficiaries. The fact tha over 65 percent (some data indicate
over 75 percent) of Medicare beneficiaries secure private
supplementary coverage for hospital care indicates that concern
about inadequate catastrophic protection is prevalent.

Part B: Currently, Medicare's Part B Supplementary Medical
Insurance program covers:

o Physicians' services, including surgery and home, office
and institutional visits.

o Outpatient hospital services and rural health clinic

services.

o Outpatient physical therapy and speech pathology services.

o Diagnostic laboratory, diagnostic and therapeutic radiology
atid other diagnostic services.

o Ambulance services.

0 Unlimited home health visits.

o Certain prosthetic devices and other medical supplies,
appliances and equipment.

For inost covered services, 1/ Medicare pays 80 percent of
approved changes after the beneficiary has met a $75 annual
deductible. The beneficiary pays a monthly premium - $12.20 in
1983 - equal to about 1/4 of the value of the protection for the
aged.

A major concern to many beneficiaries is the lack of a limit on
total out-of-pocket expenses that can be incurred under Part B. As
long as covered services are used, the coinsurance continues to
apply, thus placing the largest burden on the sickest patients.

1/ There are special rules for homte health services, outpatient
psychiatric services and certain other services.



107
- 49 -

Discussion

After review of the problems with the current program, the Council
reached agreement on the need to restructure the current Part A
benefit to accomplish the following objectives:

1. Provide for improved protection against catastrophic illness.

2. Simplify the benefit package to make it understandable to
the beneficiary and easier to administer for the Health Care
Financing Administration and its contractors.

3. Incorporate reasonable cost-sharing by beneficiaries in a
manner that discourages overutilization of services.

4. Spread the risk and cost of health care among all
beneficiaries using the traditional health insurance
framework rather than placing a financial burden on only
those who actually use covered services.

5. Identify ways to alleviate The Part A financial crisis
through a combination of expenditure reductions and revenue
increases while assuring an adequate benefit structure.

Part A

The Council evaluated a variety of alternatives for accomplishing
the above objectives through a redesign of the Part A benefit, to be
financeti through a modification of current cost-snaring provisions,
i.e., deductibles and coinsurance. Several alternatives provided
for an improved and simplified benefit package and also addressed
the catastrophic protection issue. The Council expressed concern
that, if improvements were financed solely through additional
copayments, the burden would be borne only by the minority of
beneficiaries who actually used covered services.

A preferable alternative would finance benefit improvements and
raise additional revenue through a premium. The premium approach
would insure that all beneficiaries who are eligible for Part A and
any additional catastrophic protection would share equally in the
increased cost-sharing.

The Council considered recommending a restructured Part A benefit
for which eligibility would be based on both FICA tax contributions
and premium payments after retirement. However, the Council
believed that making entitlement to Part A contingent on the payment
of premiums would be inappropriate since this program has been and
should continue to be funded primarily through tax contributions
made during working years. To deny Part A protection because of the
failure or inability to pay a premium after a worker has contributed
would violate a bdsic principle of the program. Consequently, the
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Council developed a recommendation that would restructure the basic
Part A hospital Insurance benefit available to all individual
meeting current eligibility requirements.

The restructured Part A package would eliminate the benefit period
provisions of current lw and provide catastrophic protection. The
revised benefits would be:

o Unlimited inpatient hospital d3y8 with:

-- A deductible, computed under current rules, applied to
the first two admissions per year, and

-- A 3 percent daily coinsurance for each non-deductible
day.

o 100 days of skilled nursing facility benefits per year with:

-- Coinsurance on days 21 to 100 equal to 1/8 of the
hospital deductible.

o Current home health and hospice benefits.

The Council proposed an enhanced benefit package to supplement the
restructured Part A benefit. The enhanced benefit would be financed
by an annual premium paid by beneficiaries electing this coverage.

The enhanced benefit would:

o Eliminate the 3 percent inpatient hospital coinsurance in
the basic Part A plan.

o Eliminate the coinsurance (1/8 of deductible) that applies
to days 21 through 100 of skilled nursing facility services.

I effect beneficiary cost-sharing would be limited to the inpatient
deductible that would apply to no more than two admissions per
calendar year.

1ICFA actuaries estimated that the actuarially sound annual premium
necessary to finance the enhanced Part A benefit would be $56.50 in
1985. The premium would be adjusted annually to reflect the cost of
covering hospital and skilled nursing facility coinsurance.

The Council also recommended that $42 per year be added to the
enhanced benefit premium to generate additional revenue for the HI
trust fund. This additional base premium amount would be indexed,
in future years, to any increase in the hospital deductible. The
additional amount recognizes the disparity between worker
contributions to the trust fund nnd the value of benefits received.
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The enhanced Part A benefit, including the additional base amount,
would be offered as an integral part of tne beneficiary's voluntary
Part B election. Therefore, beneficiaries who elected Part B would
automatically receive the enhanced benefit package. By merging the
enhanced Part A benefit package with the basic Part B coverage, the
Council sought to preclude adverse selection. If offered
separately, the potential exists that only beneficiaries in poor
health would elect the enhanced coverage. To insure that tile
estimated premium would be both reasonable and reliable the Council
concluded that election by the substantial majority of Medicare
beneficiaries would be essential.

Part B

The Council also addressed beneficiary concerns chat out-of-pocket
costs under the Part B Supplementary Medical Insurance program are
onerous and unpredictable. Part of the problem relates to
additional costs for non-approved charges of physicians who do not
accept assignment. The Council addressed the physician assignment
question separately. (See Chapter V, D.) Additionally, the open-
ended nature of the 20 percent coinsurance requirements can produce
financial hardship when the beneficiary incurs extraordinary medical
expenses.

To address this problem, the Council recommended an optional
enhanced Part B benefit. The proposed option makes no change in the
basic benefit3 offered under Part B but does provide for a cap on
Part B out-of-pocket expenses incurred for covered services in a
calendar year. Assuming implementation in 1985, a $227 annual cap
would apply to out-of-pocket expenditures. The dollar cap would be
indexed to the riae in per capita Part B expenses in subsequent
years. Once payment toward the deductible and 20 percent
coinsurance on approved Medicare charges totaled the applicable
dollar limit, the Medicare program would reimburse 100 percent of
aproved charges.

The Part B enhancement would also be finance by a premium. No
portion of the premium for the optional Part B package would be
subsidized by general revenues -/ Assuming a substantial
majority of beneficiaries elect this option, the actuarially sound
premium, based on current cost-sharing rules, would be approximately
$150 per year in 1985. A separate Council recommendation to index
the Part B deductible to annual increases in the CPI would increase
this estimate.

The Council acknowledged that making the Part B enhancement optional
might make adverse selection a problem. Considering the coverage
ana premium costs of typical "Medigap" insurance- policies, the

/ Currently, general revenues represent approximately 75 percent
of the Part B trust fund income.

31-294 01- 84 - 8
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Council believed the recommended enhancement would be competitive
and assumed that a significant portion of the Medicare population
would choose to purchase this protection. Those beneficiaries who
elect both the Part A and Part B enhanced benefits would pay
approximately $250 per year in additional Part B premiums. For
beneficiaries wbo choose not to elect the Part B optional package,
but only elect basic part B Insurance with the enhanced Part A
benefits, the additional premium is estimated to be approximately
$100 per year in 1985. In providing estimates of the premium for
the optional Part B supplement, HCFA actuaries emphasized that the
actual amount could vary if enrollment estimates are not met.

Comparable coverage purchased through private "Medigap" insurance
would generally be more costly. Typical costs for "Medigap"
coverage range between $300 and $600 per year. Because such
policies often cover the Part A deductible, individuals who use
inpatient services could incur, in the year the services were
received, slightly higher out-of-pocket expenses under the proposed
enhanced package as opposed to a Medicare/Medigap combined plan.
However, for the approximate 75 percent who use no inpatient
services, yearly out-of-pocket costs would generally be less under
this proposal.

The Council noted five major strengths of the total proposed
restructured Medicare benefit packages

1. The Part A benefit structure would be more understandable
for beneficiaries and easier to administer.

2. For the first time beneficiaries would have protection
against catastrophic costs of acute or prolonged illness or
injury.

3. Use of a premium to finance the improved coverage would
spread the cost among all beneficiaries and avoid placing
additional tax burdens on workers.

4. Overall out-of-pocket expenses of beneficiaries should be
reduced due to decrease spending for Medigap coverage.

5. Additional revenues and reductions in basic Part A outlays
would serve to reduce the projected deficit of the Part A
trust fund.

Recommendation

A substantial majority of Council members approved the following
recommendation:

T[he Advisory Council on Social Security recommends that the Medicare
Part A Hospital Insurance benefit be revised to provide the
following covec:age:
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I. Unlimited inpatient hospital days per calendar year.

2. A per admission deductible, ds currently computed, but
limited to two hospital admissions per calendar year.

3. A daily coinsurance, equal to 3 percent of the hospital
inpatient deductible, for all inpatient days except the
initial day of any stay where an inpatient deductible
applies.

4. A skilled nursing facility benefit of 100 days per calendar
year with no coinsurance on days 1 through 20 and a 12.5
percent coinsurance (1/8 of the deductible) on days 21
through 100.

5. The current nome health benefit.

6. The current hospice benefit.

The Council rcormends an enhanced Part A benefit be offered as an
integral part of a beneficiary's Part B election that provides for:

I. Elimination of the 3 percent daily coinsurance on inpatient
hospital days.

2. Elimination of the 12.5 percent daily coinsurance on days
21-100 of skilled nursing facility benefits.

If a beneficiary elects to take Medicare's Part B coverage he/she
automatically elects the Part A enhanced benefit.

The Part A enhanced benefit will be financed by an actuarially sound
premium that will include an additional base amount to provide
additional program revenues necessary to contribute to reducing the
projected trust fund deficits expected to occur by the end of this
uecade.

The Council also recommends an enhanced Part B benefit to be offere.
on an optional basis, i.e., not as an integral part of the
ueneficiar,'s Part B election. The enhance benefit would provide a
yearly dollar limit on Part B out-of-pocket expenses, which would be
indexed annually to recognize increases in per capita Part B program
expenditures. The enhanced Part B option would also be financed by
a premium which would be added to the current Part B premium for
those electing this option.

Dollar Impact on HI Trust Fund

The recommended restructure plan would result in $12.83 billion in
Part A program savings and $24.975 billion in additional revenues
during the period 1985-1995. (See Appendix H, Table 1.)
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CHAPTER IV - BENEFIT STRUCTURE

B. Long Term Care

Background

Medicare was designed to provide long term care services--skilled
nursing facility and home health services--with the intent of
providing for cute care services in less intensive and,
therefore, less expensive settings. The Medicare program was not
designed to respond specifically to chronic care needs over a
sustained period of time. It is important to bear in mind that
Medicare has historically been considered a health insurance
program. Questions have been raised concerning the
appropriateness of Medicare becoming involved in what is sometimes
considered the social component of long term care.

The inclusion under Medicare of coverage for care provided in
extended care facilities (subsequently designated skilled nursing
facilities (SNFs)), was intended primarily as a cost-saving
measure. The idea was to pay for the skilled nursing care
requireu by patients who no longer needed services of an acute
care hospital, but who were still too sick to go home. Thus,
coverage was limited to persons recovering from an acute illness
who need skilled nursing care or skilled rehabilitative care on a
daily oasis. Coverage is limited to no more than 100 days of care
in a participating SNF in a benefit period. Patient cost sharing
begins after tile 20tn day. The Medicare program will not pay for
care if the beneficiary is in the SNF for custodial care or needs
skilled nursing services or rehabilitative care on less than a
daily basis.

Medicare's home health benefit is also designed primarily for the
patient who is recovering from an acute medical, episode.
Eligibility is limited to those who are homebound and whose
primary need is for either skilled nursing care on an intermittent
basis, or physical therapy, or speech therapy. In implementing
these definitions, Medicare has emphasized the rehabilitation and
short term nature of the program. The definition of skilled
nursing has been interpreted to mean care that only a licensed
nurse can provide. Therapy services must require the skills of a
trained therapist in order to assure the safety of the patient and
effective treatment. A limited number of additional services--
occupational therapy, medical social services, home health aide
services and certain supplies and equipment--are also covered for
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patients who meet the basic coverage requirements. There is no
patient cost sharing and no limit on the number of available
visits. Home maintenance and meal services are excluded.

Discussion

During deliberations on long term care the Council recognized the
magnitude of the problems faced by an aging population, given the
fragmentation of services offered to beneficiaries needing ongoing
or chronic care of a somewhat less than acute nature. The members
acknowledged that as the Medicare population ages the need for
chronic long term care services can be expected to increase.

One member suggested the possibility of developing a "Part C" for
the Medicare program. The plan would establish a separate trust
fund for long term care benefits., It would require that the
population aged 55-65 contribute to the fund or show that they had
provided a comparable plan of care for themselves. General
interest was expressed in the concept. Several members suggested
that the idea deserved full development, but given time
constraints, this Council could not undertake that development.

The Council summarized the problems of long term care delivery by
agreeing that, in principle, a comprehensive range of long term
care services is covered by Federal programs. In practice,
however, the actual coverage is determined by the level of funding
and program design features. Since no single program funds a
comprehensive array of long term care services, the effectiveness
of coordination across programs (e.g. Medicare/Medicaid/
Administration on Aging) should be evaluated.

The Council believed that, absent more conclusive information
regarding the long term care needs of the elderly, and the
potentially high cost of such care, the expansion of long term
care benefits in the Medicare program would be inappropriate,
especially at a time when it is experiencing serious financial
problems. Furthermore a piecemeal attack on the overall problem
of financing long term care would not work.

Development of a comprehensive program appeared to be a more
uesirable approach. In that approach, it would be essential that
the program target those who are eligible and who would be
receiving conventional long term care to receive less expensive
alternative care. Most importantly, any new development in
alternative care should not be used as an additional service but
rather be employed as a substitute to more expensive conventional
care. This concern was highlighted in testimony given by the
Department of Health and Human Services before the Senate Finance
Committee after the close of Council deliberations. In that
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stAtetaent the Department witness testified that, "other studies
conducted by IICFA and the General Accounting Office indicate that
an expansion of home health services can be more costly chan
nursing home care if there is a lack of targeting, that is, if the
individuals served are not truly at risk of institutionalization."

Recommenda t ion

The Council unanimously approved the following recommendation:

The growing cost of hospital and nursing home care has prompted
.tudies of the costs and cost-effectiveness of care delivered in
alternative settings by both the public and priv.,te sectors. Some
:tuaies have shown that targeting the population offered home care
services as an alternative to institutionalization is a more
efficient and appropriate way to deliver care. The Advisory
Council on Social Security suggests that in developing a
comprehensive long term care program, the Secretary of Health and
Human Services be guided by the results of these studies.

Dollar Impact on HI Trust Fund

Unknown.
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CHAPTER IV - BENEFIT STRUCTURE

C. Preventive Services

Background

Preventive services are generally discussed in terms of three levels
of prevention. Primary prevention reduces the likelihood of the
development of a disease or disorder; secondary preventioninterrupts, prevents or minimizes progression of a disease or

irreversible damage from a disease at an early stdge, and comprises
the early detection and treatment of disease before irreversible
damage has occurred; tertiary prevention focuses on the progression
of damage in a disease where such damage has already occurred
irreversibly, with emphasis on measures to alleviate disability and
to slow progression of established diseases or disorders.

In general, Medicare coverage is limited to care that is reasonable
and necessary for the treatment of an illness or injury. With the
exception of a specific statutory authorization to cover
pneumococcal pneumonia immunization, Medicare does not cover primary
preventive services.

Medicare coverage guidelines require that if (secondary or tertiary)
ambulatory preventive services are furnished, they are covered only
if tney are furnished as an integral part of the physician's
personal professional services in the course of treatment of an
illness or injury. Services of providers, other than physicians,
may also be covered only when furnished under a physician's order
and direct supervision. Therefore, preventive services given in
patient education programs are not covered unless they are furnished
by a provider of services (i.e., a hospital, skilled nursing
facility, or an entity providing outpatient treatment) and are part
of covered services that are necessary for the treatment of an
individual's illness or injury.

Information collected over several years from studies by researchers
indicates that a specific group of clinical services can be arranged
in a manner that is both potentially cost-effective and medically
efficacious. Generally, these researchers, such as Breslow and
Sommers and the Canadian Task Force,!/ base their recommendations
on expert opinion rather than specific evidence resulting from
clinical trials. Most third-party payers do not cover these

!/Breslow, Lester and Sommers, Anne, New England Journal of
Medicine (Vol. 296 pp. 601-08, March 1977).
Canadian Task Force on the Periodic Health Examination.
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services because of the lack of convincing scientific studies that
attest to the cost-effectivenass of preventive services. Clinical
preventive services include procedures such ass breast examination,
digital rectal examination, blood pressure screening, history and
physical examination, influenza immunization, and papanicolaou
smear. Medical literature suggests that the frequency of these
procedures ranges from annually to every two years. Some vary by
age category with the over 75 population requiring most procedures
annually.

Discussion

Through public hearings and panel discussions, the Council heard
support for offering preventive services to Medicare beneficiaries.
While the literature and research concerning the cost-effectiveness
of offering such services is inconclusive, it is possible that
offering such services may improve health and mobility in the
elderly population, resulting in a long-term cost savings.

Council members noted that the Health Care Financing
Administration's recently initiated demonstration projects may
provide better guidance in formulating policy for preventive
services.

It was also noted, however, that to identify preventive services as
a separate reimbursable item could potentially cost more since often
these services are rendered as part of a routine office visit (e.g.,
blood pressure check) with no separate, additional charge.

Members generally agreed that there must certainly be services that
could be shown to be cost-effective, but that a comprehensive study
should be undertaken to identify those particular services before
consideration is given to any expansion of Medicare's coverage of
preventive care services.

Recommendation

A substantial majority of the Council approved the following
recommendation:

The Advisory Council on Social Security in general believes that the
elderly can benefit from prevention-oriented programs and screening
procedures. The Council suggests that a comprehensive review of the
Health Care Financing Administration's demonstration projects to
assess the economy and efficacy of expanding Medicare coverage to
include preventive services be undertaken prior to any change in the
law.

Dollar Impact on HI Trust Fund

None.
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CHAPTER IV - BENEFIT STRUCTURE

D. Voluntary Vouchers

Background

There is a growing consensus that supports the restructuring of the
Medicare program to offer options that would introduce a greater
degree of competition in the health care delivery system. Vouchers
are designed to control costs and promote competition by providing
each beneficiary with a predetermined amount of purchasing power for
health care services. Beneficiaries could enroll in federally
qualified health care delivery systems. These systems would receive
a predetermined amount for providing care and would have an
incentive to control costs in an effort to attract beneficiaries.

Under a voucher system a Medicare beneficiary would be provided with
a credit to purchase health care services from a federally qualified
health care delivery system. The voucher's value would be equal to
some percentage of the historical cost of providing services to
beneficiaries with the same actuarially determined characteristics.
(This calculation is referred to as the adjusted average per capita
cost, AAPCC). Setting the voucher value below the AAPCC would
encourage beneficiaries to become cost conscious and, possibly,
result in an immediate savings for the Medicare program.

A federally administered voucher system could require participating
health care delivery systems to offer a minimum benefit package at
least equivalent to regular Medicare coverage to all voucher
recipients. Beneficiaries could change systems, or return to the
current Medicare program, during annual open enrollment periods.
Delivery systems could not refuse to enroll a voucher recipient
because of a preexisting medical condition.

A Medicare voucher system could function like the current Federal
k.mployees Health Benefits system. The Federal government could act
as a conduit for making regular premium payments to health care
delivery systems which provide services to Medicare beneficiaries.
Voucher recipients choosing plans with premiums greater than the
value of the vouchers would have to pay the difference. Recipients
would remain free to purchase supplemental coverage.

Discussion

The Council heard several presentations on the use of a voucher
system as part of the Medicare program. There was general agreement
that a voucher system represents one means for the Medicare program



118

- 60 -

to promote competition in the health care industry. Health care
delivery systems and beneficiaries would be given greater incentives
to use cost-effective services.

The Council did express concern that beneficiaries be provided
adequate assistance in the process of choosing alternative health
care plans. Also the Council made clear its opposition to any
proposal which would make beneficiary participation mandatory. The
Council opposed any proposal which would require beneficiaries to
enroll in a voucher system as a prerequisite for Medicare
reimbursement. This position also included any proposal which would
riot permit beneficiaries the opportunity to discontinue
participation in a voucher system after enrollment for a stipulated
period of time.

The Council was aware that there were many questions regarding the
details of a voucher system which its policy statement does not
address. These questions will best be resolved through the drafting
of legislation and regulations implementing a voucher system.

Recomniendation

A substantial majority of Council members approved the following
policy statement:

The Advisory Council on Social Security recommends that the Medicare
statute be amended to provide Medicare beneficiaries with the option
of purchasing their health care services through a voluntary voucher
system. All beneficiaries should be given the choice of obtaining
the full range of Medicare benefits through either the current
reimbursement system or through means of a voucher.

The Council recommends that, in developing a voluntary voucher
system for reimbursing health care delivery systems, it is essential
that steps be taken to assure that all beneficiaries, whether or not
they choose a voucher, receive the full range of Medicare benefits.
A voluntary voucher should provide beneficiaries with a reasonable
degree of certainty as to their out-of-pocket expenses for Medicare
covered services. Beneficiaries should also have an annual
opportunity to withdraw from the voluntary voucher system and return
to the traditional Medicare program without any penalty. The
Council believes that the Department of Health and Human Services
and the Health Care Financing Administration should actively
administer this program to assure that beneficiaries are adequately
protected.

The Advisory Council on Social Security views a voluntary voucher
system for the Medicare program as an important step in the
development of competition within the health care industry.



119

-61 -

Beneficiaries should have the widest possible choice of alternatives
for receiving health care services. Physicians anid providers should
have an incentive to develop more efficient and cost-effective
health care delivery systems. Competition within this industry cdii
be an important and effective way to control the growth of health
care expenditures. The policies of the Department of Health and
Human Services and the Health Care FinancinIg Administration should
foster the development of competition within the health care
industry.

Impact on Medicare Trust Funds

Initial start-up costs of $50 million.
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CHAPTER IV - BENEFIT STRUCTURE

L. Indexing Supplementa.iry Medical Insurance Deductible

Background

For most services covered under Medicare's Part B Supplementary
Medical Insurance program beneficiaries are responsible for the
payment of an annual deductible, currently $75 ./ Since the
beginning of the program in 1966, the SMI deductible amount has been
specified in the law. Originally, the deductible was $50. In 1973,
it was raised to $60. The most recent increase to $75 occurred in
1982. Specific Congressional action is required to change the
amount of the deductible.

The relatively static SMI deductible differs from the Hospital
Insurance deductible which is adjusted annually to reflect increases
in the costs of hospital care. The fixed annual SMI deductible was
modeled after the traditional indemnity-type health insurance which
covered non-institutional services. The two increases which have
been legislated recognized that rapidly escalating medical costs had
eroded the value of the deductible as a deterrent to unnecessary
utilization.

Discussion

In spite of two prior increases, the SMI deductible has not kept
pace with either medical care cost inflation or the amount of
beneficiary income. The 1982 increase to $75 provided a total
increase of fifty percent since 1966. In contrast, medical care
prices have increased nearly four-fold since 1967. Mean beneficiary
income, which was under $2000 for non-institutionalized elderly in
1966, had more than doubled to $4212 in 1973 when the deductible was
raised by 20 percent. When the deductible was raised to $75 in
1982, the non-institutionalized elderly's mean income had risen to
$9704, nearly four times the average in 1966.

The Advisory Council was aware that proposals have been made to
provide automatic increases in the SMI deductible to reflect changes
in the costs of medical care. Proponents of such proposals cited
the need to adjust the deductible in order to maintain its relative
proportion to costs of covered services and to preserve its
usefulness as a deterrent to unnecessary utilization of services.

There is no deductible on home health services and pneumococcal
vaccine.
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Opponents have noted that beneficiary overall out-of-pocket
liability for covered services has risen considerably more than the
deductible increases due to the widening gap between Medicare's
reasonable charge and the physician's actual charge, which must be
borne by beneficiaries ca unassigned claims. Also, a low SMI
deductible in relation to the inpatient hospital deductible
(currently $304) may encourage greater use of more cost effective
outpatient services.

The Council took the position that increases in the Part B
deductible have not kept pace with the escalation in retirees'
income that has resulted from the indexing of retirement benefits
to the Consumer Price Index (CPI) since 1974. The increasing cost
of medical services under Part B without a commensurate increase in
the deductible has resulted in an increased cost burden on the SMI
trust fund. Since approximately 75 percent of the S14I program
revenues are derived from general reenues, this eventually
translates into increased income taxes for younger workers. In
effect, there is an intergenerational shift in costs from the
retired population to the working population.

Periodic adjustments in the deductible provisions of the Medicare
statute have not kept pace with the growth in beneficiary income
increases resulting from cost of living increases in their
retirement benefit.

The Council discussed indexing the deductible to a medical
component of the CPI since that would more appropriately reflect
the relationship between the deductible and the cost of medical
services. However, concern was expressed that with the
historically higher increase in the medical component as opposed to
the general CPI, beneficiary out-of-pocket cost for the deductible
could eventually substantially exceed increases in their income.
Consequently, indexing the deductible to the general CPI was
endorsed by the Council.

The Council considered the possibility of recommending an increase
in the deductible, effective in 1985, but with the initial
computation reflecting increases that should have been applied had
the Part B deductible been indexed since 1974. After considering
the significant increase in the deductible that would result from
that methodology ($75 to $134), the Council recommended instead
that automatic indexing of the Part B deductible to the CPI should
be implemented as soon as feasible.
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Policy

A substantial majority of the Council members adopted the following
pol icy:

The Advisory Council on Social Security recommends that the
current Supplementary Medical Insurance (Part B) deductible be
indexed to the Consumer Price Index (CPI) to keep pace with
inflation and with increases in beneficiary income. The indexing
should begin as soon as feasible.

Dollar Impact on SMI Trust Fund

If implemented beginning in calendar year 1985, there would be
reduced SMI outlays of $680 million for the period 1985-1989.
(See Appendix H, Table 2.)
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V REIMBURSEMENT

Introduction

Medicare's reimbursement methods were originally designed to follow
rather than influence traditional market forces. As the program has
steadily increased its share of the health care marketplace,
revisions have been made to encourage greater fiscal responsibility
on the part of providers of services.

Originally, Medicare reimbursement for institutional services was
based on the reasonable cost of those services, retroactively
determined on the basis of actual costs incurred. In recent years,
some limits on these costs and limits on cost increases were added.
Beginning in October 1983, Medicare is phasing in a prospective
payment system for hospitals, based on diagnosis-related groups.

Reimbursement for physicians' services and other suppliers of
services is generally based on a reasonable charge which takes into
account customary and prevailing charges in the local area. Since
the mid-1970s increases in physicians' reasonable charges have been
limited by an index reflecting increases in overhead and general
earnings levels.

Recognizing that the Medicare program should become more proactive
to influence charging patterns and encourage cost-effectiveness, the
Council reviewed current reimbursement policies for ways to achieve
these goals.
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CHAPTER V - REIMBURSEMENT

A. Prospective Payment

Background

Costs of the Medicare program are rising at rates far exceeding the
costs of most other goods and services. Since 1979, the cost of
this program has nearly doubled. Both the manner in which services
are provided and the method of reimbursement for those services have
contributed to this escalation of expenditures. Critics point out
that the third party reimbursement system insulates beneficiaries
from the cost of services. Providers and physicians have no
incentive to control either the number or the cost of their services.

There have been a number of statutory attempts to control the growth
of Medicare expenditures. Efforts to control capital expenditures,
utilization and reimbursement in this manner have met with only
limited success. The most recent initiative, a prospective payment
system for hospitals based on diagnosis-related groups (DRG's),
shows some promise of curbing the rate of increase in institutional
care costs.

Under the original Medicare law hospitals and other institutional
providers of services were to be paid on a retrospective cost
reimbursement basis. In effect, hospitals were paid by Medicare for
whatever reasonable costs they incurred in providing care to
Medicare beneficiaries. That approach was justifiable in 1965,
because it followed generally accepted accounting principles. Also
there was little Federal experience with hospital reimbursement.
However, the extraordinary inflation in hospital costs over the past
decade has been attributed, in part, to the traditional Medicare
retrospective cost reimbursement system which provides incentives
for hospitals to increase, not to constrain costs.

While recognizing the need for major structural reform to eliminate
the inflationary spiral in hospital expenditures, Congress also
provided interim changes in reimbursement, P.L. 97-248, The Tax
Equity and Fiscal Responsibility Act of 1982 (TEFRA). TEFRA
extended the scope of the limits on allowable costs paid to
hospitals for the care of Medicare patients. The cost limits apply
to total Medicare inpatient operating costs. In establishing the
limits, each hospital's cost is adjusted using a case-mix index
based on Diagnosis Related groups (DRGs). Previous limits applied
only to routine hospital costs and did not include the cost of
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ancillary services. In addition to the new cost limits, the TEFRA
provisions established target rates which limit the amount by which
a hospital's reimbursement can be increased each year.

The provisions in TEFRA laid the groundwork for the development of a
nationwide prospective payment system. As requested by Congress,
the Department of Health and Human Services developed a prospective
payment proposal and submitted the report on December 28, 1982. The
proposal was cost neutral, that is, the overall expenditures would
be the same as those projected under the TEFRA legislation.
Congress subsequently enacted prospective payment legislation which
included the Department's five basic elements;

1. Hospitals will be paid on a per discharge bo'sis, based on
diagnosis.

2. Hospitals in a geographic area will be paid the same rate for
the same services.

3. Payment rates will cover all operating costs; initially,
capital and medical education will be paid separately. These
items will be "passed through" the cost report, that is, not
subjected to DRG rate limitations.

4. Special provisions will be made for cases with extraordinary
lengths of stay (outliers).

5. The system will cover short-term general hospitals.

The prospective payment system is being phased in over a three year
period beginning October 1, 1983.

Discussion

The Council discussion on the topic of prospective payment brought
to the forefront some important isssues related to the prospective
payment legislation then pending in Congress. The Council
considered, but did not act on, a proposal to go further than merely
supporting the legislation mandating prospective payment for
Medicare to support an "all-payors" system encompassing the entire
health care delivery system. The sensitivity of the Council to the
need to control costs during implementation of a major new payment
system was evident in discussions regarding the possibility of
supporting efforts to dovetail prospective payment with a target
rate of increase and the 223 cost limits!!.

!I/Limits set by Section 223 of Public Law 92-603.

31-294 0 - 84 - 9



126

- 68 -

In early deliberations the Council unanimously adopted a policy
supporting the principle of a Medicare prospective payment system.
The Council elaborated on two important aspects of the prospective
payment system in its final deliberations.

The first concerned limiting increases in payment per admission (the
DRG rate) to a rate equal to or less than the annual increase in the
Hospital Input Price Index (HIPI). The Council discussed the
policy, currently in effect, of increasing DRG rates by the HIPI
plus one percent, and the savings which might accrue from a lower
limit. The one percent add-on is described as allowing for
technological advances. The Council endorsed a policy urging the
Secretary of Health and Human Services to "exert care to limit any
annual rate of growth in the DRG rates that is above the annual rate
of change in the hospital input price index".

A second issue involved the treatment of capital cost under
prospective payment. Present policy allows such costs to be "passed
through", that is, not subjected to DRG rate limitations. In
preliminary discussion Council members expressed concern that
capital be given immediate attention. The consensus supported a
Congressionally mandated 18 month study of capital by the Department
of Health and Human Services. No formal recommendation on capital
was issued by the Council.

Recommendation

The Council unanimously approved the following recommendation:

The Advisory Council on Social Security supports the principle of
providing prospective payment rates under Medicare for inpatient
hospital services. Furthermore, the Council recommends that the
Secretary of Health and Human Services exert care to limit any
annual rate of increase in the DRG rates that is above the annual
rate of change in the hospital input price index.

Dollar Impact on HI Trust Fund

Substantial savings are projected it annual increases in DRG rates
are held to the level of increase in the Hospital Input Price Index
(HIPI). If implemented in 1988, savings from this limitation will
be $34.52 billion through 1995. (See Appendix H, Table 1.)

z ,
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CHAPTER V - REIMBURSEMENT

B. Medical Education Expenses

Background

The Medicare program reimburses hospitals for a share of the costs of
training residents, nurses and other health care personnel.
Medicare's share is based on the proportion of total charges
accounted for by Medicare patients. In this manner, Medicare funds
help support the advanced clinical training of medical school
graduates to prepare them for unsupervised practice in the community.

In its Report to Congress on the Hospital Prospective Paymcnt System,
which was subsequently enacted, the Department of Health and Human
Services recognized that teaching hospitals incur additional costs
over those of community hospitals because of the severity of illness
in patients treated, the more intensive care provided and the greater
consumption of resources. In the Social Security Reform Act of 1983,
the Congress chose to adjust payments to teaching hospitals to
account for these factors based upon the number of residents per bed
as an operational measure of the complexity of care.

In 1980, the Hospital Insurance trust fund spent an estimated $1.4
billion for the direct and indirect cost of medical education
programs. In 1983, these expendit ires are expected to be $1.8
billion, a 28.6 percent increase. With the implementation of
prospective payment for hospitals the cost of medical education
programs will continue to grow. This is due to a provision in the
prospective payment legislation which doubled the allowance providers
receive for indirect educational expenses.

Discussion

Because of its concern about rising Medicare costs, the Council
reviewed current reimbursement policies relating to the education and
training of health professionals. Questions were raised about the
appropriateness of the public policy to make expenditures from the HI
trust fund for these purposes.

Historically, expenditures for the education and training of health
professionals have represented between 4 and 6 percent of annual HI
trust fund expenditures. If Medicare funding for these programs is
withdrawn in 1987. the total program savings through 1995 could
eliminate up to 20 percent of the projected deficit. The exact
amount cannot be predicted because residents provide substantial
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medical service during their training. Removal of the indirect
r necical education costs could be transferred to the level of payment
under DRGs, since they might represent real costs of rendering
.3ervicu to critically ill patients.

Recommendation

A substantial majority of the Council approved the following
recommendation:

In vied of the financial crisis facing the Medicare program and the
expanding supply of physicians and other health care professionals,
the Advisory Council on Social Security believes that there is a
serious question concerning the use of the Medicare Hospital
Insurance trust fund for the training of physicians, nurses, and
other health care professionals. The Council recognizes that the
Medicare program has had a significant impact upon the supply of
health professionals by subsidizing the expenses of training and
medical education for these groups. However, the Council thinks
that the involvement of the Medicare program in underwriting these
costs is inappropriate since the program is designed to pay for
medical services for the elderly, rather than to underwrite the
costs of training and medical education.

The Council recognizes that the extent of public support for medical
education and training health professionals is a complex and
difficult matter to determine and implement. The abrupt
discontinuance of the use of the Medicare Hospital Insurance trust
fund for medical education without an analysis of the impact upon
training institutions and a concomitant search for alternative
public funding sources would be a disservice to the training and
medical education institutions in the country and the training of
prospective health care professionals. The Council believes that a
study on the restructuring of medical education financing should be
undertaken immediately in order to recommend another source for
training support that is now being provided under the Medicare
program. The Council does not intend to suggest that governmental
funding for medical education is inappropriate. This study should
be completed within three years under the direction of the
Department of Health and Human Services.

Dollar Impact on the HI Trust Fund

If Medicare support for medical education expenses is withurawn
beginning in 1987, savings to the HI trust fund would be $40.8
billion through 1995. (See Appendix H, Table 1.)
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CHAPTER V - REIMBURSEMENT

C, Reimbursement for Physicians' Services

Background

Since the beginning of the program, Medicare has determined the
amount of reimbursement for physicians' services on the basis of a
statutorily defined "reasonable charge" formula. Under this
formula, the Medicare-allowed reasonable charge is generally the
lowest of: (1) the physician's actual charge for the service;
(2) the physician's customary charge for the service; or (3) the
prevailing charge for that service in the community. Program
payment is 80 percent of the reasonable charge after the patient has
met a $75 annual deductible.

Medicare contractors maintain profiles of customary charges for each
physician which are updated July 1 of each year to reflect the
physician's actual charges in the preceding calendar year.
Prevailing charges are updated at the same time and are set at the
75th percentile of customary charges in the locality. Since the
mid-1970s, the increase in prevailing charges has been limited to
the lesser of the actual increase or the increase in an "economic
index" reflecting increases in costs of maintaining an office
practice and general earnings in the labor force. When a claim is
filed, a comparison is made of the actual charge, the physician's
customary charge and the prevailing charge, and payment is baseu on
the lowest of these charges.

The Medicare reimbursement mechanism for physicians' and other
services covered under the Supplementary Medical Insurance program
was ciesigned to assure adequate access to care for program
beneficiaries and to provide uniform protection against the costs of
that care. Basing the payment amount on actual established charging
patterns assured that Medicare followed the private marketplace.
This posture avoided the appearance of Federal intrusion into the
practice of medicine which might impede access to care. The 80
percent reimbursement rate provided payment for a uniform proportion
of covered medical expenses in keeping with indemnity insurance
principles although actual expenses varied in accordance with local
charging patterns.

Discussion

In reviewing the operations of the Supplementary Medical Insurance
program, the Council identified several problems with the current
reasonable charge reimbursement system. As structured, the
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system fails to curb excessive inflation in medical costs and, in
fact, contributes to that inflation. By following previously
established charging patterns, the reasonable charge system helps to
perpetuate payment differentials among geographic areas and medical
specialties which cannot be attributed solely to differences in the
economic climate. Payments in urban areas average 23 percent higher
than payment for similar services in rural areas and there are
similar disparities between specialists and general practitioners in
the same area. Other payment imbalances exist between o-called
"technical" and "cognitive" services, with the former, including
high technology, diagnostic, laboratory, radiology and surgery
compensated at higher rates than ambulatory and primary care.
Because it has risen at a slower rate than actual and customary
charges, the economic index assures continuation of these payment
imbalances.

The Council reached a consensus that the concern over access to
care, which led to the current reasonable charge system, is no
longer an overriding concern. The Medicare reimbursement formula
should be altered to promote more actively payment equity and
utilization of cost-effective types of care. Where reimbursement is
to continue on a fee-for-service basis, the Council recognized a
need to achieve at least some payment reforms in the near future.
Most members agreed that fee schedules are a desirable means of
accomplishing this goal.

The Council reached general agreement that fee schedules should be
as uniform as possible, with adjustments made initially and
periodically for differences in cost of living and/or costs of
maintaining a practice. The schedules should be designed with
sufficient specificity to discourage any tendency to fragment
billing. Fee schedules should be particularly effective in
controlling overall costs of physicians' services with regard to
those treatments and procedures in which Medicare beneficiaries are
a significant portion of the total patient load.

Since fee schedules would be a major revision to the current
reimbursement system, the Council reasoned that development and
implementation of the pchedules should take account of the interests
and concerns of all parties, i.e., physicians, patients and payors.
The medical profession should be involved in development of the
schedules. Implementation could be phased in--similar to the
phase-in of hospital DRG payments--in order to prevent serious
disruption to established charging patterns. Once the schedules are
established, a mechanism for adjusting them to meet changing
economic conditions and practice patterns should be developed.
Again the interests and concerns of all parties should be taken
into account.
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Fee schedules could be used to slow the rate of increase in Medicare
payments for physicians' services. However, another Council goal
was to encourage payment equity and cost-effective use of services.
Overall cost control was a longer range goal.

Congress has directed the Secretary of Health and Human Services to
undertake a study of the viability of extending the diagnosis-
related group payment system for reimbursing inpatient hospital
services to include reimbursement for associated physicians'
inpatient services. The Council generally supported the carrying
out of such a study. However, the Council recognized that, if the
DRG extension to physicians was found feasible, it would be a longer
range paymejnt reform which could not be implemented until after the
DRG payment system for hospitals is completely in place and
functioning effectively. Also the Council concluded that, when
feasible, the study should be expanded to include DRG-type payments
for services furnished in hospital outpatient departments.

In expressing the desire to move to fee schedules, the Council did
not wish to be interpreted as opposing the use, development of
and/or experimentation with other alternative forms of
reimbursement. Capitation reimbursement, waiich has proven
cost-effective in HMOs, should continue to be encouraged. Global
fees which cover a package of services rather than individual
procedures might be a desirable refinement of the basic fee schedule
system. Other alternative methods of reimbursement which should be
considered include, but are not limited to: capitation payments to
individual physicians; preferred provider organizations (PPOs); and
individually negotiated fees. The Council concluded that these
alternatives need further stuuy and should be addressed in a
separate forum. The Council urged cooperation among third party
payors and the physician community in developing viable alternative
reimbursement methods.

Recommendation

A substatial majority of Council members approved the following
recommendation:

The Advisory Council on Social Security believes that Medicaee's
statutorily mandated reasonable charge method of reimbursement has
not been effective in controlling expenditures or encouraging
utilization of cost effective services. As a step toward :f'.,rm of
the system, the Council recommends a statutory revision to authorize
reimbursement based on fee schedules, adjusted initially and
periodically for differences in cost oi living and/or maintaining a
practice. The Council urges that development of the schedules be
undertaken with due concern for all interested parties, direct input
from the medical profession, and maintenance of support for
capitation reimbursement.

Dollar Impact on SMI Trust Fund

Potential long range savings--not quantified.
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CtIAPTER V - REIMBURSEMENT

D. Assignment of Benefits for Physicians' Services

Background

Pr.yment for- physicians' services under Meuicare is carried out in
one of two ways. First, the beneficiary may assign his right to be
reimbursed directly by the Medicare program to the physician. If
the physician "accepts assignment" of the benefit, he or she submits
the bill directly to the Mecicare carrier and agrees to accept the
Medicare-determined reasonable charge as full compensation for that
service. In this case, by law, the physician may bill the
beneficiary only for applicableicost-sharing amounts; i.e., $75
:;nual deductible and coinsurance equal to 20 percent of the
reasonable charge. The physician may not bill for the difference
between the billed charge and what Medicare recognizes as
reasonable. Alternatively, the physician may directly bill the
Medicare beneficiary who in turn receives the MeQicare reasonable
charge (minus applicable deductible and coinsurance) from the
carrier. The beneficiary pays the physician and is responsible for
the cost-sharing as well as the entire difference between what
Medicare pays ana what the physician bills.

The major advantage to the physician of accepting assignment is the
assurance of receiving the Medicare payment directly. Although he
or she must still bill and collect the applicable deductible and/or
coinsurance amount from the patient he is effectively guaranteeu the
Medicare payment (assuming the service is a covered service) i.e.,
there i. i~o risk of non-collection of the Medicare portion from the
patient.

Tne principal disadvantage to the physician of accepting assignments
is that the beneficiary may not be charged more than the copayments
applicable to the charge determined reasonable by Medicare.
Additionally, since the reasonable charge amount is not usually
,tnown in advance, the physician must wait for the Medicare payment
before billing the patient. Where the current customary charge
exceeds Medicare's reasonable charge determination the physician may
consider that the loss of the option to collect the additional
charge outweighs the convenience and assurance of direct payment
from Medicare.

For Medicare beneficiaries the principal advantage of securing
medical services from a physician who agrees to accept assignment is
tne increased predictability or the amount of cost sharing for which
they will be responsible. Additionally, the patient is relieved of
the burden of submitting a claim to Medicare for the service.
(Some physicians will agree to process the bill for the beneficiary
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even where they refuse to accept assignment although an additional
charge may be made for such service.)

Currently, physicians and suppliers accept assignment of benefits on
approximately 50 percent of Medicare claims. The rate is not
uniform throughout the country, however, ranging on a statewide
basis from less than 20 percent to over 80 percent. The 50 percent
Medicare assignment rate average may be misleading because this
figure includes services provided to beneficiaries of both Medicare
and Medicaid--usually referred to as "crossover claims"--which are
required to be assigned. When crossover claims dre excluded, thu
actual assignment rate is estimated to be in the 30-35 percent range.

While the assignment rate has remained relatively stable over the
last 8 years, the amount by which Medicare claims have been reduced
has increase. In 1981, on average, each Medicare claim was reduced
by more than 23 percent (i.e. the Medicare allowance was 23 percent
less than the amount billed). Total beneficiary out-of-pocket costs
for physicians' charges in excess of reasonable charges were
approximately $1.4 billion in 1982.1/

Discussion

Early in its deliberations, the Council recognized the controversy
surrounding the current physician assignment system and devoted
considerable review and discussion to the issues. A special hearing
was held at which physician, beneficiary and insurer viewpoints were
airea.

Critics of the current claim-by-clairt assignment system charge that
it fails to provide adequate financial protection for beneficiaries.
Since physicians are free to charge more than Medicare's reasonable
charge whenever they wish, patients may at any time become
responsible for an unknown and potentially large payment above what
Medicare pays. Such uncertainty impedes effective financial
pl;ininy u n ieneficiaries and can lead to excessive worry anA
possible over-insurance with supplemental policies. Overall cost
containment efforts are hampered by allowing physicians to shift
additional costs to beneficiaries.

Physicians generally prefer the claim-by-claim assignment system
over any system which would require the physician to decide fcr a
specified future period whettor or not to accept assignment.
Many view retention of the current system as critical to assuring
beneficiaries' access to physicians' services. Reasons for not
accepting assignment range from inadequacy of reasonable charge

I/Source statistics - Unpublished data from the Health Care
Financing Administration.
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reimbursenerit rates and paperwork burdens to the desire to make
I .a,11cidl. ibsue!; *i private matter between the physician anu patient.

on Lhe other hand, beneficiaries tend to resent suggestions that
-piy3 icians make assignment decisions based on perceived ability to
pay, noting that such decisions amount to a type of means test.
Also, the assignment an-! reasonable charge systems are difficult to
explain and create confusion for beneficiaries. Simplification of
Liusc systems could alleviate much of the uncertainty and permit the
system to function more efficiently for both beneficiaries and
physicians.

The Council r"iscussed six possible recommendations with respect to
the physiciati assignment system:

I. Medicare reimburses only those services furnisheu under
assignmentt.

2. Physicians always or never accept assignment on a
patient-by-patient basis.

3. Physiciatts always or never accept assignment for all
patients.

4. /is a condition of participation in Mecicare, hospitals must
require physicians to accept assignment for Medicare
inpatients before being granted admitting privileges.

5. Establish two sets of physician providers--those who always
accept assignment (under periodic agreements) and those who
may accept assignment on a case-by-case 'basis. Provide
incentives to encourage agreements.

6. Maintain the current system.

Alter extensive review of the options, the Council approved option
3, to require physicians always to accept or never to accept
assignmentt on all patients. Agreement to participate would be on aii
annual basis and a change of election would be made 6 months in
. ivance. The factors persuading the Council to this decision
included: i. the need to make liability more predictable for
beneficiaries; 2) the increasing number of beneficiaries makes them
a larger portion of patients so that physicians would be less prone
to refuse to accept patients; arid 3) t.ie increasing supply of
physicians should encourage competition for all patients, including
Icdicare patients.

Lt~ic kouLciL also decided that incentives for physicians to
participate should be included in the recommendations. Billing
iiceatives such as multiple-list claims, automated or electronic
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billing with t'e program providing some of the necessary equipment
and an electronic funQs transfer (LFT) payment process were
suggested. In addition, the Council recommended annual publication
of a directory of participating physicians, to be available on a
local basis.

The Advisory Council on Social security considered tne possibility
of providing fiscal incentives in the form of higher payments for
services furnished by participating physicians than for serviceb of
nonparticipating physicians. After review of the financial
implications, the Council decided not to recommenu any payment
differentials. The persuading factor was the probability of cost
shifing to patients of nonparticipating physicians.

Recommendation

A substantial majority of the Council approved the following
recommendation:

The Advisory Council on Social Security recommarims a statutory
revision to the current Medicare assignment system. The revision
would establish a physician participation agreement system under
which physicians would annually elect whether they would
"parLicipate", i.e., accept assignment on all services to Medicare
patients. Notice of intent to participate, or to withdraw from
participdtio,, would be made 6 months in advance. Claims for
reimbursement for services furnished by physicians who decided not
to participate would always be unassigned, and program payment would
always be made to the patient who would be responsible for the
physician's entire bill including any amount that exceeds Medicare's
reasonable charge.

The Council recommends the following incentives for physicians to
participate:

o Lotmptition: The Medicare program would publish annuall 1, a
directory of participating physicians. The directory would
be published on a local basis, e.j., city, county oi
Standard Metropolitan Statistical Area (SMSA), as
appropriate.

0 Billing: Participating physicians could take advanmtaye of
streamlined billing and payment procedures. Such
incentives could include provision for multiple-li.t
claims, automated or electronic billing with the program
providing some of the necessary equipment and an electronic
funds transfer (EFT) payment system.
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Dollar Impact on SMI Trust Fund

The Council vieweU the proposed assignment system as cost-neutral
since no revision in amounts payable Qas recommended. However,
HCFA's Office of Financial and Actuarial Analysis believes that some
increase in amount of services delivered will occur as participating
physicians who previously did not accept assignment on all claims
seek to maintain the same level of income from the program. The
actuaries estimate increases in SMI outlays of $30 million in FY
1985 rising to $65 million in FY 1989. (See Appendix 11, Table 2.)
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CHAPTER VI - GENERAL

Introduction

In the course of their deliberations other isslies were brought to
the attention of the Council, by members, by presenters at Council
meetings, or by witnesses at the public hearings. Since some of
these had the potential for influencing future directions of the
programs the members believed they were worthy of discussion. This
chapter addresses four such issues ranging from internal operating
procedures to general health market place trends which might affect-
Medicare.
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CHAPTER VI - GENERAL

A. Medical Technology

Background

The increased growth and use of new technology procedures is often
perceived as the major contributor to the rapid growth in health
care expeiuitures. In fact, the intensity of hospital inpatient
services, a measurement of various factors of which new technology
is only on3 element, accounted for only 20.8 percent o the growth
in hospital expenditures during the period 1970-1981.!!
Frequently, new procedures reduce the total cost of treatment.
They also permit treatment with greater effectiveness and reduce
discomfort for the patient.

The Health Care Financing Administration makes an indepenaerit
decision whether or not to reimburse each new procedure. HCFA
receives an evaluation of each procedure from the National Center
for Health Services Research. The decision whether or not to
reimburse a procedure affects not only the care given to
beneficiaries but, because of Medicare's market power, the entire
health care industry.

Discussion

The Council heard testimony from the Director of the National
Center for Health Services Research concerning their procedure for
evaluating new procedures for HCFA. The Council agreed that the
focus of these inquiries should be on the medical efficacy of new
procedures. HCFA should reimburse technology which improves the
medical care of the elderly and disabled who benefit from the
Medicare program.

The Council agreed that the development of new medical technology
and procedures should be encouraged. The United States has, over
many years, achieved world leadership in technology applied to
medicine. In a time of need for greater competitiveness in
international commerce, health technology provides one area where
United States leadership can be advanced further.

At the same time, the Council believed that greater attention
should be paid to the question of reimbursement amounts. Initial
reimbursement should be set at a level which will permit
developers to recover the cost of their innovation in a reasonable

!/Freeland, Marks, and Carol Ellen Schendler, "tiational Health
Expenditures Growth in the 1980's: An Aging Population, New
Technologies and Increasing Competition", Health Care Financing
Review, March 1983, Vol. 4 No. 5.
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amount of time. However, as a procedure becomes more widely used
and the cost of each individual use declines, Medicare should adjust
its reimbursement rate. Medicare should benefit from all of the
cost savings which are the result of new technology and procedures.

Recomendation

The Council unanimously approved the following recommendation:

The Advisory Council on Social Security believes it should be the
fundamental policy of the Department of Health and Fluman Services to
promote the continuing development of medical technology.

The initial cost of a nw technology is one criterion for
assessment. Lower cost, brought by economies of scale, is another
criterion. Value, however, is a criterion of no less importance.
It must be measured by the benefit that new technology brings to
medicine itself, to international competitiveness for the United
States ahd, most of all, to the healthful lives of the American
people.

Dollar Impact on Medicare Trust Funds

Unknown.
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CHAPTER VI - GENERAL

B. "Advance Directives" or Livij:g Wills"

Background

The high cost of terminal illness is attracting increasing attention
as all facets of health services are being scrutinized in these
times of fiscal constraint. Medicare is extensively involved in
paying for services provided to beneficiaries whose illnesses result
in death. Seventy percent of all persons who died in the United
States in 1978 were Medicare enrollees, and they accounted for 28.2
percent of total program expenditures.

The W-dicare benefit is designed around acute, episodic illness,
leaving gaps in coverage for patients with chronic or terminal
illnesses. The Medicare benefit structure also gives the terminally
ill little flexibility to select the level and type of care that is
appropriate not only to their medical needs, but to their own and
their families' emotional and psychological needs.

In an effort to minimize out-of-pocket financial risk, patients
often use those services for which they have the most adequate
insurance coverage--frequently acute inpatient hospital care--
bypassing less costly alternatives. The result can be a substantial
increase in total Medicare costs.

The high cost of terminal illness and the difficulty of
decision-making during a medical crisis, have stimulated public
interest in "advance directives". An "advance directive" lets
people anticipate that they may be unable to participate in future
decisions about their own health care. It can specify the types of
care a person wants (or does not want) to receive. The directive
may specify a surrogate who could make such decisions if the person
is ever unable to do so.

"Advance directives" are not confined to decisions to forego
life-sustaining treatment but may be drafted for use in any health
care situtation in which people anticipate they will lack capacity
to make decisions for themselves. However, the best known type of
directive, formulated pursuant to a "natural death" act, does deal
with decisions to forego life-sustaining treatment. Beginning with
the passage in 1976 of the California Natural Death Act, 14 States
and the District of Columbia have enacted statutory authorization
for the formulation of advance directives to forego life-sustaining
treatment.
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The President's Commission for the Study of Ethical Problems in
Medicine and Biomedical and Behavorial Research supported the
concept of advance directives.

Concerns about a loss of ability to direct care at the end of life
have led various educational, religious and professional groups to
promulgate documents, usually referred to as "living wills", by
which individuals can indicate their preference not to be given
"heroic" or "extraordinary" treatments. Living wills are one form
of advance directive. Living wills were initially developed as
documents without any binding legal effects. The intent beiiind thu
original "natural death" act was simply to give legal recognition to
living wills drafted according to certain established requirements.

Discussion

The Council discussion of living wills centered on questions of tne
legality of offering such documents to Medicare beneficiaries. Some
felt that it the opportunity to complete a living will was given to
the beneficiary at the time of registration for Medicare, on a
purely voluntary oasis, there would be no legality issue. le
documents themselves would be valid only in States with a "natural
death" act or some similar legislation in effect.

Council members called for a statement which encourages States with
existing legislation to offer a living will to enrolling Medicare
beneficiaries and urging other States to enact legislation
reco(9nizing living wills. A sample copy of a living will appears at
the end of this section.

Recommendation

The Council unanimously approveQ the following recommendation:

The Advisory Council on Social Security supports the concept ot
voluntary advance directives as a means of appropriate
decision-making about life-sustaining treatment for incapacitated
patients. Also, recognizing that this is an inuividual State
determination, the Council encourages a voluntary program in the 14
States where advance directives are legal and encourages the other
36 State legislatures to enact such legislation. In the States
were this is legal the Council suggests that a person be offered a
living will when he/she applies for Medicare.

The Council further suggests that the guidelines employeu for t,,is
voluntary program be those found in the .eport on "Deciding to
Forego Life Sustaining Treatment" by the President's

31-294 0 - 84 - 10
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Commission for the Study of Ethical Problems in Medicine and
Biomedical and Behavorial Research. The Commission also concluded
that choices of patients, their families and health care providers
may legitimately be limited in certain ways on grounds of public
policy, professional judgment and consideration of resource scarcity.

The Council encourages HCFA to undertake a comparative study to
assess what the impacts (financial and other) have been in those 14
States that have living wills compared to those States without them.

Dollar Impact on HI Trust Fund

Unkriown.
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DECLARATION

Declaration made this _day of
(month, year). I, , being of sound
mina, willfully and voluntarily make known my desire that my dying
shall not be artificially prolonged under the circumstances set
forth below, do hereby declare:

If at anytime I should have an incurable injury, disease, or
illness certified to be a terminal condition by two physicians who
have personally examined me, one of whom shall be my attending
physician, and the physicians have determined that my death will
occur whether or not life-sustaining procedures are utilized and
where the application of life-sustaining procedures would serve only
to artificially prolong the dying process, I direct that such
procedures be withheld or withdrawn, and that I be permitted to die
naturally with only the administration of medication or the
performance of any medical procedure deemed necessary to provide me
with comfort care.

In the absence of my ability to give directions regarding the
use of such life-sustaining procedures, it is my intention that this
declaration shall be honored by my family and physician(s) as the
final expression of my legal right to refuse medical or surgical
treatment and accept the consequences from such refusal.

I understand the full import of this declaration and I am
emotionally and mentally competent to make this declaration.

Signed

City, County and State Residence

The declarant has been personally known to me and I believe him
or her to be of sound mind.

Witness

Witness
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CHAPTER VI - GENERAL

C. Management of the Medicare Program

Background

The Health Care Financing Administration has responsibility for
administering the Medicare program. This responsibility includes
assuring that the funds are spent in the most cost efficient manner
possible. Medicare beneficiaries and the American public ia general
have a right to expect that these programs are run without fraud,
abuse or waste.

HCFA's duty in this regard becomes even more important in view of
the projected funding crisis in the Hospital Insurance trust fund.
The Cowicil could not, in good conscience, recommend measures to
raise revenues and reduce program expenditures without emphasizing
the need for management controls.

Discussion

The Council heard presentations from the Office of the Inspector
General of the Department of Health and Human Services and the
President's Private Sector Survey on Cost Control (the Grace
Commission) on ways to strengthen the management of the Medicare
program. Although a few of the suggestions ran counter to positions
taken by the Council, many of their ideas were incorporated in
Council recommendations. The point to be emphasized is that these
groups have worked, and continue to work, to find ways to contain
the cost of the Medicare program and assure that it will carry out
its mission of making quality health care available to the elderly
and disabled in this country. The American people as a whole cannot
be asked to make sacrifices to finance this program unless they are
sure that program managers are striving to achieve this goal.

Recommendation

The Council-unanimously approved the following recommendation:

The Advisory Council on Social Security believes the present effort
should be encouraged to (1) improve the cash management of funds,
(2) improve the operational management of the Medicare program, and
(3) eliminate fraud, abuse and waste. Further, the Council urges
careful review and analysis by HCFA of the recommendations of the
President's Private Sector Survey on Cost Control (Grace Commission)
and of the findings and recommendations of the Offfice of the
Inspector General without its specific endorsement of any
recommendation therein.
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in addition, the Advisory Council takes note that the office o the
present Inspector General has substantially increased the time aid
effort expended to minimize fraud, abuse and waste in the Medicare
program and the Council urges that this increased emphasis continue.

Dollar Impact on Medicare Trust Funds

Unknown.
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CHAPTER VI - GENERAL

D. Income-Related Premiums

Background

Eligibility for Medicare benefits is, generally, a question of each
individual's entitlement status. The criteria do not include an
individual's income or wealth as factors. Medicare, like the
social security Old Age, Survivors and Disability Insurance
programs, is a social insurance not a welfare program. This
feature, that beneficiaries earn the right to benefits, is one of
the cornerstones of the program.

Discussion

In seeking a means for resolving the fiscal crisis in the Hospital
Insurance program, the Council discussed a variety of alternatives
for reducing costs or raising additional rvenues. One alternative
was to determine each person's eligibility for benefits or level of
premium payments based upon his or her financial need.

This approach, generically referred to as "means testing", was
rejected. The Council believes that Medicare should remain an
entitlement program. This program represents a commitment by the
American people to a fundamental social policy to assure that all
members, inc.uding the elderly and disabled, have adequate access
to health care.

Recommendation

The Council unanimously approved the following recommendation:

The Advisory Council on Social Security opposes any type of
financial criteria in determining an individual's eligibility for
Medicare benefits.

None.

Dollar Impact on HI Trust Fund
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CHAPTER VII - ISSUES DESERVING FURTHER STUDY

Introduction

This chapter is devoted to identifying issues which the Council
considered but, for lack of time, was unable to address in any
substantive way. This is not to imply that the chapter reflects the
only topics the Council considers worthy of study. Many ideas were
raised in both meetings and public hearings that undoubtedly deserve
more scrutiny. These are three subjects that generated considerable
discussion and that the members believe should be pursued. If the
Council remained active for a longer period many more issues would
have been included in this chapter. The Council acknowledges the
many thoughtful suggestions submitted from a wide variety of sources.
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CHAPTER VII - ISSUES DESERVING FURTHER STUDY

A. Long Term Proposal for Restructuring Medicare!I/

Public policy should be to expect the elderly to provide for a
larger portion of the growth in their medical expenses rather than
increasing taxes on the less affluent working age population.
However, if the elderly are going to be expected to pay more of
their own medical care costs, they also should be provided the means
by which to increase their savings during their working years to
meet the additional expenses after retirement. The following
proposal, recommended for additional study, is one alternative for
achieving the goal of increased savings to meet subsequent health
care eApenses.

The Proposal

This proposal is designed to allow an orderly process. of
restructuring the Medicare system that will both require and enable
individuals to make provisions to pay for the bulk of their own
medical care bills other than those attributable to catastrophic
expenditures. The system is designed to be phased in over a
t:irty-year period. It is also designed to reduce the anxiety our
senior citizens have about the possibility of being confronted with
medical expenditures beyond their means to pay for them. The system
would involve the following components:

The current Medicare tax for both employers and employees would be
frozen at present levels.

A universal "health credit account" would be established for all
working Americans including their non-working spouses for the
purpose of providing an amount of money for the purchase of basic
expected medical care during a normal retirement period. In
addition, working Americans would be encouraged to set up a tax
deductible health bank IRA which would allow them to set aside funds
in addition to tho government established "health credit account" up
to a specified dollar level each year. The IRS would send a
statement annually to all taxpayers which would specify the value of
their "health credit account". The value will be equal to
accumulated yearly credits which would be specified by Congress,
plus the average government "T" bill rate compounded, in effect, an
implicit interest payment. No actual funds will be set aside. It
will be an ar "-nting entry only. Upon age 59-1/2 or any year
thereafter, the participant would be able to draw upon the balance
of the "health credit account" for the purchase of medical insurance
or actual medical care.

1/ This section was prepared by Council member Richard W. Rahn.
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Those who choose to establish their own IRA health bank account in
addition to the "health credit account" would be able to withdraw
funds at age 59-1/2 for medical insurance or medical care, or
continue to allow them to grow and begin withdrawals any year
thereafter. Individuals would be encouraged to establish IRA
accounts in order to purchase more medical care during retirement
years, with less financial hardship and to offset possible hardships
occurring because of unanticipated extended illness periods.

The current Medicare tax will be used to provide benefits for
current beneficiaries and for those who retire in the next few
years, and over time it will be used increasingly to fund the
"health credit accounts".

Beginning in 1986, deductibles for Medicare payments will be
gradually increased over a thirty-year period, until Medicare pays
for only catastrophic care, which would be defined on an individual
basis, such as costs that exceed "X percent" of after-tax yearly
income. The actual level will depend upon the growth in value of
the "health credit account", and the rise in the cost of medical
care. However, even the catastrophic care would be coupled with
some minimal co-payment, such as 10 percent, to ensure continued
cost sensitivity on the part of the patient and the patient's
family. This should reduce over-utilization of "heroic" medicine
and encourage use of living wills. The cost of the current medical
care program will fall, and the resulting revenue, after the
catastrophic program costs, will be applied to the health credit
funds.

Financial Effect

The "health credit account" will have no immediate financial effect
on federal budget outlays and the deficit. However, over time it
will increase government liabilities and will affect, depending on
the "health credit" account level, actual outlays which would be
funded by the existing HI payroll tax and perhaps additionally by
expenditure reduction or some increase in other taxes.

The health bank IRA tax deduction will cause a reduction in federal
tax revenues, depending upon the amount of the allowable deduction
and the utilization rate. Hence, the deficit will be enlarged, but
at the sane time, private saving will be increased. This increase
in national saving is likely to more than offset the revenue 1,)ss
thus reducing rather than increasing "crowding out".

Provisions could be made to enable holders of health bank IRAs to
make deductions for medical insurance or medical care during a
period of unemployment. Like the existing IRA accounts, holders of
these accounts would be able to withdraw them for other purposes
provided they paid the tax penalty.
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Benefits of the Proposal

1. It would, for the most part, solve bot' the short and long term
financing problems of Medicare.

2. Over the long run, workers would be able to get coverage under
the new system for substantially less than under the current
system. Under current law, the HI tax rate will probably have to
climb over 10 percent. But the new system could avoid this tax
increase. These savings arise primarily because workers under the
new system receive the benefit of the increased production and full
market returns generated by their health bank IRA investments.

3. Further substantial cost reductions should be realized because
the new system allows far wider scope for the operaton of private
market incentives:

(a) It would increase competition in the medical sector by
allowing private insurers and providers to compete for
coverage of retirees. This competitive pressure would likely
lead to the development and adoption of institutions with
better cost controls, such as HMOs. The competition would
increase pressure for development of lower cost medical
procedures.

(b) Workers who choose to pay medical expenses directly out
of funds accrued in their health banks would have a powerful
incentive to conserve medical resources, because they
personally will retain the savings. Such conservation would
also lead to reductions in medical prices and costs because
of reduced unnecessary demand. Workers will also have an
increased financial incentive to maintain good health habits.

4. The new system will also sharply increase workers' control and
choice over their medical coverage. The system would be diverse and
flexible, allowing workers to choose from a myriad of options in the
private marketplace the coverage best suited to each of them
individually. Workers could choose the mix of institutional
coverage and pt.sonal financial responsibility they desire. They
would also have increased freedom to choose their retirement age,
with earlier retirement allowed, and no penalties for later
retirement.

5. The new system would provide essential government aid that
people need -- catastrophic coverage for the elderly to protect
against highly expensive long-term incidents and supplements for
those without sufficient resources to pay for needed medical
services. but the new system would at the same time maximize the
role for the private sector within a framework enabling people to
develop the resources to pay for private sector services.
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6. The new system would a4co reduce the artlcipated growth in
government medical spending ove the long run, with most elderly
medical coverage provided through the private sector, in a much less
expensive fashion.

7. As a side benefit, the reform is likely to increase national
savings substantially, due to the funds stored away in the health
bank IRAs. This will result in increased capital investments, jobs
and economic growth.

In return for these benefits, the costs of the reform seem well
worth it.
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CHAPTER VII - ISSUES DESERVING FURTHER STUDY

B. Alternative Long Term Proposal for Restructuring Medicarel1/

An alternative to the Long Term Proposal for Restructuring Medicarc
would retain some of the basic concepts included in the initial
proposal but the IMA purchased by individuals would provide for
catastrophic coverage, with Medicare continuing to cover basic
health care needs. The current Medicare benefits would be
maintained, but Part A and Part B would be combined with all such
expenses financed, as Part A is at present, by a payroll tax paid
during one's working life. However, the basic cost-sharing under
Medicare would be modified to provide for a flat percent coinsurance
on all medical expenses an individual incurred during a given year
up to a catastrophic cap.

To insure against catastrophic expenses every individual, at age 52
or 55, who would be potentially eligible for Medicare, would be
required to begin paying into an Individual Medical Account (IMA)
which would be maintained by the Government. All contributions to
the IMA would be deductible from gross income for income tax
purposes.

For married couples, the IMA could be a joint account with a
composite rate for married couples where both are employed and an
individual rate for a single family wage earner. The amount to be
contributed could be a specified flat amount or varied according to
i come.

When an individual became eligible for Medicare, the IMA would be
available to cover catastrophic expenses arising from payment of the
coinsurance. Catastrophic expenses would be defined along the lines
outlined in the initial proposal, namely, a cap at 15 to 20 percent
oL one's after-tax income in any given year. The IMA would then be
available to pay medical expenses that exceeded that cap.

By making the catastrophic coverage a function of one's income, the
proposal would automatically reflect income differentials among the
population at large. Once an individual had incurred catastrophic
expenses, i.e. had incurred medical expenses equal to the determined
percentage of their income, he or she would draw on the fund in his
or her IMA to pay for these catastrophic expenses. If an individual
did not incur substantial catastrophic expenses during his/her
retirement years then upon death the contribution remaining in the
account that he or she had made to the IMA, less interest, would

1/ This section was prepared by Thomas R. Burke, the Council's
Executive Director.
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accrue to his/her estate. Any interest that had accrued from his/her
remaining contribution would be transferred to a government
"catastrophic health care bank". This health care bank would fund
the catastrophic expenses of those individuals whose medical care
costs exceeded the amount they had accumulated in their individual
medical accounts. For example, a low income individuals with a
small retirement income may incur catastrophic expenses that
exceeded the value of his or her IMA. To protect skich individuals
once they had drawn down their Individual Medical Account the
government health care bank would fund those expenses in excess of
their IMA.

Under this proposal persons who do not fully exhaust the IMA would
obtain a tax break during their high earning years in return for the
foregone interest in their retirement years. In most instances the
tax credit would exceed the interest income foregone during
retirement years.

This would be an equitable approach. Individuals with very high
income in retirement would have catastrophic expenses paid for from
the IMA only when a higher dollar limit had been reached. Low
income individuals, on the other hand, would be eligible for
catastrophic coverage when a smaller proportion of medical expenses
had been incurred since catastrophic would be defined as expenses in
excess of a designated percentage of one's after 'tax income. As
with the initial proposal, this proposal would have to be phased in
and it would be several years before it would become fully
operational.

Although this approach does introduce the concept of means-testing
in the Medicare program, it is an approach which is riot in anyway
unique and does not depart from the current income tax structure.
It would insure that elderly Americans who have adequate financial
means to pay for a greater portion of their health care expenses
would do so without unreasonable hardship. Those with lesser means
would pay a lesser share of their costs; both would be protected,
through their IMA and the government health bank, against
catastrophic illness costs.

To be successful this would have to be a mandatory program where all
elderly Americans who have attained a designated aged would be
required to contribute to an IMA. In effect they would be required
to invest some portion of their income during their working years to
provide protection against catastrophic health care expenses they
may incur in their retirement years. In a sense, they are
purchasing a health insurance policy, but for which their investment
less interest earned is refundable if not used.

Although this proposal does not alter the responsibility of
Medicare to pay for basic health care needs of the elderly it does
remove from Medicare a significant portion of the costs currently
incurred, mainly catastrophic expenses.
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This proposal is offered as a suggested area for further exploration

for a long term alternative to the current Medicare program.

Benefits of the Alternative Proposal

1. Although under this proposal only catastrophic expenses would be
funded by the IMA and Medicare would continue to cover basic
health care costs, it would still remove a substantial portion
of the current Medicare costs. The flat percentage coinsurance
on all Medicare services would produce these savings. The more
excessive health care expenditures would be shifted from the
Medicare trust fund to the individual IMA and if that was
exhausted to the health care bank.

2. This alternative would continue to instill cost-consciousness on
the part of the health care consumer since the individual would
be liable for a specific percentage of covered medical expenses
he/she incurred until out-of-pocket expenses exceeded the
designated percentage of the total retirement income.

3. The Medicare benefit package could be adjusted in the future
depending on actuarial experience. Should the Medicare trust
fund, which would be supported by FICA taxes paid over one's
working years begin to accumulate a large surplus, the benefit
package could be expanded or the taxes reduced until some
actuarially sound level were reached. In effect, the removal of
liability for catastrophic care costs from Medicare could allow
for broader or additional coverage of needed health care
services.

4. The use of "living wills" would be encouraged since beneficiaries
would realize that if extraordinary measures were taken on their
behalf, the cost of such measures would be paid from their IMA
account resulting in the depletion of the estate eventually
payable to their survivors.

5. Many of the benefits identified with respect to the initial
proposal would also apply under this alternative.
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CHAPTER VII - ISSUES DESERVING FURTHER STUDY

C. Enhancing Assistance to Consumers/Beneficiaries

The Council has not explored in any depth the matter of whether
there should be a stronger role for consumers and beneficiaries in
the Medicare program, and if so, what form or forms that role
should take. However, the Council has heard from a variety of
sources urging that, at the very least, information and assistance
services to consumers and beneficiaries should be strengthened.
In seven of the eight public hearings conducted by the Council,
beneficiaries, organizations representing the elderly, even
physicians and insurance companies, complained about beneficiaries
receiving inadequate information, complicated instructions, and
incomprehensible materials. They held the general but pervasive
view that insufficient efforts are being directed to helping
beneficiaries understand their rights as well as their
responsibilities. In addition, the results of two studies
commissioned by the Council support this perception.

The Council finds these sentiments persuasive; therefore, it urges
the appropriate Federal agencies to strengthen their current
program of services to beneficiaries and consumers, involving
representative outside organizations and individuals wherever
possible. In developing an enhanced program, the following
elements should be considered and incorporated:

1. Devote more attention to the preparation of readable anu
comprehensible information for beneficiaries/consumers.
Language should shun bureaucratic and programmatic
jargon, and should be written with the reader's
perspective in mind.

2. Define and implement a strengthened role for beneficiary/
consumer interaction with the administering agency and
its agents at the local as well as national level.
Consideration should be given to the feasibility of
establishing advisory committees to the Health Care
Financing Administration (HCFA) and the Social Security
Administration (SSA), as well as to the insurance
companies who act as carriers and intermediaries for
HCFA. These advisory committees might function at the
District Office, Regional Office, and headquarters levels
of the Federal agencies.

3. Develop and institute a comprehensive and extensive
program of educating beneficiaries/consumers to features
of the Medicare program. These might include printed
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materials, the use of the broadcast media, seminars and
workshops, and individual and group counseling. The
Council very strongly recommends the use of volunteers to
the fullest extent possible.

4. Clarify and define roles and responsibilities in this
area bet ieen the Health Care Financing Administration,
the Social Security Administration, and the carriers and
intermediaries.

5. Provide ongoing, regular training to staff in SSA
district offices so that they may better respond to
inquiries from beneficiaries regarding Medicare.

6. Undertake an ongoing effort to evaluate the effectiveness
of all aspects of the administering agency's services to
beneficiaries/consumers.

7. Utilize the evaluation results in a continuous effort to
improve those services.
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CHAPTER VII - ISSUES DESERVING FURTHER STUDY

D. Limitations on Payment for Services Furnished
to Employed Aged and Their Spouses

The Advisory Council on Social Security, during its appraisal of
Medicare eligibility provisions, reviewed the question of
coordination of health insurance benefits of beneficiaries who
continue to be employed beyond the age of eligibility under
Medicare. The Tax Equity and Fiscal Responsibility Act of 1982
(TEFRA) provides that effective January 1, 1983 employers of 20 or
more employees must offer, to their Medicare eligible workers, the
option to select as their primary health insurance the group plan
the employer offers to other employees. Where the Medicare eligible
employee elects the employer's group insurance plan the Medicare
program becomes the secondary payor on health claims.

The Council believes that this provision addresses their concern
that whenever an individual continues to work beyond the age of
Medicare entitlement and other insurance is available by reason of

,-.Sthat employment, Medicare should riot serve as the primary payor of
their health insurance claims.

The Council does believes that a more extensive evaluation of the
appropriate coordination of Medicare and employer-offered group
health insurance is necessary with respect to the spouses of
employed Medicare-entitled workers. Currently, when the Medicare-
entitled worker elects the employer's group plan to be the primary
payor and that plan covers his or her dependents, any Medicare-
eligible spouse will also receive primary health benefits from the
group plan rather than Medicare. However, it is noted that this
provision applies only to spouses aged 65 through 69. It would
appear that the provision could apply to Medicare-entitled spouses
of aty age.

Additionally, ttnere are other situations where the worker is not yet
eligible for Medicare but his or her spouse is eligible. Although
the worker's group health insurance covers dependents Meoicare will
be the primary payor for the Medicare-entitled spouse. There may be
circumstances where such spouses should receive their primary hedlth
insurance coverage from the worker's plan with Medicare serving only
as a secondary payor. However, the Council acknowledged that more
information and more extensive evaluation of the impact of such
changes on employer costs, health insurance premium costs for all
workers, employment opportunity for workers with older spouses, etc.
is necessary before any recommendations could be made. The Council
believes that the coordination of benefits for spouses of workers is
an area deserving further consideration.

31-294 0 - 84 - 11
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CHAPTER VIII - OLD AGE, SURVIVORS AND DISABILITY INSURANCE PROGRAMS

The Advisory Council on Social Security was charged with focusing
its attention on the Medicare program as indicated in the opening
chapter of this report. This charge was given because of the
significant complexity of the program and the substantil fiscal
problems projected for the Hospital Insurance (HI) trusi fund.

At the time of this Council's appointment, the National Commission
on Social Security Reform, appointed by the President, was
considering the particular problems of the Social Security cash
benefit programs, i.e., Old Age, Survivors and Disability Insurance
(OASDI) trust funds. The Commission was charged with reviewing the
financial condition of these trust funds, identifying and analyzing
the problems threatening the solvency of these funds, and
recommending appropriate solutions to the Secretary of Health and
Human Services, the President and the Congress. Subsequent to
submission of the Commission's report the Congress passed the Social
Security Amendments of 1983 (P.L. 98-21) which incorporated many of
the Commission's recommendations. (See Attachment I, Sumary of
Recommendations of the National Commission on Social Security
Reform.) The Commission did not address the financing problems of
the Hospital Insurance (111) trust fund.

The Commission made several recommendations which have an impact
on the Medicare program in general and the HI trust fund in
particular. In some instances the Council made recommendations
which corresponded to those of the Commission. Other
recommendations reflected a similar approach to that taken by the
Commission. There were, also, certain issues on which the two
groups disagreed.

Both the Council and the Commission believed that the fundamental
principle underlying both the Social Security monthly benefit
program and the Meaicare Hospital Insurdnce program, entitlement
earned through contributions made during one's working years, should
be retained. The Commission unanimously adopted a recommendation to
this effect (Recommendation #1 of the Commission's final report).
The Advisory Council expressed support for this same position in its
disposition of income-related premiums (see Chapter VI, D).

The Advisory Council concurred with the recommendations made by the
National Commission relating to universal social security coverage:

o that OASDHI coverage be extended to employees
of nonprofit organizations on a mandatory
basis as of January 1, 1984, and

o that State and local governments which cover
their employees under OASDHI not be permitted to
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terminate such coverage if the termination process
is not completed by the enactment date of the new
legislation.

The nonprofit organization proposal applies to small nonprofit
organizations previously not covered and also requires all nonprofit
organizations, including hospitals, that have withdrawn from
coverage to again be covered by OASDHI. The proposal does not
require mandatory OASDHI coverage for State and local government
employees due to constitutional considerations. However, once
States or local governments have voluntarily elected coverage, they
would be prohibited from withdrawing. The Council believes coverage
under OASDHI of all persons in paid employment is a desirable goal
in contributing to the fiscal stability of all three trust funds.

One of the themes underlying findings of both groups was recognition
that any solution to program financing problems must include
provisions for a reasonable increase in the financial responsibility
of individual beneficiaries. The Commission addressed this theme by
recommending that social security beneficiaries whose income exceeds
certain limits pay Federal income tax on a portion of those benefits
(Recommendation #7). The Advisory Council has recommended a
restructure that will improve the current Medicare Part A hospital
insurance benefit but will also require additional cost sharing by
beneficiaries through an annual premium. Additionally, the
Advisory Council believes that a major part of the solution to the
Medicare funding crisis is to bring about a change in the health
care purchasing behavior of all Americans by making them more
responsible for the cost of their health care services. For
this reason, the Council recommended that a cap be placed on tax
exempt employer-paid health insurance premiums (see Chapter I, F).

Public Law 98-21 included a provision for gradually raising the age
of eligibility for social security benefits. The Council believes
that the age of eligibility for Medicare benefits should also be
raised, but over a much shorter time span. The Council believes
that an increased age of eligibility is reasonable in view of
increases in longevity since the implementation of both the Medic-are
and Social Security programs.

Social security benefit payments are designed to assure
beneficiaries equivalent purchasing power throughout their
retirement years. The Commission and Congress retained cost-
of-living adjustments for social security benefit payments. In
light of this fact, the Council believes that it is appropriate to
index the Supplementary Medical Insurance Part B deductible to the
Consumer Price Index (Chapter IV, E). Social security has provided
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a mechanism to assure its beneficiaries do not lose purchasing power
over time. An equivalent mechanism for adjusting the Part B
deductible will insure that increases in the beneficiary's share of
the cost of their health care services will keep pace with increases
in their income.

In Public Law 98-21, Congress adopted a Commission recommendation
authorizing OASDI to borrow from the HI trust fund (Recommendation
#13) and expanded upon that recommendation to authorize borrowing
among all three trust funds. Certain safeguards to assure repayment
and protect the fiscal integrity of each fund were also includc..
Assuming safeguards are maintained, the Council agrees with the
recommendation as modified by Congress (Chapter II, D).

There are several issues on which the Council takes a different
position from that taken by the Commission. Both OASDI and HI are
financed through payroll taxes. The Commission recommended
advancing the date of implementing scheduled OASDI payroll tax
increases (Recommendation #10). However, with respect to the HI
program the Advisory Council has specifically rejected this, or any
other approach, which would raise additional revenue through the
payroll tax mechansism (Chapter II, C).

The Commission recommended that consideration be given to using
general revenues as a "fail-safe" means of assuring the financial
stability of the OASDI Trust Funds (Recommendation #18). Within the
Commission, there was disagreement concerning this recommendation.
In contrast, the Council, by a substantial majority, opposes the
introduction of general revenues into the financing of the HI Trusc
Fund (Chapter II, B). The Council believes that public policies
designed to increase both competition and sensitivity to the cost of
health care services, in conjunction with the established funding
mechanisms, will provide the means for assuring the financial
stability of the HI trust fund.

The Council made two recommendations which have an impact on the
Social Security programs. First, recognizing the anticipated
surplus in the OASDI trust funds during the latter part of the
century, the Council recommends that if there is a need for
additional HI trust fund revenues and if the financial viability of
all trust funds is assured, consideration should be given to
reallocating payroll tax rates between OASDI and HI during the
period 1985-1995 (Chapter II, E).

Second, the Council supports increased consumer awareness and
participation in all facets of the Social Security and Medicare
programs. To encourage participation, the Council urges greater
attention to preparation and dissemination of information to
beneficiaries. Emphasis should be placed on training Social
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Security District Office staff so that they may better educate
beneficiaries. Most importantly, the process of informing alid
educating should be evaluated and improved on an ongoing basis
(Chapter VII, C).

The Council also considered a recommendation by its 1979 predecessor
"that the mandate of future Advisory Councils be limited to the
Social Security cash benefits program and that a separate Advisory
Council be established periodically to review the Medicare and
Medicaid programs"._! The Council discussed this recommendation
briefly and concluded that the current advisory procedure is
adequate for reviewing all of these programs.

1/ Recommendation #10, 1979 Advisory Council on Social Security
Report, p. 193.



162

- 105 -

ATTACHMENT I

SUMMARY OF RECOMMENDATIONS OF TRE NATIONAL COMMISSION
ON SOCIAL SECURITY REFORM

1. Do not alter the fundamental structure of the program or
undermine its fundamental principles.

2. For purposes of considering the short-range status of the
OASDI Trust Funds, $150-200 billion in either additional
income or in decreased outgo, or both, should be provided for
the OASDI Trust Funds in calendar years 1983-89.

3. For purposes of considering the long-range financial status of
the OASDI Trust Funds, its actuarial imbalance of the 75-year
valuation period is an average of 1.80 percent of taxable
payroll.

4 Coverage under the OASDI program should be extended on a
mandatory basis, as of January 1, 1984, to all newly hired
civilian employees of the Federal government as well as
employees of nonprofit organizations.

5. State and local governments which hav elected coverage for
their employees under the OASDI-HI program should not be
permitted to terminate such coverage in the future.

6. Method of computing benefits should be revised for persons who
first become eligible for pensions from non-covered
employment, after 1983, so as to eliminate "windfall" benefits.

7. Beginning with 1984, 50 percent of OASDI benefits 3hould be
considered dS taxable income for income-tax purposes for
persons with Adjusted Gross Income (before including therein
any OASDI benefits) of $20,000 if single and $25,000 if
married, such proceeds to be credited to the OASDI Trust Funds
under a permanent appropriation.

8. The automatic cost-of-living adjustments of OASDI benefits
should, beginning in 1983, be made applicable to the December
benefit checks rather than being first applicable to the June
payments. Also, that the amount of the disregard of OASDI
benefits for purposes of determining Supplemental Security
Income payment levels should be increased from $20 a month to
$50.
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9. The following changes in benefit provisions which affect
mainly women should be made:

- while present law permits continuation of benefits for
surviving spouses who remarry after age 60, also
applicable to disabled surviving spouses age 50-59;
disabled divorced surviving spouses aged 50-59 and
divorced surviving spouses aged 60 and over.

- spouse benefits for divorced spouses would be payable
at aye 62 or over.

- deferred surviving-spouse benefits would continue to be
indexed as under present law, except that it would be
based on the increases in wages after the 6eata of the
worker.

- benefit rate for disabled widows and widowers aged
50-59 at disablement would be the same as that for non-.
disabled widows and widowers first clainin benefits at
age 60.

10. The OASI tax schedule should be revised so that the 1985 rate
would be moved to 1984, the 1985-87 rates would remain as
scheduled under present law, part of the 1990 rate would be
moved to 1988, and the rate for 1990 and after would remain
unchanged. The HI tax rate for all years would remain
unchanged.

11. The OASDI tax rates for self-employed persons should,
beginning in 1984, be equal to the combined employer-employee
rates. One-half of the OASDI taxes paid by self-employed
persons should then be considered as a business expense for
income-tax purposes (buL not for purposes of determining the
OASDI-HI tax).

12. The proposed OASDI tax rates should be allocated btween the
OASI and DI Trust Funds in a manner different from present
law, in order that both funds will have about the same funu
ratios.

13. Authority for interfund borrowing by OASDI Trust Futas from
the HI Trust Fund should be authorized for 1983-87.

14. A lump-sum payment should be maue to the OASDI Trust Funds
from the General Fund of the Treasury for the following items:

- the preqent value of the estimated additional benefits
arising from the gratuitious military service vage
credits for service before 1957
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- the amount of the combined employer-employee OASDI
taxes on the gratuitous military service wage credits
for service after 1956 and before 1983

- the amount of uncashed OASDI checks issued in the
past estimated at about $300-400 million

15. Beginning with 1988, if the fund ratio of the combined OASDI
Trust Funds as of the beginning of a year is less than 20.0
percent, the automatic cost-of-living adjustment of OASDI
benefits should be based on the lower of the CPl increase or
the increase in wages. If the fund ratio is 32.0 percent or
more at the beginning of a year, payments will be made during
the following year as supplements to monthly benefits
owthrwise payable to make up to individuals for any use of
wage increases instead of CPI increases in the past, but only
to the extent that sufficient funds are available over those
needed to maintain a fund ratio of 32.0 percent.

16. The Delayed-Retirement Credit should be increased from the
present 3 percent (for persons who attained age 65 after 1981)
to 8 percent, to be phased in over the period 1990-2010.

17. In the case cf salary-reduction plans qualifying under Section
401(k) of the Internal Revenue Code, any salary reduction
thereunder shall not be treated as a reduction in wages
subject to OASDI-HI taxes.

18. In addition to the stabilizing mechanism of Recommendation
#15, a fail-safe mechanism is necessary so
that benefits could continue to be paid on time despite
unexpectedly adverse conditions which occur with little
advance notice.

19. The investment procedures of the OASI, DI, HI and SMI Trust
Funds should be revised'so that, among other things, all
future special issues would be invested on a month-to-month
basis.

20. Two public members should be added to the Board of Trustees of
the OASDI Trust Funds to be nominated by the President and
confirmed by the Senate. No more than one public member could
be from any particular political party.

21. The operations of the OASI, DI, HI and SMI Trust Funds should
be removed from the unified budget.

22. It would be logical to have the Social Security Administrtion
be a separate independent agency and a study should be made as
to the feasibility of this recommendation.
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SUPPLEMENTARY STATEMENTS
BY

INDIVIDUAL MEMBERS

Several members of the Council expressed a desire to submit
supplemental information or opposing statements regarding the
Council recommendations. These supplementary statements appear in
this section.
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PROPOSAL FOR RE-EVALUATION OF WAGE-INDEXED

AND PRICE INDEXED BENEFIT FORMULAS

Submitted by: David Christopher, James D. McKevitt
and Richard W. Rahn

A long term solution for the financial difficulties of social
security and Medicare requires that we re-examine the purposes of
these programs. The retirement system, OASDI, is promising dramatic
increases in real, inflation-adjusted benefits to future retirees.
In 1981 dollars, an average couple retiring in 1990 can expect to
receive roughly $9,000 to $10,000 in annual benefits, cepending on
economic assumptions (1981 Trustee's Report alternatives II-B and
1I-A, respectively). For a couple retiring in 2050, benefits are
scheduled to double or tripple to roughly $19,000 to $30,000; for a
high wage couple, real benefits will rise from roughly $12,000 to
$13,000 in 1990 to $30,000 to $47,000 in 2050.

This promised level of support will carry social security beyond its
original purpose of being a basic income floor. OASI may threaten
the traditional roles played by private savings and pension plans.
OASI takes will rise sharply, reducing employment and living
standards of future workers, and pre-empting revenues which will be
needed to finance the Hospital Insurance program, unless the latter
is scaled back sharply.

The rapid escalation of real benefits is the result of formulas
contained in the 1977 Social Security Amendments. These benefit
formulas determine the first benefit received by a worker upon
retirement, based on a worker's earnings history and certain
replacement factors, which are higher for low-wage than high-wage
workers. These formulas and the worker's earnings history are
indexed over time by the growth of wages, rather than the growth of
prices, as a sort of adjustment for inflation. Since wages grow
more rapidly than prices over time, benefits grow sharply in real
terms as real wages rise. This is the source of the unaffordable
doubling or tripling of projected real benefits.

In 1975, the Senate Finance and House Ways and Means Committees
commissioned a panel, headed by Professor William Haiao of Harvard,
to study the proper design of the formulas and indexes in the
benefit structure. The panel produced an important report*, in

*Report of the Consultant Panel on Social Security to the

Congressional Research Service, Prepared for the Use of the
Committee on Finance of the U.S. Senate and the Committee on Ways
and Means of the U.S. House of Representatives, U.S. Government
Printing Office, August 1976.
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which it recommended the use of price indexes, rather than wage
indexes, for adjusting initial benefit levels for future retirees.
Under price indexing, real benefits would rise to roughly $12,500 to
$17,000 for an average couple and $21,000 to $31,000 for a high wage
couple over time, less than doubling, rather than doubling or
tripling as in current law.

It is disquieting to think of what the budget impact would have been
if the retirement and disability programs had been paying out in
1983 at the same percent of payroll they are projected to reach
after the baby boom retires. Instead of 11.5 percent of payroll,
they would have paid out 15.4 percent (the 2055 cost rate). Instead
of yearly outgo of about $170 billion in 1983, OASDI would have
spent $228 billion, or $58 billion more.

For the combined OASDHI system, the figures are even worse. Instead
of the current 14.19 percent of payroll, the system would have paid
out 24.77 percent. Instead of yearly outgo of about $211 billion in
1983, OASDHI would have spent $368 billion or $157 million more.

Despite the recent Social Security Amendments both OASDI and HI
continue to be out of balance over the long run. The apparent
balance of OASDI over a 75 year average is misleading; OASDI begins
to run substantial permanent deficits soon after the turn of the
century, which will eventually exhaust the trust funds. At the same
time, il will face rising deficits.

The entire social security system, OASDI and HI, should be revamped
in order to prevent undesirable economic consequence. The economy
cannot sustain an increase in the payroll tax to the 24 to 25
percent of payroll levels (or higher under what some consider more
realistic demographic assumptions) implicit in the OASDI program as
currently constituted. Slowing the growth in real cash benefits
(namely, OASDI), would free-up tax revenues to help finance Medicare
while still providing a generous basic pension. For example,
price-indexing could produce savings of 4 to 6 percent of taxable
payroll on OASDI that could be used to reduce the HI deficit.

We believe that Congress needs to re-convene the Consultant Panel
which investigated the Social Security benefit formulas and receive
from them an updated report on the relative costs of wage and
price-indexed benefit formulas, and of alternative formulas with
various replacement factors. The report should provide information
on the real dollar value per retiree or retired couple of the
various formulas considered, not merely the percent of income
"replaced" by each formula.

We believe that a slower rate of growth of real retirement benefits
over time is inevitable. It can be done gradually, with years of
warning to those who will retire in the future to enable them to
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increase their savings if they desire, or it can be done abruptly, a
year or two before each succeeding crisis. Two things are clear:
one, the public has been ill-served by the quick fixes and half
measures embodied in Social Security and Medicare legislation from
1977 to 1983; and two, the problem has not been solved and will not
go away by itself.
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The Additional Views of Stanford Arnold And Alvin Heaps

We would like to take this opportunity to comment on the
recommendations issued by the Social Security Advisory Council and,
for the record, restate our views on whether the members of the
Council truly represented the individuals who are the most directly
affected by the looming financial crisis in the Medicare system,
namely the 26 million elderly and the 3 million disabled Medicare
beneficiaries.

We have had reservations about the composition of the Council from
the beginning when it became evident that beneficiary groups were
denied official representation. We cannot be sure that the
recommendations of the Advisory Council on Social Security would
have been different had representatives of the elderly ard disabled
Medicare beneficiaries been members of the Council. But we do know
that the concerns of these citizens would have been of far greater
significance throughout all of the Council's deliberations.

Beneficiary groups had a single opportunity to present testimony to
the Council expressing their concerns about the adequacy of Medicare
benefits and their thoughts on how to reduce program expenditures to
avoid bankruptcy in the system. It would have been extremely
helpful, however, had the input of Medicare beneficiaries gone
Beyond public hearings and throughout the last year been an integral
part of the give and take of the Council members.

In addition to our thoughts on the composition of the Advisory
Council on Social Security, we have a number of concerns about its
final report. Principally, we believe that the recommendations
contained therein, if implemented, will do nothing to stem the
rising tide of health care inflation, ihich is the major cause of
the threatened insolvency of the Medicare program. The proposals
supported by the majority of Council members hold harmless the
primary decision makers in the health care system, namely doctors
and hospitals, while squarely placing the financial burden of
corrective action on those who are the least responsible for rising
costs and the least able to withstand increases in out-of-
pocket payments, elderly and disabled Medicare beneficiaries.

The following statement briefly outlines our thoughts on some of the
key provisions of the Advisory Council report. It includes our
recommendations for more equitable and cost-effective alternatives,
which we hope Congress and the Executive branch will consider in
developing prpoosals for placing Medicare on a financially stable
basis and preserving the health and financial security of
beneficiaries.

We agree that the Medicare trust fund is facing a crisis which may
be more severe and also quite different than that which was
experienced by the Old Age, Survivors and Disability Funds (OASDI).
We also agree that the changes Congress made in Social Security last
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spring will keep the OASDI funds solvent until well into the next
century. Therefore, we joined with the majority of Council members
in recommending that borrowing ought to be permitted among the funds
as long as minimum reserve requirements are met and provisions are
established for repaying such loans.

We support the majority's recommendation that priority lie given to
studying the question of including cost-effective preventive care
and long-term care in the Medicare benefit package.

We agree that medical education should not be financed out of the
Medicare trust fund and that funds for teaching and training medical
students should come out of a separate, Federal categorical program.

We support the recommendation that physicians be given incentives to
accept assignment. We would have preferred that the majority had
taken the additional step necessary to require that all physicians
participating in Medicare accept assignment. In addition, at the
very least, we believe payment to physicians should be included in
the Medicare DRG prospective reimbursement system. However, we
believe the best way to bring the rapid increases in physician fees
under control is through a comprehensive, across-the-uoard all
payors cost containment system covering physicians' fees as well as
hospital care.

We supported the majority's recommendation that once the DRG system
is fully implemented for hospitals participating in Hedicare, the
Secretary consider limiting the annual rate of growth in DRG
payments to increases in the hospital market basket. However, we
repeat that the only way to achieve real cost containment in
Medicare and throughout the entire health care system is for
Congress to immediately enact legislation creating a cost
containment system for all payors and all providers.

We also agree that whatever steps can be taken to improve the
management of the Medicare program ought to be expeditiously put in
place, although it should be noted that administrative costs for the
Medicare program have been consistently at levels for below the
industry average for private health insurance programs.

As a final note, we fully support the majority's recommendations
that eligibility for Medicare benefits not be contingent on income.
We believe any change in this longstanding policy would violate the
very essence of the Medicare program and for beneficiaries would act
as a cruel and unnecessary barrier to timely and appropriate
treatment. Moreover, we recommend that income not be used to
determine cost-sharing levels.
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We would like to commend the hard work of Dr. Bowen and our
colleagues on the Social Security Advisory Council and their
dedication to developing a solution to the Medicare funding crisis.
We would also like to acknowledge the work of the Executive
Director, Tom Burke, and his competent and dedicate,] stdff. By
expressing our minority views on the Council's recommendations we do
not in any way intend to undermine their efforts. We do, however,
believe it is necessary to explain our dissent on a number of key
Council votes.

First, we did not support the view held by the majority of Council
members that general revenues ought not to be used to fund the
Medicare program. The so-called "Medicare problem" exists in large
measure because of the Federal government's unwillingness to take
the steps necessary to pass a comprehensive cost containment program
to control rising health care costs. We are proposing four
recommendations to limit total health care spending, which will be
described later in this paper. However, if our recommendations are
not implemented in time to save the $200 billion plus necessary to
prevent bankruptcy of Medicare, general revenue contributions should
be used to preserve the program and protect its beneficiaries. Our
position on general revenue financing is consitent with the recom-
mendations of previous Social Security Advisory Councils. The
alternative, which we believe is politically unacceptable, would be
to drastically cut benefits and/or reduce eligibility.

Second, we opposed placing limits on tax free employer contributions
to health insurance to fund the deficit in the Medicare program.
Under the majority's proposal, any contribution over this amount
would be taxable as income to employees. Proponent of this plan,
including the Administration, have claimed that the employee health
tax proposal is designed to make workers more "cost conscious." In
reality it would result in drastic reductions in coverage for
preventive care, outpatient diagnostic services, and other benefits
which save money. It would leave intact coverage for hospital and
surgical benefits which have been the chief source of health-cost
inflation and costly overutilization, over which patients have
little control. The health tax proposal would also penalize older
workers, workers living in high cost areas and those who select
more comprehensive benefits plans, such as health maintenance
organizations (HMOs). It would be an unprecedented intrusion into
the collective bargaining process and would turn back the clock on
decades of progress workers have made in winning comprehensive
health care protection, while increasing taxes for a single group:
workers with high health care costs. In short, we view this
proposal as simply robbing Peter to pay Paul. No real reform will
be possible in the Medicare system until the real decision makers,
namely providers and suppliers ot services, have incentives to
control costs.
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Third, we opposed increasing taxes on alcohol and tobacco to
increase revenue for Medicare. These are regressive taxes which
would disproportionately impact the low-income population and
unfairly single out particular industries. We believe that such a
proposal cannot be viewed from the standpoint of Medicare alone and
that there are a number of negative economic and social effects of
such a decision to which the Council has not given sufficient
consideration.

Fourth, we reject the idea of automatically increasing the Medicare
Part B deductible at a rate which corresponds to the annual increase
in the Consumer Price Index (CPI). We also opposed levying a
surcharge of $41 per year on beneficiaries to help finance the
deficit in the Part A trust fund. Both proposals would shift to the
elderly and disabled a larger share of the burden of rising Meaicare
costs, without doing anything to change the behavior of the true
health care decision makers.

Fifth, we voted against the proposal to restructure the financing of
Part A benefits. As o! January 1, 1984, Medicare beneficiaries will
pay a deductible of $35Y every time they enter the hospital. They
pay no other charges from the second to the sixtieth day, after
which they begin meeting certain coinsurance requirements. In
addition, beneficiaries are entitled to 100 days of skilled nursing
care per year and are required to pay coinsurance of 12.5 percent
per day for the 21st through the 100th day. The majority's proposal
would entitle beneficiaries to an unlimited number of hospital
days. In exchange, however, they would be required to pay
out-of-pocket a daily coinsurance rate of 3 percent of the
deductible for each day except the first. We recognize that under
the majority's proposal senior citizens and the disabled will have
the option of being relieved of any new cost-sharing requirement for
inpatient services and the present cost-sharing requirement for
skilled nursing care, if they agreed to purchase Part B coverage at
a cost over and above their present Part B contribution. We favor
including under Medicare coverage for catastrophic expenditures but
we oppose requiring the beneficiaries to bear the brunt of this
cost. We also oppose the all-or-nothing arrangement which has been
endorsed by the Council where, if beneficiaries cannot afford to
increase their Part B payment, they will be forced to pay more
out-of-pocket for hospital care and will lose their eligibility for
Part B medical care services.

Sixth, we also voted against raising the age of eligibility for
Medicare from 65 to 67, beginning in 1985. The majority's proposal
is inconsistent with the recently enacted Social Security
amendments, which gradually begin raising the age of eligibility for
Social Security benefits after the year 2000. In addition, we
believe that there is little evidence to judge the impact of such an
immediate change in eligibility. Only a relatively few individuals
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over age 65 will be employed in jobs with good health insurance
coverage. The rest will be unable to afford to purchase health
care coverage on their own. This was amply demonstrated before
Medicare was enacted. Indeed, it was the inability of the elderly
to obtain affordable health insurance that led to the enactment of
Medicare. We do not believe the simple fact that more people arc
living longer provides adequate justification for such a change. A
number of individuals approaching retirement aye hve spent years
in the workforce doing very strenuous manual labor which frequently
leads to debilitating conditions. When they retire at age 65, they
are very much in need of Medicare protection.

Seventh, we voted against the voluntary voucher proposal. We are
concerned that with the voucher plan elderly and disabled citizens
would have to do a great deal ot shopping and comparing of plins to
determine which insurance policy is right for them. We do not
believe beneficiaries would have access to enough information to
make such a choice. Furthermore, private insurers have stated
publicly that the Meuicare benefit package would be almost
impossible to duplicate. Insurers would undoubtedly focus their
marketing efforts on healthier beneficiaries leaving Medicare with
the highest costs and the worst risks, potentially increasing
program costs.

To summarize, we believe the reconmendations frown tie majority oi
the members of the Social Security Advisory Council are designed to
spread to Medicare beneficiaries the financial risk of rising
program expenditures. Instead, what is urgently needed is
acrobs-the-board payment reform which we believe is absolutely
necessary to control the costs and perserve the system.

we are proposing, therefore, that Congress consider the following
four point alternative program to reduce rising Medicare costs
without reducing benefits or beneficiaries.

1. Enact immediately a comprehensive, across-the-board cost
containment system for all payors, public anu private.

2. Include in the cost containment program a mechanism for
limiting physicians' fees.

3. Include in the cost containment program mechanisms to
prevent providers from increasing admissio;i a.ad to linit
the rate of growth in capital expenditures.

'4. Add to the Nedicare program a number of initiatives tdL

have been developed in the private sector by labor and
management to control toe rate of increase in costs without
reducing benefits.

31-294 0 - 84 - 12
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We also urge the Department of lealtih and Human Services (HHS) to
release regulations governiing the implementation of tite provisiorit,
of the Tax Equity and Fiscal Responsioility Act (TEFRA), which
allow Medicare beneficiaries to join HMOs with appropriate
reimbursement to the HMO.

It is our uzncerstanuing that shortly after congress returns in
January, Senator Edward M. Kennedy and Congressman Richard Gephardt
intend to introduce legislation which would fulfill tne first
three oojectives of our four point plan.

The legislation is based on the premise that Medicare's financial
problems cannot be solved simply by reducing Federal outlays. The
only permanent solution to this catastrophic problem is to provide
strong incentives for providers of care to behave in a more
cost-efficient matner. The centerpiece of the Kerinaey-Gepaardt
bill will be an all payors cost containment program to control the
rate of increase in hospital costs and physician fees. It limits
reimbursement to providers from all payors, public and private, and
itroziqly encourages States to establish their own cost containment
plans within Federal goudelines. Wages and benefits on
non-supervisory personnel would be protected and special assistance
is given to financially threatened inner city and public hospitals
which disproprotionately serve the poor and the elderly.

The legislation would impose immediate Federal controls on the rate
of growth in tiospital costs and physician fees. There would be
adjustments for necessary changes in the number and types of
ddmissions; renovation or expansion, which has the prior ap.provl
of the State planning agency; and higher costs incurred by a
hospital providing a disproportionate percentage of its services t,
low-income patients in comparison with facilities of similar size
ana location.

Federal controls on revenues would stabilize the rate of increase
in hospital costs until states could develop their own cost
contdinment plans. States with cost containment programs already
approved by the Department of HHS would be exempt from the Federal
rquirements. The legislation would also estaulish Federal limits
on the rate of growth in payments by all payors to physicians. To
have an approved cost containment plaii, States would have to set up

a system to negotiate reimbursement with physicians and other
providers. This requirement is consistent with a recommendation by
the Grace Commission that the current method of reimbursing
physicians ought to be dropped and a "fixed iee prospective system"
ought to be established for providers participating in Medicare.

ie Kennedy-Gephardt proposal would also end the. Medicare pass -
through for capital expenditures and, as part of the now payment
system, control the rate of growth in such spending. There would

- I
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also be strong financial penalties for hospitals w~:ich
unnecessarily increased admissions to hold down any unexpected
increase in hospital utilization.

Doctors participating in Medicare who provide services to
inpatients will be paid through the hospital or the medical staff,
based on a predetermined amount for services rendered in connection
with each DRG. Reimbursement for physicians treating non-
institutional Medicare patients will be phased in gradually.
Reimbursement controls over private physicians will also be phased
in.

The Kennedy-Gephardt program has been costed-out by actuaries who
have estimated that, if the legislation is passed in FY 1985 and
assuming no increase in payroll taxes, there will be a surplus in
the Medicare trust fund until 2005. Comparison of these estimates
demonstrate how Medicare costs can be effectively controlled. It
is clear that the time for Congress to act is now.

We would also like to recommend that Congress consider improving
the efficiency and quality of care associated with the Medicare
prograin by adopting some of the changes which have been implemented
by labor and management in collective bargaining to reduce rising
health care costs without reducing benefits.

The following is a list of only a few such procedures and estimates
of how much they can reduce insurance premiums:

Proposal Potential Reduction in Health
Insurance Premium Cost

Preadmission testing .......................... 0.8 percent
Ambulatory surgery ............................ 1.9 percent
Precertification of hospital care .............. 1.0 percent
Second opinions ................................ 0.7 percent
Concurrent review ............................. 4.1 percent
Retrospective review .......................... 1.5 percent
Fee negotiation ............................... 3.4 percent
Hospice care .................................. 1.1 percent
Coordination of benefits ........................ 7.3 percent
Alternative delivery systems .................... 8.5 percent

Total 30.3 percent

Taken together these initiatives can reduce health insurance
premiums by 30 percent and play a major role in restraining the
rate of increase in health care costs. We do not have estimates to
determine how mucn these initiatives could reduce Medicare program
cost but, based on the expenditures in the private sector, we are
confident these programs could reduce the rate of increase in
Medicare costs and significantly improve the quality of care.
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It his been known for some time that HMOs provide incentives for
participating physicians to reduce unnecessary inpatient and
outpatient provider utilization. Organized labor has strongly
encouraged its members to join group practice plans and other
cost-effective delivery systems. Last fall Congress passed
legislation paving the way for large numbers of Medicare
beneficiaries to join HMOs. Unfortunately, the Department of
Health and Human Services (HHS) has yet to finalize th* regulations
which would implement this law. We urge members of Congress use
their influence to assure that HiIS implements this law so that
Medicare beneficiaries will have the opportunity to enter
cost-effective delivery systems.

We believe our recommendations offer members of Congress and the
Executive branch a practical and equitable approach for improving
the efficiency of the Medicare program and substantially reducing
program expenditures without harming beneficiaries. Unlike the
majority recommendations, our proposals provide strong financial
incentives for the providers and suppliers of health care services
to reduce unnecessary costs. In sharp contrast-wit-4-the majority's
recommendations, our proposals do not increase the already heavy
financial burden on elderly and disabled Medicare beneficiaries,
many who have been the chief victims of health care inflation.

We hope our proposals will be fully considered by the Congress and
we will be pleased to make ourselves available to provide whatever
assistance we can to assure that our country maintains a healthy
and viable Medicare program.
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Sec. 706(a) 276

Advisory Council on Social Security
I Sec. 706. (a) During 1969 (but not before February 1, 1969) and
every fourth year thereafter (but not before February I of such fourth
year), the Secretary shall appoint an Advisory Council on Social
Security for the purpose of reviewing the status of the Federal Old-
Age and Survivors Insurance Trust Fund, the Federal Disability
Insurance Trust Fund, the Federal Hospital Insurance Trust Fund,
and the Federal Supplementary Medical Insurance Trust Fund in
relation to the long-term commitments of the old-age, survivors, and
disability insurance program and the programs under parts A and B
of title XVIII, and of reviewing the scope of coverage and the ade-
quacy of benefits under, and all other aspects of, thes.c programs, in-
cluding their impact on the public assistance programs under this Act.

(b) Each such Council shall consist of a Chairman and 12 other
persons, appointed by the Secretary without regard to the provisions
of title 5, United States Code, governing appointments in the competi-
tive service. The appointed members shall, to the extent possible, rep-
resent organizations of employers and employees in equal numbers
and represent self-employed persons and the public.

(c) (1) Any Council appointed hereunder is authorized to engage
such technical assistance, including actuarial services, as may.be re-
quired to carry out its functions, and the Secretary shall, in addition,
make available to such Council such secretarial, clerical, and other
assistance and such actuarial and other pertinent data prepared by the
Department of Health, Education, and Welfare as it may require to
carry out such functions.

(2) Appointed members of any such Council, while serving on
business of the Council (inclusive of travel time) shall receive com-
pensation at rates fixed by the Secretary, but not exceeding $100 per
day and, while so serving away from their homes or regular places of
business, they may be allowed travel expenses, including per diem in
lieu of subsistence, as authorized by section 5703 of title 5, United
States Code, for persons in the Government employed intermittently.

(d) Each such Council shall su-mit reports (including any in-
terim reports such Council may have issued) of its findings and rec-
ommendations to the Secretary not later than January I of the second
year after the year in which it is appointed, and such reports and
recommendations shall thereupon be transmitted to the Congress and
to the Board of Trustees of each of the Trust Funds. The reports re-
quired by this subsection shall include--

(1) a separate report with respect to the old-age, survivors,
."d disability insurance program under title II and of the taxes
imposed under sections 1401(a), 3101(a), and 3111(a) of the
Internal Revenue Code of 1954,
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Revised April 1978 277 Sec. 707(d)

(2) a separate report with respect to the hospital insurance
program under part A of title XVIII and of the taxes imposed by
sectioras 1401(b), 3101(b), and 3111(b) of the Internal Revenue
Code of 1954, and

(3) a separate report with respect to the supplementary medical
insurance program established by part B of title XVIII and of
the financizig thereof.

After the date of the transmittal to the Congress of the reports required
by this subsection, the Council shall cease to exist.'

Grants for Expansion and Development of Undergraduate and
Graduate Programs

Sec. 707. (a) There is authorized to be appropriated $5,000,000
for the fiscal year ending June 30, 1969, and $5,000,000 for each of
the three succeeding fiscal years, for grants by the Secretary to public
or nonprofit private colleges and universities and to accredited grad-
uate schools of social woric or an association of such schools to meet
part of the costs of development, expansion, or improvement of (re-
spectively) undi:mgraduate programs in social work and programs
for the graduate training of professional social work personnel, in-
cluding the costs of compensation of additional faculty and admin-
istrative personnel and minor improvements of existing facilities. Not
less than onelhalf of the sums appropriated for any fiscal year under
the authority of this subsection shall be used by the Secretary for
grants with respect to undergraduate programs.

(b) In considering applications for grants under this section, the
Secretary shall take into account the relative need in the States for
personnel trained in social work and the effect of the grants thereon.

(c) Payment of grants under this section may be made (after
neessary adjustments on account of previously made overpayments
or underpayments) in advance or by way of reimbursement, and on
such terms and conditions and in such installments, as the Secretary
may determine.

(d) For purposes of this section-
(1) the term "graduate school of social work" means a de-

partment, school, division, or other administrative unit, in a
public or nonprofit private college or university, which provides,
primarily or exclusively, a program of education in social work
and allied subjects leading to a graduate degree in social work;

(9) the term "accredited" as applied to a graduate school of
social work refers to a school which is accredited by a body or

a"eat" ae. $81 I P.L N-310.
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DEPARTMENT OF HEALTH AND HUMAN SERVICES

CHARTER

1982 Advisory Council on Social Security

Purpos e

Title VII, section 706 of the Social Security Act (title 42,
United States Code, section 907) requires the Secretary of
Health and Human Services to appoint an Advisory Council on
Social Security every four years for the purpose of review-
ing the status of the Federal Old-Age and Survivors
Insurance Trust Fund, the Federal Disability Insurance Trust
Fund, the Federal Hospital Insurance Trust Fund, and the
Federal Supplementary Medical Insurance Trust Fund in
relation to the long-term commitments of the old-age,
survivors, and disability insurance program and the programs
under Parts A and B of title XVIII, and for the purpose of
reviewing the scope of coverage and the adequacy of benefits
under, and all other aspects of these programs, including
their impact on the public assistance programs under the
Social Security Act.

Authority

The Advisory Council is established by title VII, section
706 of the Social Security Act (title 42, United States
Code, section 907).

Function

-ht Advisory Council on Social Security shall conduct the
reviews required by title VII, section 706 of the Social
Security Act (title 42, United States Code, section 907)
,.''h particular emphasis to be placed on a review of the
;,,,rans under Parts A and B of title XVIII, and prepare and
submit reports on their findings and recommendations.
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Structure

The Council shall consist of a Chairman and 12 other
persons, appointed by the Secretary, without regard to the
provisions of title 5, United States Code, governing
appointments in the competitive service. The appointed
members shall, to the extent possible, represent organiza-
tions of employers and employees in equal numbers and
represent self-employed persons and the public and shall
serve for the duration of the Council.

Staff support, analytical services, and the designated
Federal official to perform such functions as are required
by the Federal Advisory Committee Act will be provided to
the Council by the Department of Health and Human Services.
The chairman may by law mae such other staff appointments
as he considers necessary to carry out the mission of the
Council.

Meetings

Meetings shall be held at the call of, or the advance
approval of, the designated officer or employee of the
Department of Health and Human Services, who shall also
approve the agenda. No meeting shall be conducted in
absence of the designated officer or employee of the
Department of Health and Human Services,

Meetings shall be open to the public except as determined
otherwise by the Secretary pursuant to seqtion 522b(c) of
title 5, United States Code. Notice of all meetings shall
be given to the public.

Meetings shall be conducted, and records of the proceedings
kept, as required by applicable law and Departmental
regulations.

Compensation

Appointed members of the Council, while serving on business
of the Council (inclusive of travel time), shall receive
compensation at rates fixed by the Secretary, but not
exceeding $100 per day, and while so serving away from their
homes or regular places of business, they may be allowed
travel expenses, including per diem in lieu of subsistence,
as authorized by section 5703 of title S, United States
Co3e, for persons in the Government employed intermittently.
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Annual Cost Estimate

Estimated average annual cost for operating the Council
Including compensation, and travel expenses for members but
excluding staff support is $172,000. Estimate of staff
support required is 7.50 staff years at an estimated average
annual cost of 183,000.

Reports

Reports of the 1982 Advisory Council's findings and
recommendations (including any interim reports the Council
may have issued) shall be submitted to the Secretary not
later than July 1, 1983, and such. reports shall thereafter
be transmitted to the Congress and to the Board of Trustees
of each of the Trust Funds. The reports shall include a
list of members, the Council's functions, dates, and places
of meetings, and a summary of the Council's activities and
recommndations made during the duration of the Council. The
reports shall also include, as requird by law, (1) a
separate report with respect to the old-age, survivors, and
disability insurance program under title 11 of the Social
Security Act and of the taxes imposed under section 1401(a),
3101(a), and 3111(a) of the Internal Revenue Code of 1954,
(2) a separate report with respect to the hospital insurance
prograir under Part A of title XVIII of the Social Security
Act and of the taxes imposed by sections 1401(b), 3301(b),
and 3111(b) of the Internal Revenue Code of 1954, and (3) a
separate report with respect to the supplementary medical
insurance program established by Part B of title XVI]I of
the Social Security Act and of the financing thereof. A
copy of the reports shall be provided to the Department
Committee Panagement Officer.,

Termination Date

The Council shall cease to exist after the date of the
transmittal to the Congress of the Council's reports.

Approve:

Date Socretbry
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APPENDIX C

List of Indivinuals Making Presentations at Council Mteetings

Richard 6. Schweiker, Secretary,, Department of Health& and
Human Servicesl!

John A. Svahn, Commissioner of Social Securityl/

Carolyne K. Davis, Administrator, Health Care Financing
Administration

Judith Moore, Director, Oftice of Legislation, Office of
Legislation and Policy, Health Care Financing
Administration .

Roland E. King, Director, Office of Financial and Actuarial
Analysis, Bureau of Data Management and Strategy, Health
Care Financing Administration

Robert J. Myers, Executive Director, National Commission on
Social Security Reform!I/

John Wilkin, Actuary, Economic and Demographic Estimates,
Social Security Administration

Bryan R. Luce, Ph.D., Director, Office of Research and
Demonstrations, Hedlth Care Financing Administration

Joseph Newhouse, Ph.D., Project Director, Health InSurance
Stuoy, Rand Corporation

Anne R. Somers, Professor of Community Medicine, New Jersey-
Rutgers Medical School

Jack A. Meyer, Ph.D., Ditector, Center for American Policy
Research, American Enterprise Institute

Patrice h. Feinstein, Associate Administrator for Policy,
Health Care Financing Administration

Roger 0. Egeberg, M.D., Director, Office of Professional
and Scientific Affairs, Health Care Financing
Administration/

Richard P. Kusserow, Inspector General, Department of Health
and Human Services

1/ The position held at the time of presentation.
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Frank A. Sloan, Ph.D., Director, Health Policy Center, Institute
for Public Policy Studies, Vanderbilt University

The Honorable William Archer (R-Tex), U.S. House of
Representatives

David Winston, Executive Director, National Committee for
Quality Health Care

Jeffrey Merrill, Director, Center for Health Policy Studies,
Georgetown University

Lynn Etheredge, Scholar-in-Residence, Center for Healtn Policy
Studies, Georgetown University

E. William Dinkelacker, Ph.D., Executive Office of
Management and Budget

Philip J. Cook, Ph.D., Institute of Policy Sciences,
Duke University

Eugene Lewit, Ph.D., Associate Professor of Meuicine,
University of Medicine and Dentistry of N.J.

Glenn kackbarth, Ph.D., Special Assistant to Assistant
Secretary for Planning and Evaluation/Health,
Department of Health aid Human Services

Richard Foster, Office of the Actuary, Social Security
Administration

Bruce Schobel, Office of the Actuary, Social Security
Administration

Keith Powell, Office of Financial and Actuarial Analysis,
health Care Financing Administration

Robert J. Rubin, M.D., Assistant Secretary for Planning
and Evaluation, Department of Health and Human
Services

Carl J. Schramm, Ph.D., J.D., Director, Center for Hospital
Finance and Management, Johns Hopkins University

George Schieber, Ph.D., Director, Office of Policy Analysis,
Office of Legislation and Policy, Health Care Financing
Administration
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Allen Dobson, Ph.D., Acting Director, Office of Research,
Office of Research and Demonstrations, Health Care
Financing Administration

William R. Johnson, Senior Vice President for Marketing, Blue
Cross and Blue Shield Association

Robert Shapldnd, Associate Actuary, Mutual of Omaha
(representing Health Insurance i ssociation of iunerica)

Randy Freudig, President, National Association of healthi
Underwriters

John 3. O'Day, President - Managing Director, insurance
Economics Society of America

Gerard Aaderson, Ph.D., Associate Director, Center for
Hospital Finance and Management, John Hopkins
University

Michael Maher, Director, Office of Reimbursement Policy,
Bureau of Eligibility, Reimbursement and Coverage

Juhn E. Marshall, Ph.D., Director, National Ceriter for
Health Services Research, Public Health Service,
Department of Health and Human Services

Robert J. McEwen, S.J., Ph.D., Professor of Economics,
b1ostcn College

Stephen F. Gibbens, Director, Office of Lony Term Care,
Health and Welfare Agency of California

Cyntaia D. Coale, Lxecutive Director, Multi-Purpose Senior
Services Program, Ukiah, California

John A.D. Cooper, %i.D., Ph.D., President, American
Association of Medical Colleges

Robert M. Heyssel, M.D., President, Johns Hopkins Hospital
and Clhairman-Elect, American Association of Medical
Colleges

RicliarQ Knapp, Director of Department of Teaching Hospitals,
American Association of Medical Colleges

William G. Onsted, President, Private Sector Council
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Hazel Strothers, Office of the Assistant Secretary for
Management and Budget, Department of Health and Human
Services

Joseph Ingram, Office of the Inspector General, Department of

Health and Human Services

The Honorable Wendell H. Ford (D-Ky), United States Senate

John Wilkins, Director, Office of Tax Analysis, Department
of the Treasury

Thomas Vasquez, Deputy Director, Office of Tax Analysis,
Department of the Treasury

The Honorable David Durenberger (R-Minn), United States
Senate
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APPENDIX D

Report on Public Hearings

The members of the Advisory Council on Social Security recognized
early thie need to conduct public hearings. The intent of the public
hearings, as stated by the chairperson, was to provide individuals
and organizations a forum for recommending changes in the Medicare
program, to identify the major concerns of the public regarding
Medicare, and to gather expert testimony on particular issues. 'Ihe
Council held six public hearings on open topics and two public
hearings that addressed specific issues. A report of each hearing
follows immediately after this summary.

The six public hearings were scheduled at central locations in
various regions of the nation. Cities were selected on the basis of
accessibility to individuals and groups. The cities chosen were
Washington, D.C. (two hearings), San Francisco, California (West),
St. Petersburg, Florida (South), Evanston, Illinois (Midwest), and
New Brunswick, New Jersey (Northeast). A total of 132 witnesses
presented testimony to the Council. Groups represented were
beneficiary organizations, advocacy organizations, provider
organizations, the insurance industry, the health care industry, the
Alco lul and tobacco industries, business, labor, and State
government. Private citizens also testified. The presentations
covereu such diverse areas ab: the composition of the Auvisory
Council, reimbursement issues, revenue generation, expanding
benefiLs, controlling hospital costs, reducing program abuse,
deductibles and coinsurances, and increases in premiums.

i'i,e public hearings proved to oe u valuable resource in the
ijbsequent Council deliberations. For example, while addressing
i-lysician assignment, the Council gave significant consideration to
concerns expressed at several hearings about the increasing
uncertainty of costs for physician services. Aucitionally, the
Council carefully considered testimony which had been presented at
the public hearings in their development of recommendations for
restructuring tile Medicare benefit package and alternatives to
inpatient care. Two special hearings were held to gather
information concerning specific program issues addressed by the
Counc i l.

Wiien aduressiny tile p)hysicidn assipiment issue, the Council quickly
concluded that there was little hard data on which to base a
recommendation:. To yatner information on the effects of thi various
options available, the Council conducted a public hearing in
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Washington, D.C., dedicated to the subject of the assignment
provisions of thv Medicara program. Thirteen organizations
testified and four submitted written statements for the record. The
presenters represented physicians associations, insurance groups,
and beneficiary advocacy organizations. The information presented a
focal point for the subsequent deliberations and final recommend-
ation regarding the Medicare physician assignment policy.

At the March 1983 meeting, the Council considered alternate sources
of revenue for the Hospital Insurance Trust Fund. The divergence of
opinion on usiny taxes as a source of revenues motivated the
Chairperson to schedule a public hearing in Washington, D. C., on
the subject ot raising revenues through taxation. Twenty
representatives of organizations presented testimony. The majority
of the speakers were representing either the industries or
individuals who would bear the brunt of any economic impact from
increased taxes or individuals from various public interest groups.
Several speakers opposed increases in the excise taxes on alcohol
and tobacco because of the economic affects on jobs, state revenues,
and income taxes. Additionally, they thought this type of tax was
discriminatory and poor tax policy. Other speakers favored chose
two taxes as a means of reducing consumption and also helping to pay
for the long term adverse effects on health and the increased health
care costs which they generate. The representatives of the older
American associations favored increased payroll taxes which were
generally opposed by all the other speakers.

In addition to the public hearings the Council received input from
the public in the form of thousands of pieces of correspondence.
The overwhelming majority of the correspondence was from
beneficiaries of the Medicare program. The correspondence in the
main reflected opinions and concerns similar to those raised during
the public hearings. Areas of particular concern were the
complexity of the program, lack of adequate information on program
benefits and reimbursement, and need for additional coverage or
improveu benefits. During tne deliberations the Council received
representative samples of correspondence and Dricfings on the
various concerns of the correspor.dents. All inquiries to the
Council received appropriate and timely responses.
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ADVISORY COUNCIL ON SOCIAL SECURITY
PUBLIC HEARINGS REPORTS

Hearing No. I

City: Washington, D.C.

Date: December 13, 1982

Location: Holiday Inn, Capital Mall Area, 550 C. Street

Time: 3:00 a.m. - 12:00 noon

Advisory Council Members Present:

Or.
Ms.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Mr.
Ms.
Mr.
Ms.
Mr.
Ms.
Ms.
Mr.
Mr.

Council Staff Present:

Otis R. Bowen, Chairnan
L. Aiken
S. Arnold
J. Balog
K. Says
0. Christopher
A. Heaps
S. Howard
K. McCaffree
R. Rahn
C. Stetler

Thomas R. Burke,
R. Amoyal
S. Finlayson
V. Gray
P. Jos
J. Lee
J. Peres
E. Scanzera
W. Wol stein

Executive Director

Other Federal St3ff:

Mr. G. Duff,

Ms. E. Gutman,

Office of beneficiary Services
Health Care Financing Administr3tion

Office of beneficiary Services
Health Care Financing Administr3tion

31-294 0 - 84 - 13
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Organizations and Individuals Making Oral Presentations:

1. National Council of Health Centers Mr. Jack MacDonald
Executive Vice President

Ms. Donna Barnako
NCHC Representative

/

2. The American Association of Retired Persons Mr. Jim Hacking
Assistant Legislative Counsel

Mr. Jeff Christy

Legislative Representative

3. National Multiple Sclerosis Society Mr Harry Hall
Washington Representative

4. National Union of Hospital and Health Care Employees, AFL-CIO
Mr. Henry Nicholas

Presi dent

S. Leadership Council of Aging Organizations Mr. Jacob Clayman
Chairman

Ms. Janet Mayder
Deputy Di rector of Research

National Council of Senior Citizens

6. Save Our Security (SOS) Coalition Mr. Arthur Fleming
Advisory Committee Chairman

(Former Secretary Departm-ent of Health Education and Welfare)

7. Older Women's League Ms. Alice Quinlan
Washington Representative

8. Health Security Action Council Mr. Melvin A. Glasser
Director

9. AFL-CIO (Social Security Oepartment) Ms. Karen Ignani
Assistant Director

10. Gray Panthers Ms. Frances Klafter
Chairwoman, National Health Task Force

11. National Association of Manufacturers Ms. Sharon Kanner
Analyst, Social Security and Health Care

12. National Council of Senior Citizens Mr. William R. Hutton
Executive Oirector

13. National Conference of Catholic Charities Father Tom Harvey
Executive Oirector
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Summary of Testimony and Discussion:

National Council of Health Centers (NCHC)

Jack MacDonald, Executive Vice President, accompanied by Donna
Barnaka, represented NCHC, a voluntary association of proprietary health
agencies furnishing a broad spectrum of inpatient and home care. His
prepared statement covered 4 basic areas of concern to NCHC: catastrophic
health coverage, Medicare definition of skilled care, prospective payment
for skilled nursing facilities, and addition of a Part C long-term care
benefit to Medicare.

NCHC endorses the concept of catastrophic coverage for Medicare
beneficiaries, but notes that the existing benefit structure would not

-respond to the catastrophic expenses of prolonged nursing care. NCHC
recommends provision for an additional 100 days of nursing, home care (with
cost sharing) for persons reaching the catastrophic limit; approximately
55 percent of beneficiaries entering nursing homes would be helped.

Closely allied to the proposed catastrophic coverage is a proposal to
redefine Medicare's skilled care definition. NCHC believes the current
benefit is too narrowly defined, noting that the average covered stay is
only 24 days, although 100 days are available and less than 1-1/2 percent
of Medicare expenditures are for skilled nursing facility care. A costly
result of the strict interpretation is the backup of Medicare patients in
hospitals waiting non-existent Medicare nursing beds.- -

NCHC endorses the concept cf prospective payment for Skilled Nursing
Facilities (SNFs), but applauds the decision of Department of Health and
Hunan Services to move slowly in developing a specific plan. Cooperation
with the nursing home industry on this endeavor is essential. Any
prospective payment system must: recognize quality levels of service;
encourage and reward efficiency; encourage orderly growth; reward use of
cost-effective providers; simplify administration. The development of the
system cannot be unduly delayed since the use of ORG reimbursement for
hospitals, if enacted, would increase demand for SNF care.

NCHC also recommends the addition of a new Medicare long-term care
program - Part C. Part C would subsume the current Medicare S;UF and horne
health benefits and Medicaid long-term care benefits for the elderly and
would offer a variety of institutional and noninstitutional services.
States would contribute toward cost sharing for low-inccme beneficiaries.
Copayments would be related to income up to 40 percent of costs.
Supplemental private coverage could be purchased. This approach is
recommended because it establishes a basic long-term care benefit
responsive to the needs of the elderly and insures dignity of the
individual by eliminating the Medicaid provision that requires patients to
dispose of most of their assets before receiving assistance.
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NCHC will be happy to participate in further discussions of these
issues.

In response to questions by Or. Bowen, Mr. Howard and Mr. Arnold, Mr.
MacOonald and Ms. Barnaka expanded upon the NCHC Part C proposal and its
concept of a comprehensive long-term care benefit. Financing for the
proposed Part C would be derived from several sources: lowered hospital
costs because of swifter movement to long-term care, State contributions
toward care of low income patients and cost sharing. The benefits would
be means tested. NCHIC estimates that based on current demographics,
nearly 300,000 new nursing home beds will be needed by 1990. By covering
a wider range of noninstitutional care, some of this costly capital
investment can be avoided and per unit costs would decrease, although
overall costs might not be due to larger number of patients served.

The possibility of a higher eligibility age for Part C is worthw.,hile
to explore; initial eligibility at age 70- would still cover 99% of the
LTC needs of the over 65. Mr. MacDonald noted that that attitude toward
long-term care has now come full circle -- from covering terminal illness
as an SF benefit at the beginning of Medicare, subsequently narrowing the
skilled nursing definition to exclude most palliative care and now
introducing a hospice benefit.

American Association of Retired Persons (AARP)

Mr. Jim Hacking and Mr. Jeff Christy presented the views of the
American Association of Retired Persons- (AARP-, a mass membership
organization with approximately 13,500,000 members who are age 55 or older.

They submi tted the Association' wri tten statement and- proceeded to
summarize it. The Association believts that the solutions to Medicare's
problems require changes in the means of delivering and paying for the
services. Many factor were pointed to as fueling the growth of the
health sector of the economy. But, the Association represented that
government subsidies have stimulated both the demand and supply side of
this growth; the government's tax laws being responsible for the growth of
private and third-party payments on the demand side, with the hospital
expansion stimulated by such things as the Hill-Burton program and the
tax-exempt status of hospital construction bonds on the supply side. They
stated that the current system rewards providers with more income for
giving more care than is necessary or beneficial. AARP took the position
that hard economic times and runaway hospital inflation are eroding our
basic commitnent to health care for the elderly and disabled. Sustaining
the commitment to accessible and affordable health care for the elderly
and disabled is the fundamental responsibility of the Advisory Council on
Social Security. AARP believes that finding affective aays to control the
rate of escalation of health care costs, especially in hospital costs in
both the short and long run should be the Council's focus.
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When asked if AARP would support cost sharing at the front end of
Medicare coverage in trade for something like coverage for catastrophic
illness, Mr. Hacking responded no. AARP believes the-program gains from
that sort of a trade, and not the beneficiaries. The amounts talked about
for catastrophic coverage are about $2500 to $3,000 - there is really no
benefit to the vast majority of Medicare beneficiaries.

National Multiple Sclerosis Society (NMSS)

Mr. Harry Hall advised the Council that he was representing the
National Multiple Sclerosis Society, an organization which attempts to
promote the interests uf Multiple Sclerosis patients and also to promote a
cure for this disease which effects approximately 250,000 people in the
United States and several million In the world. The organization has a
strong Interest in Social Security and Medicare because the people they
represent become dlsabled-at an early age in adult life, usually after
establishing a work record, and therefore, have eligibility for Social
Security after he-mquil red two-year wai ti ng per od for Medi care.

NMSS believes that a reduction in health care costs is probably
necessary, but they are concerned that such a reduction would not mean
reducing health care services. Any reduction of health care services will
be very costly to the Multiple Sclerosis patient. One of the major
problems faced by such patients is the need to treat secondary problems as
soon as they occur. - - .--.

With respect to voucher systems, NMSS is concerned because they would
not like to see employed individuals during their working years encouraged
by health care which does not adequately take care of, or anticipate the
kind of health care needs that may have to be faced if one becomes
disabled.

With respect to increased cost sharing, Mr. Hall pointed out that most
of the patients he represents are at the point of a financial crisis
already and further cost sharing would only aggrevate this. Also,
incentives not to use health care where it is needed presents a particular
problem to the Multiple Sclerosis patient.

Finally, with respect to catastrophic protection, Mr. 4all emphasized
the particular needs of the disabled who faced extraordinary-costs year in
and year out, sometimes for decades. He urged the Council to keep those
needs in mind when considering the appropriateness of providing
catastrophic insurance under Medicaid and Medicare.

In response to Council members' questions regarding the effect of
potential increases in cost sharing on the Multiple Sclerosis patient,



194

- 140 -

Mr. Hall emphasized that anything that would cause an individual to forego
seeking health care earlywou-Id- have particularly detrimental affect on
the MS patient. The MS patient faces a significant number of secondary
symptoms of the disease itself, e.g. blatter infections. If you fall to
treat them early enough, then you have a potentially very costly problem
to face later. Thus, it is really unwise to discourage people fron using
health care that they may need at the earliest point in time in which they
need it.

National Union of Hospital and Health Care Employees

Taking the position that Social Security be maintained with fiscal
I tegrity, Mr. Henry Nicholas, representing the National Union of Hospital
ai J Health Care Employees, stated that Social Security is a social
contract to allow the elderly the dignity of caring for themselves. Mr.
Nicholas opposes ,ny reduction or changes in this commibent and believes
that Medicare should be expanded to include: out-patient services,
prescription drugs, dental services, eyeglasses, community health care
centers, and long-term care. Opposing increases in cost sharing, Mr.
Nicholas suggests the Council investigate the purposes, benefits and
results of the Medicare program, along with national health insurance. 'No
questions were received from Council members.

Leadership Council of Aging Organizations

In his prepared remarks, Mr. Jacob Claynan indicated that the Council-
needed among other perspectives that of the beneficiary, but noted that
official beneficiary representation on the Advisory Council was lacking.
Consequently, he offered the knowledge and experience of his organization.

He spoke of the value of the Medicare program: improved financial
access to health care, as well as a positive contribution to the quality
of life for millions of older persons. But, it has had limitations, too,
making beneficiaries the victims of its reimbursement system and of
Federal budget policy.

Mr. Clayman spoke of the health care needs of the elderly, concluding
that a broad spectrum of health care services were required, Including a
health Insurance system to meet their needs, which Medicare is not. He
proceeded to identify costs not covered by Medicare, which he said also
reflect the elderly's health needs. He noted the spiraling of program
costs, the absence of cost-savings incentives, and predicted that recent
.Medicare reductions will not control costs. He believes that the elderly
beneficiary is already cost-conscious and not able to absorb any further
financial burden. He reminded the Council that :edicare pays no more than
44 percent of the health costs of senior citizens, while acknotvlad3ing
that cost-saving provisions are required. Nevertheless, liberalization of
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the program is needed, not further reductions. His Leadership Council
would be pleased-to discuss-cost-savings proposals with the Advisory -- --
Council. Mr. Clanan concluded by offering the help and assistance of its
Leadership Council to solve Medicare's problems. He can send "...a stream
of information," and would also like to present the case more thoroughly.

At the conclusion of his statement, Or. Bowen accepted Mr. Claynan's
offer, inviting him to send anything relevant. Then followed questions
and comments fram the Council, with members asking for specific
suggestions from Mr. Claynan and Ms. Janet Mayder, Oeputy 0D rector of
Research for the National Council of Senior Citizens, who accompanied Mr.
Cl aynan. Mr. Claynan's responses to various questions by members
included agreement that cost-consciousness is necessary, but that benefits
should not be cut. He also attributed responsibility for rising costs to
hospitals and physicians. Furthermore, he is opposed to any redefinition
of eligibility which would raise the eligibility age, or which would
impose a means test.

Save Our Security (SOS)

Arthur Fleming, former Secretary of HEW presented the remarks of the
Coalition to Protect Social Security popularly known as "Save Our
Security."

He believes that in approaching Medicare, it is very important to keep
in mind that it is a part of the Social Security system and that it is an
insurance program. As such, the benefit structure that has been built
into Medicare constitutes a contract between the government and those who
have contributed through payroll taxes. To view the program as above
should precIude one from considering a means test. To introduce a means
test would constitute a violation of the contract between the government
and those who have been contributing payroll taxes. Also, the problem
should not be addressed through additional cost sharing.

He believes that the problem which confronts Medicare must be faced
from the standpoint of cost containment. Organizations comprising SOS
have not focused on any one program for cost containment -- but he offered
that if the Council felt it would be of assistance, they could try to see
what agreement they could get on an approach to cost containment. Also,
he offered assistance in analyzing cost .ontairment proposals from the
standpoint of the impact that they might have on the quality of care.

He suggested that the Council look at the suggestions that the 1971
Advisory Council made regarding the financing of Medicare. That
suggestion was to consider combining Part A (Hospital Insurrnce) and Part
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8 (Supplementary Medical Insurance) and that it then be financed through
contributions from the worker, employer and government (1/3 each). This
has the effect of introducing general revenues Into the financing of
Medicare.

He believes that this is also the time to address Medicare's
inadequacies in providing for long-term care. Medicare's emphasis on
institutional care has resulted in home care suffering. Recent amendments
in the Tax Refcrm bill allowing Medicare to reimburse for hospice care has
alleviated the problem to some extent. However, in considering
strengthening Medicare's participation, he suggests that the Council
should view long-term care being comprised of at least three components -
an assessment program to determine the capacity of the older persons and
the most appropriate services that might be needed by an older person and
determined the availability of home care or skilled nursing facility
services. Medicare should not enter into long-term care services just
simply by adding nursing home benefits, an assessment program and home
care services as alternatives to institutionalization are necessary.

In response to questioning, Mr. Fleming indicated he is not against
cost sharing already contained in the law, it is the additional proposals
he objects to. He sees cost sharing for the second to the sixtieth day as
a violation of the contract.

With regard to the trade-off of some level of cost sharing from the
second to the sixtieth day in exchange for catastrophic coverage, Mr. --- -
Fleming reiterated his objection. There are not a large number of older
persons who require hospital care beyond sixty days. For the majority who
do use hospital care from the second to the sixtieth day, he believes we
should continue to make that aftilable without charge. This is why he
believes it is desirable to improve the system and shift to less costly
delivery such as home care.

Mr. Fleming acknowledged that cost containment was not a major issue
at the time the Medicare law was passed. The cost controls that existed
were contained in the definitions of reasonable charges and costs. It was
not a period of high inflation.

While not pointing the finger at any particular provider group, he
believes that some provider groups have been responsible for the
extraordinary costs and rise in health care costs. This was evidenced by
the all out opposition to cost containment efforts from provider groups.
He believes that the opposition groups should have made an effort to help
develop a cost containment effort that everybody could have lived with.

Mr. Fleming agreed that the Council couldn't really address the
problems in the economy as a whole. However, he /iews participation on
the Advisory Council as a great opportunity to take a fresh look at the
whole Medicare program. He believes that the Advisory Council has the
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ability to make recommendations for long-term as well as short-term
solutions. Perhaps look down the road and point to the direction of the
way the program should be so that those working. in the field have an
objective to wurk toward.

He reiterated his belief that it is very Important to provide
incentives for older persons to participate in preventive programs which
is why he is vehemently opposed to the cost sharing allowed in the new tax
reform legislation for preventive programs in Medicaid.

he also believes strongly that it is appropriate to fund Social
Security and Medicare with a 1/3 contribution from general revenues. He
indicated that the leadership in the 1930s thought that ultimately general
revenues would play a part in funding the programs for the elderly. He
doesn't have any philosophical difficulties in the Federal government
being Involved in caring for the elderly. Many other nations have coni- to
that point and he believes that It represents a good investment of tax
payer's money.

He closed by acknowledging the good work on behalf of the elderly
Indiana accomplished under the leadership of Or. Bowen as Governor.

Older Women's League

Ms. Alice Quinlan, Washington representative of the Older Women's- _
League, presented a summary of the League's concerns on Medicare about-7
current inadequacies and the impact of policies under consideration on
women 65 and older.

Ms. Quinlan stated that women constitute 60% of the population over 65
and for this group, the median income (1981) is $4,757.00. Based on these
figures, Ms. Quinlan expressed the belief that women have inadequate
access to health care and in the case of Supplementary Medical Insurance,
the cost would be one-third of the median income. Another problem
mentioned was that low assignment rates add an additional burden by
absorbing more of the elderly's limited income.

Ms. Quinlan felt that a voucher system for elderly women would make
them vulnerable to unscrupulous marketing techniques. Additionally, s.
Quinlan is concerned about prospective reimbursement leading to two
classes of patients and services. Based on the median income figures, ,i's.
Quinlan vie-ws a catastrophic cap and additional co-paynents as an unfair
burden which elderly women would be unable to bear.

Ms. Quinlan stated that a change in Medicare from an orientation
toward acute care to an orientation based on prevention, maintenance of
wellness, and assistance to care givers wuld improve the lives of the
elderly and lead to reduced costs.
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Health Security Action Council (HSAC)

Melvin A. Glasser, Director, presented the recommendations of the
HSAC, a coalition of labor, business, professional, senior citizen, farm,
civil rights and youth organizations representing health care consumers.
HSAC presented proposals In three areas:- revision of Medicare benefit
structure; achieving equitable cost-sharing; and cost containment.

Since they have greater health care needs and a high percentage are
low-income individuals, the elderly should have a more comprehensive
package of benefits. Additional benefits needed include: reduction in
escalation of coinsurance; coverage of prescription drugs; and additional
long-term care benefits.

There is a desperate need to find ways to control costs, rather than
simply shifting them out of the Federal budget onto others. Increases in
beneficiary cost-sharing and cost-shifting to the private sector and State
and local governments merely conceal the Federal budget problem without
improving the overall economic situation.

Solutions to cost escalation can be found in HSAC's newly developed
HALT (Health Action to Limit Takeaways) program. The program has 5
features: (1) concurrent containment of public and private costs; (2)
involve all providers in the health care system; (3) halt all price
increases for 2 years, except for inflationary increases in market basket_
costs; (4) develop prospective budgeting for institutional providers with
state-by-state ceilings; and (5) arrange negotiated reimbursement rates on
a state-by-state basis with professional providers.

HSAC would be glad to submit the HALT program in more detail if the
Council wishes.

Or. Bowen requested that HSAC submit the details of the HALT plan to
the Council. In response to questions from Mr. McCaffree and Mr. Bays,
Mr. Glasser expanded on the HALT reimbursement proposals, which are based
on the premise that the current reimbursement system is the principle
problem of health care cost escalation. Professional fees would be
negotiated between the profession and a state commission composed of
Medicare contractors, consumers and insurers. Rates could be set on a
time, per service, capitation or other basis and would be adjusted
annually, subject to an overall cap related to market basket increases.
On the institutional side, the proposal would build on current statewide
cost control systems which have achieved an average 4% annual decrease
from what costs would have otherwise have been. The proposed cap 'ould be
on statewide costs so that payments to individual hospitals could be
adjusted as needed for case.ix, ix-of-services and similar changes.
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AFL-CIO (Social Security Department)

Ms. karen Ignani presented testimony on behalf of Mr. Burt Seicnman,
the Director of the Department of Social Security, AFL-CIO. Ms. Ignani
began by emphasizing that the costs of getting sick and the expenses of
getting well are very much on the minds of the elderly and disabled
Americans and that the concern was certainly not unwarranted.

Elderly people are highly susceptible to chronic conditions and
although their life expectancy has increased in recent years, their health
status is not a great deal better than it once was. It was emphasized
that mcst Americans have relatively comprehensive hospital care and Major
Medical insurance during their work lives and anticipate similar coverage
when they retire and they become eligible for Medicari., However, workers
then find that Medicare generally falls far short of meeting their health
care needs.

Despite the financial investment that has been made in Medicare, many
senior citizens remain unable to afford essential medical treatment.
medicare requires a sizeable amount of patient cost sharing; provides no
protection against catastrophic illness; and does not cover services that
the elderly most frequently need, such as preventive services, long-term
care, prescription drugs, foot care, dental care and eyeglasses.

Under Medicare, the sicker.you are,.the more you pay. Unless eligible
for Medicaid, many older and disabled persons are forced to go without
essential health care services, because they cannot afford the hign cost
of treatment. Some are postponing treatment unless hospital car- is
warranted, which is even more expensive for the program, but generally
cheaper for the beneficiary.

As a percent of their income, elderly people are spending as much for
health care now as they were prior to the passage of the Medicare
program. Since the elderly themselves are not much better off today than
they were before the passage of Medicare, the AFL-CIO believes that it is
appropriate for this Council to consider who, if not the elderly, are
benefitting and what can be done to make the program more responsive to
health care needs of those it was designed to serve.

As. Ignani cautioned the Council to be skeptical of those aho claim
that we can solve the so-called "Medicare prcbl -n" by cutting benefit s.'Patients are not responsible for escalating health costs. It is the
provide-s and the suppliers of health care services who decide .,ho needs
health care, when they need it and how much they need."

Two-thirds of the rise in Medicare expenditures has been attri uted to
inflation. Those run-away costs, in the view of the AFL-C0, can be
attributed to the unwi 1 i ngness of the Congress to make Medi care !.nythi ng
more than an open ended program, encouraging hospital expansion and
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excessive utilization of services. Until serious efforts are made to
change the way the providers are reimbursed, their is no relief in sight
for the Federal government, or for the financially over burdened
benefici ary.

With respect to reimbursing hospitals and physicians on a prospective
basis, although the AFL-CIO has long advocated such forms of
reimbursement, they urge that the Acministration's proposal be carefully
evaluated. Basing payments on diagnostic-related groups (ORG's) could,
rather than reduce Medicare costs, actually result in more
hospitalization, more surgery, and higher health care costs for those
covered under private insurance. The Council was urged to take an active
role in this redesign of the Medicare reimbursement system.

Further, it is the hope of the AFL-CIO that the Council would take a
strong stand in support of Medicare beneficiaries, and not support the
Administration plans to further slash current services and protections.

The AFL-CIO believes that the Administration's proposals to cut back
Medicare :osts only provide stronger financial incentives to turn away
Medicare beneficiaries and for employers to lay off older workers, rather
than pay more for their health insurance. The proposals under
consideration for next year would require patients to pay 10% of their per
diem costs for the second to the sixteenth hospital day. This would
produce a minimum cost of S600 for the typical ten-day hospital stay and
equate to two months of benefits for the average widow on Social_. , -_
Security. With respect to voucher systems, the AFL-CIO is concerned that
financial gimmicks would be used to lure individual: on fixed incomes to
abandon "Iedicare for lower-grade coverage, which night result in an
earlier death for some and unnecessary suffering for many who will be
unable to afford doctor visits that are no longer covered by insurance.

in s nrnary, the AFL-CIO urged the Ccuncil to recommend that the
Secretary take the lead within the Administration to develop a
comprehensive across-the-board cost containment system that would reduce
Medicare inflation and slow the rate of growth in all Medicare programs.
Savings that would be produced, could then te used to solve the short-term
crisis that we face in Medicare at the end of the decade. Additionally,
they would give the Council flexibility to recommend expansion of Medicare
benefits to cover prescription drugs, foot care, eyeglasses, etc. What ve
have done in the past is taken an revolutionary approach to the problems
that exist and it was suggested that this Council ought to consider taking
a revolutionary approach. The problems of the total ;health care industry
must be looked at comprehensively, rather than just telescoping the
Medicare program.

".,ere 6ere a nu-mber of questions from the Council subsequent to ',Is.
Ignani's presentation. With respect to the issue of vouchers, 'Is. i]nani
cI ar fi ed that their major concern was i th the fact that elderly ;eopie
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need to reduce their expenses and therefore, there would clearly be an
incentive to buy a cheaperplan of health insurance and in effect, the
beneficiaries would be playing Russian roulette. Since the system is
probably going to have to end up paying for their care in any event, we
may find that vducfiers are more expensive in the long run than in the
short run.

In answer to questions concerning the use of ORG's in any prospective
payment system, Ms. Ignani expressed the concern that there could be a
shifting of services to the outpatient setting without appropriate
controls, problems in defining diagnosis, which would provide incentives
to 'kick up" the ORG category used by providing additional services such
as surgery. The use of ORG's may well be a good starting point in some
areas, but the jury is still out on determining their validity and so
there is continued skepticism as to how we will be able to predict
expenditures in the future. The Council should examine other ways and not
just look at ORG's.

With regard to where the Council should focus its attention to bring
the cost of the program under control, Ms. Ignani suggested strongly that
while it is necessary to take a comprehensive view of the whole program
instead of focusing on the buyers, i.e. the beneficiaries, the Council
ought to take a close look at the providers, those who have profitted from
the Medicare system. This system as designed provides no incentive to
contain costs, but. rather, often encourages escalation of costs._. .

With respect to'perceived failures in the Medicare program, Ms-. Ignani
emphasized that while the -Medicare program has done a good job with
respect to improving access to care under the Part A side of the program,
the Part B side, as more physicians have opted out of the program of
assignment, has presented increasing financial barriers to the elderly.
The program really provides nothing to encourage primary care or to cover
the kinds of things that elderly people desperately need, such as
dentures, eyeglasses, and other items that would prevent the onset of more
critical illness. In general, we have been penny vise and pound foolish
in the program and if this continues, we face both serious fiscal and
health problems in the future.

At present, we have a never ending spiral of higher costs resulting in
hi-her insurance premiums for people to pay. It is time in Ms. Ignani's
view, to take a look at what qe're buying for those dollars.

Gray Panthers

Representing the Gray Panthers, Ms. Frances .lafter explained that her
"grass roots" organization senses the edicare beneficiaries' frustration
with the program. Ms. Klafter claims that the current Adninistrition's
policies toward the elderly have not been fair. The Gr3y Panthers do not
want the Council to dismantle Medicare, but to expand it to include:
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long-term care; dental care; eyeglasses; and preventive care. All of
these new services could be met, according to Ms. K~l.ter, by "leashing"
health care provider charges.

Ms. Klafter holds that Part 3 is the beneficiaries' entry point into
the system and that the elderly do not know in advance what are going to
be the charges for the health care services they receive. To change this,
the Gray Panthers have published, "How to Organize a Medicare Assignment
Program." This is a "how-to" booklet for communities to list which local
physicians accept Medicare assignment for beneficiaries seeking low-cost
health care. No questions were received from Council members.

National Association of Manufacturers (,N4

The following statement, provided by the National Association of
Manufacturers, surmari.es the prepared remarks. The presentation by NAM
which was given on December 12, 1982 was delivered by Ms. Sharon Canner, a
staff member.

In 1981, business and industry paid an estimated $74 billion
for group health insurance or 25 percent of this nation's $287
billion for health. With the addition of business taxes for
Medicare and Medicaid and other related health costs, the
employer's share exceeds 50 percent of this $237 billion. Given
the organization of our health care system, the private sector's
health costs are closely intertwined with the public sector's,
each sector having a significant impact on the other. Thus, a
financially sound Medicare program is part of NAM's overall
strategy to manage high and rapidly rising health costs.
Internally, NAM companies are conducting claims and utilization
review, and they are working in their communities with other
groups concerned about costs.

Assuring the long-term financial integrity of Medicare Is no
easy task in view of overall inflation, price increases in the
health care marketplace, and high uneliploynent with reduced tax
collections. Given these factors, the NAM recommends that: (1)
Medicare continue to encourage local initiatives in controlling
health costs; (2) Federal support be continued for utilization
review with regulations that encourage the private sector to use
these services; (3) Medicare benefits foster consaner
cost-consciousness; (4) use of alternative delivery systems vhich
promote cost savings be encouraged; (5) the Federal government
continue to improve its position as a prudent buyer of health
services; and (6) the prospective budgeting system now under
development by the Health Care Financing Administration assure
that costs are not shifted to private patients.
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National Council of Senior Citizens (NCSC)

William R. Hutton, Executive Director, presented the statement of the
NCSC. In prepared remarks, Mr. Hutton. traced the role of NCSC in getting _
the original Medicare law enacted and in serving as an advocate of
beneficiary interests. NCSC urges the Council to recognize the
extraordinary health care needs of the elderly, not totally met by
Medicare, to carefully evaluate the impact on the beneficiary of any
proposed changes, and to seek changes beneficial to all age groups by
attacking the basic problems of the health care system.

Mr. Hutton endorsed the remarks made earlier by NCSC President, Jacob
Cla~aan, representing the Leadership Council of Aging Organizations and
noted that the elderly cannot absorb any further out-of-pocket costs for
health care, nor can they afford benefit cuts. Increases in cost sharing
do not affect Medicare or total system costs. Physicians, not patients,
make most utilization decisions. Beneficiaries are the victims of health
cost inflation; providers are the cause.

NCSC recommends that the Council focus on larger health systems issues
and endorses 3 areas of study recommended by the 1979 Council: (1)
consumer problems in meeting out-of-pocket costs and securing high quality
services; (2) overall problems in organization and delivery of care at
affordable prices; and (3) developing less costly alternatives to
inpatient hospital care and controlling hospital costs. NCSC opposes-a
voucher system, additional early copayments with catastrophic coverage or
means test as solutions to the problems.

NCSC recormends several additional areas of study. Retrospective cost
and fee-for-service reimbursement need revision; if a prospective payment
system is developed, it should be universal. Recognize that providers are
the major cause of inflation and direct cost-cutting efforts accordingly.
Examine specific causes of Medicare cost increases, particularly the
effect of rapidly escalating hospital costs. Evaluate proposals on basis
of their impact on the health care system and on the beneficiary, not just
on program savings.

In summary, NCSC urges the Council to keep the beneficiary's interests
at the forefront of the deliberations. Do not impose on the elderly and
disabled the burdens and responsibilities which rightly should be placed
on the entire health industry.

In response to questions fran Mr. Balog, Mr. Hutton reiterated the
NCSC position that any prospective reimbursement plan should bc applied
syste-ride, not just to Medicare. In dialogue vith Mr. McCaffrey, he
described the special vulnerability of the elderly to "ripoff artists" as
a najor neason for NCSC opposition to a voucher system.
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National C'ouncil on Catholic Charities (NCCC)

Reverend Harvey, the Executive Director of the National Council on
Catholic Charities, acknowledged that the Council had a special mandate to
fulfill in reviewing the fiscal condition of the Medicare program and also
in examining the equity and adequacy of the current program structure.
Father Harvey advised the Council that he wished to limit his remarks to
the need to examine a variety of concerns regarding equity and adequacy of
the current Medicare program. In particular, Father Harvey said that he
wished to raise a voice on behalf of those in the society most threatened
by the cost of health care.

rather Harvey is concerned that we be most sensitive to the fact that
sme 15.7% of people aged 65 and over have incomes below the official
poverty line; were we to include the near poor, that figure would be
substantially higher. For one out of four people, Social Security
represents 90% of their income and clearly, this is not a picture of
prosperity.

Under the Medicare program, the elderly are now responsible for some
56% of their health care costs, and for many, this constitutes a serious
hardship, and for some, a personal catastrophe. The study suggests that
dependency on Medicare is highest for those with a low incoe and it
increases with age. Therefore, any across-the-board benefit reductions or
cost sharing increases wvuld.be disproportionately borne by the poorest
and oldest members of the population.- Care must- be taken by the Council
to avoid options which would reduce much needed access to health care.
Even under the current program, too many must choose among food, heat and
health.

The Catholic Charities' position is in opposition to changes if.
coinsurance and deductible features, which would further restrict access
to care by the elderly and especially the needy elderly. Additionally,
the NCCC are strongly committed to the social insurance nature of the
Medicare program and oppose any segregation of the needy elderly into some
means tested program. The poor, so often voiceless and without advocates
in our society need and deserve the protection of being in a program
universe along with others of their age.

With respect to voucher programs in health care the NCCC registers its
strong opposition to the concept, because they believe it will lead toward
class stratification in health care delivery and do so to the detriment to
those most in need and least able to bargain and pay for decent car-.

Father Harvey voiced concern that while a universal social insurance
system of paying and providing for health care may not solve all of tne
problems, they are convinced that none of the major delivery or finance
problems can be properly dealt with until some form of national health
insurance comes about. With respect to who is at fault for the increasing
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escalation in health care costs, there is a familiar pattern of blaming
the elderly for seeking too costly care, often unnecessarily. Such
reasoning, in Father Harvey's view, reinforces the so-called "generation

Sap conf ict" which has been much discussed with reference to Social
security.

Father Harvey then quoted a recent statement by Mr. Lane Kirkland,
President of the AFL-CIO, which in summary, stated that most human beings
accept the proposition that they have some responsibility to their parents
that might othenvise be a burden and might diminish their capacity to meet
other responsibilities such as the education of their children. It is not
unreasonable to say that the proper place to put the costs of caring for
the elderly is on those who have a job and can work, those who are healthy
and have a long life ahead of then, as opposed to imposing those burdens
on those who have already done their work and have made their contribution
to society.

In Father Harvey's view to the extent that added revenues are needed
to preserve and expand Medicare coverao, the National Council on Catholic
Charities believes that those resources should be sought from those who
are in the best position to accept that responsibility. They consider it
unconscionable for our society to provide less or to exact more from the
elderly who may be willing, but who are unable to give any more.

31-294 0 - 84 - 14
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ADVISORY COUNCIL ON SOCIAL SECURITY
PUBLIC HFARID REPCITS

Hearing No. 2

City: Washington, D.C.

Date: January 17, 1983

Location: Holiday Inn, Capital Mall Area, 550 C Street

Time: 8:00 a.m. - 12:00 noon

Advisccy Council Members Present:

Dr. Otis R. Bowen, Chairman
MS.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Linda Aiken
Stanford Arnold
James Balog
Alvin Heaps
Samuel Howard
Kenneth MoCaffree
James McKevitt
C. Joseph Stetler

Council Staff Present:

Mr.
Mr.
Ms.
Mr.
Ms.
Ms.
Ms.
Mr.
Mr.

Thonas R. Burke,
Steve Finlayson
Virginia Gray
Phil Jos
Julia Lee
Jean Morris
Judith Peres
Eugene Scanzera
Will Wolstein

Executive Director

Other Federal Staff:

Mr. George Duff, Office of Beneficiary Services
Health Care Financing Administration

Ms. Elaine Gutman, Office of Beneficiary Services
Health Care Financing Administration

Organizations and Individuals Making Oral Presentations:

Lawrence Morris

Richard Mellman
Vice President, Actuary

Jontial Insurance Company

I. Blue Cross and Blue Shield Association

2. Health Insurance Association of America

PrtL
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3. Group Health Association of America

4. American Hospital Association
Execu

5. Federation of American Hospitals

6. American Society of Internal Medicine

7. Home Health Services and Staffing Association

8. National Mental Health Association

Directo

9. Amy Neustein, Ph.D.

10. Ms. Audrey Koch

U. Mrs. Rosa Hines

12. Volunteer Trustees of Not-Flor-Profit
Hospitals

13. American Nurses Association

14. American Association of Homes
for the Aging

Erling Hansen
General Counsel

Jack Owens
tive Vice President

Michael Brumberg
Executive Director

Al Baker
Deputy Director

Monte Malach
President

N. Thomas Connally
Trustee

Frank Samuels

Robert Vondivier
for Public Policy

medical Sociologist

Private Citizen

Private Citizen

Benjamin Sturges
Member

Board of Governors

Ada Jacox
First Vice President

Laurence Lane
Director of Public Policy

Summary of Discussion:

i. Blue Cross and Blue Shield Association. Mr. Lawrence Morris
represented the Blue Cross and Blue Shield Association. Mr. Morris had
three major points to make. First, there is no single solution to the
problem facing the Medicare program. Second, the major emphasis of
legislation and administration change in a short term would have to be on
cost containment, because dramatic reductions in benefits or eligibility
or alternatively increases in taxes are not realistic. Third, in the cost
containment area, radical changes in payment or other program features
would have to be subjected to careful evaluation and phased in to permit
adjustnent and implementation.



208

- 155 -

In the area of cost containment, Mr. Morris addressed two issues,
audit and provider payments. Mr. Morris recommended that the Health Care
Financing Acinistraticn abandon its previous policy of reducing
administrative costs and put. more money into audits, which could return,
in certain instances, up to 26:1 in savings. It is his position that any
introduction of a new payment system should be carefully phased in and
should be experimented with, alng with other means of payment. One
example is the target rate program where hospitals will be able to keep
any savings from operating below the target rate.

Several Council members asked questions on the association's position
on prospective reimbursement. The association is not opposed to
prospective reimbursement but feels that it should be implemented in
phases to allow for adjustment. He felt that the incentive in prospective
reimbursement probably would encourage a greater amount of efficiency.

2. Health Insurance Association of America. Mr. Richard Mellman
represented the Health Insurance Association of America. Mr. Meliman's
statement covered two points. The first point was why insurance ocipanies
are concerned about containing medical costs. The second point, why the
larger system of changes is necessary.

In response to high costs, the insurance companies have ocme up with
several methods of cost containment. Among those methods are initiatives
for the cost effective plan design, benefit provisions and other programs,
such as second opinion surgical program, praotion of HMs, preferred
provider plan, and more rational use of cost sharing provisions. More
importantly, though, they feel it is necessary that there be a fundamental
change in the overall reimbursement system. The current system for
reimbursement holds few incentives for providers to practice cost
effective care. His organization came out in favor of prospective
hospital pricing on a ERG basis.

Mr. Mellman's group has been carefully monitoring the New Jersey DRG
system, and although it may be premature, they believe that the system
offers great promise for achieving meaningful economies without
compromising quality of medical care. He encouraged the Council to
consider system-wide, all payer reform. If the all payer system is not
put in place, then there would be cost shifting of an aggregate amount to
the private health insurance companies.

Mr. Heaps and Mr. Balog asked about Medigap insurance coverage. Mr.
Mellman informed the Council that one-third of the Medicare population has
Medigap insurance at an average cost of $150 per year. The insurance
covers 50% - 60% of the benefits.

Mr. Arnold questioned the effectiveness of the DRG system for cost
containment. Mr. Me-lman liked the DEC concept as a cost effective n ethod
to increase productivity. He felt it would be premature to be more
definitive.
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Ms. Aiken asked for clarification on implementing the volunteer system
state by state. Mr. Mellan felt that it could be implemented through
pressure from federal legislation.

3. Group Health Association of America. Mr. Erling Hansen represented
the Group Health Association of America. Mr. Hansen's presentation
focused on highlighting the important role that health maintenance
organizations could play in providing comprehensive medical and hospital
benefits for the Medicare beneficiary. He concentrated on the
significance of the recent amendment to Section 1876 of the Social
Security Act which permitted a true prospective payment to HMEs for
Medicare benefits.

Mr. Hansen continued on the importance this has to the Medicare
beneficiaries who live on a fixed income. They wuld be able to receive
all treatment necessary from a single source and have confidence in
knowing that there would only be a single constant prepayment. Among the
many benefits of this type of arrangement are nb Wkrey'for acceptance of
assignment for any service delivered, no paperwork burden, and an assured
predictable annual medical cost.

Citing New Jersey as an example, Mr. Hansen expressed concern about
the impact of prospective payment on HMOs unless they are given a special
status within the prospective payment program. In New Jersey, the HMOs
had experienced an increase of 20% - 30% in hospital costs attributable to
the DRG program. The New Jersey DRGs do not take into account the
efficiencies of the HM1 hospital system.

In response to questions from the Council, the GHAA representative
reviewed the reasons for the 30% higher cost under DFIs in New Jersey. He
attributed lower costs for HMDs to the way HM4s practice medicine,
specifically, the way they go about running tests, the way they enter
people into the hospital and review them, and the way they treat people in
the cammunity. To a large degree, it centers around the HMOs utilization
controls which are different from other medical groups in the ommunity.
One difference is the HMO patient population is not reflective of the
omiunity, or the Medicare population. Mr. Hansen is encouraged by
Secretary Schweiker's xoraitment to a modified reimbursement rate for HJZs.

4. American Hospital Association. Mr. Jack Owens represented the
American Hospital Association. Mr. Owens outlined the AHA's position on
several problems in the Social Security and Medicare programs. He came
out against interfund borrowing. He emphasized that increased costs for
hospital care was not strictly related to higher costs in the hospital,
but to increased demand by a larger population which is older. Another
area of increase is in the kinm of treatments being given to the elderly.
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One problem is the need for predictability both in what the government
is going to pay out and what revenues needed to be paid in. That problem
could be solved by going to a prospective payment system and he favors the
DRG system. The second problem he focused on was the lack of incentive
within the system o reduce utilization. He believed that this lack of
incentive is due to the per diem basis of payment. A rea-onable solution
to this problem is a cost-per-case approach. He cautioned about going to
an all-payer system. Medicare would end up paying for patients who could
not pay for their own care because they are unemployed or not covered by
insurance.

He next emphasized the lack of incentive for patients to restrain
costs. His solution to this type of problem is some sort of patient
requirement o pay prrt of the bill and in return, the patient would
receive sone form of tax deduction bas-xi on an income limit.

In his discussion after his presentation, Mr. Owens reemphasizeo AHA's
support for the BM form of prospective reimbursement. He did indicate
that the AHA proposed system varied from the Health Care Financing
Administration's proposal. Mr. Owen discounted the California experiment
for contracting out to hospitals as being unworkable for Meoicare. He
also sees extensive revenue shifting in response to Medicare prospective
reimbursement.

5. Federation of American Hospitals.

Executive Director Michael D. Bromberg and Deputy Director Al Baker
represented the Federation of American Hospitals. The Federation of
American Hospitals supported the Council's actions on interfund
borrowing. Mr. Bromberg called for a clarification or a reaffirmation of
the government's (omitment to help care for the elderly. He believes
that a restoration of cost consciousness in providers and patients is
intrinsic to any solution to rising in health costs. Without price
awareness, the demand is infinite.

The FHA is supportive of prospective payment for hospitals and is
supportive of the Adninistration's approach in general, although it will
have amendments which it is going to propose. They are against the $305
deductible, which they feel is too high. They are in favor of a small
copayment during the first 30 or 60 days of hospitalization with a
catastrophic lever on the other end. They also support a voluntary
Medicare private insurance option, otherwise known as a voluntary
voucher. They believe an important step was taken in that direction with
a 95% reimbursement for HMs. They also favor a change in the tax law
which would put a ceiling on the amount of health insurance in the private
sector which is tax free to the employee. It is FHA's position that this
will place a burden equally on all parties to be cost conscious.
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In reply to Council questions, Mr. Brcrberg acknowledged that it is
the physician not the patient that makes most of the decisions regarding
health care utilization. In support of increased cost sharing, EM
believes that if physicians are aware that the patient will have a
substantial liability for the services he provides, or orders, the
physician will think twice and control utilization. All parts of the
system, i.e. patients, hospitals insurers, as well as physicians share the
blame for current problems. Any reform plan should include incentives for
all groups, not just hospitals.

With respect to the potential problem of lower quality of care
resulting frcri utilization controls, Mr. Brcmberg believes that physicians
will not cut corners, simply because of the payment mechanism. Savings
can be achieved through such actions as elimination of unnecessary
week-end hospital stays, preadmission testing, and increased peer review.
He cited HMs as one example of cost effective high quality care and urged
that nany of the incentives offered to HMDs be provided to other types of
health care providers in order to stimulate competition.

For beneficiary cost sharing, Mr. Brcmberg suggestea eliminating the
Part A deductible and instituting a level, per diem cost sharing designed
to achieve the same overall result. He noted that about half of the
Medicare beneficiaries (those with less than average length of stay) might
benefit from such a change. He also indicated support for eliminating the
current bias for inpatient services by equalizing cost sharing between
inpatient and outpatient services.

6. American Society of Internal Medicine. Dr. Monte Malach and Dr.
Tbmas Connally represented the American Society of Internal Medicine.
Dr. Malach is President of the American Society of Internal Medicine and
Dr. Connally is on the Board of Trustees. According to Dr. Malach, it is
ASIM's position that an effective strategy mst be developea to address
the current reimbursement incentives that often have perverse results.
Dr. Connally followed up by outlining specific programs for change. The
first is to eliminate the current bias in favor of technology intensive
procedures and against cognitive services. Dr. Connally quoted a Health
Care Financing Administration study that showed that cognitive services
were u der valued in comparison to surgical procedures. His second point
was that Medicare should provide incentives for providing services in
ambulatory settings instead of more expensive in hospital settings. ASIM
is strongly in favor of regulations which would permit Medicare
reimbursement for any covered procedure, regardless of the setting in
which this is provided as long as the setting is medically appropriate.
Dr. Ccnnally's thira point was that patients should pay cost sharing for
the first 60 days of hospitalization. This should be combined with a
catastrophic coverage, in addition to varying coinsurance rates with
income.
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In response to questioning by the Council, Dr. Malach stated that his
group is in opposition to mandatory assignments. In his opinion, forced
assignment disrupts commsunication with the patient and results in a
breakdown in the quality of care. Additionally, the expected future
increase in the number of physicians will not reduce costs but will start
a dramatic shift in patients competing for physicians.

7. Hone Health Services and Staffing Association. Mr. Frank Samuels
represented the Home Health Services and Staffing Association. Mr.
Samuels stated his organization's position that the present reimbursement
system ignores the preventative and curative care which is available
through home health services.

Mr. Samuel's recommendations to the Council wre two-fold. First,
that home care become the first line of defense in health care and not a
minor appendage, and secondly that there be a gradual expansion of home
care coverage that will avoid over utilization and achieve savings fram
substitution for institutional costs. Home care costs would increase, but
Mr. Samuel's sees a need for careful integration of home health care into
the total health care system.

In the discussion following his presentation, Mr. Samuel expressed the
opinion that home care was not fully utilized due to institutional biases
and a lack of data on overall cost savings.

8. National Mental Health Association. Mr. Robert Vondivier, Director
for Public Policy represented the National Mental Health Association. He
was accompanied by John Ambrose, the Associate Director for Public Policy.

Mr. Vandivier emphasized the lack of adequate mental health treatment
for the elderly. One of the primary reasons for this lack of treatment is
in the diagnosis of mental illness as an inevitable consequence of growing
old. Despite the need, his organization feels that Medicare regulations
severely limit reimbursement for mental health treatment, particularly, in
the outpatient services area, where mentally ill people could be treated
most effectively. This is the result of the historic Medicare bias to
hospital reimbursement.

Medicare should be changed to move toward reimbursement of various
sorts of out-of-hospital treatments available now, which were not
available when Medicare was first enacted. Community health centers, day
treatment programs and new psychiatric drugs are examples of things that
have been developed over the last 15 years. These would help the
seriously mentally ill patient who lives in the community. These issues
should be addressed in the context of cost contairnent. Changes should be
made to Medicare which expand out of hospital care significantly.
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Mr. Vandivier suggested that such changes could include in the benefit
package a trade-off arrangement between hospital and out-of-hospital
care. Yearly limitations on the extent of reimbursement for general
hospital, mental health treatment might also be applied and the resulting
savings used to finance out-of-hospital care. They are strongly against
increasing beneficiary payments through increases in premiums for
deductibles.

9. Medical Sociologist, Amy Neustein, Ph.D. Ms. Neus"_.n gave a
presentation on a program that she developed known as Prospective Payment
Adaptation Program (PPAP). The PPAP program was designed to reduce cost
of care to be equal to or less than an amount of fixed reimbursement under
a prospective payment system. Ms. Neustein advocated a two-year
moratorium on introduction for prospective payment in hospitals which
adopted the PPAP program.

PPAP focuses on procedures for procuring diagnostic information during
patient interviews. Through the method that she reownends, she feels it
would help eliminate necessary tests and procedures. Another area that
PPAP addresses concerns terminal cases in the last stages of illness,
where many physicians use desperate measures for prolongation instead of
using caring measures. This calls for a shift to pain stabilization and
symptan control and away fram life prolongation technology.

Mr. Heaps questioned whether a patient knows enough to discuss
treatment with a physician. Dr. Neustein indicated that using proper
linguistic technology, the physician can guide the patient to a more
accurate description of symptoms, also noting that these techniques are
not deterred by language barriers. To a question on whether hospital
costs will increase even if the DRG system is legislated, Dr. Neustein
responded in the affirmative, citing cost shifts and other complications.

10. Private Citizen, Ms. Audrey Koch. Ms. Koch was a former
rehabilitation teacher of the blind, employed by the Columbia Lighthouse
for the Blind. Ms. Koch advocated an expansion cf benefits to cover
services to the blind. Ms. Koch thought rehabilitation of the handicapped
blind and disabled would remove them fram the expensive nursing hone
setting and put them into a productive and independent status. She quoted
as an example people who were being reimbursed for rehabilitation for
strokes and other disabling.diseases, which did not cover the elderly
blind. She cited specific cases from the work that she had done over the
past three years as to the benefits of rehabilitation.

11. Private Citizen, Mrs. Rosa Hines. Mrs. Hines testified on the
benefits of rehabilitation services for the blind. She had been under the
care of Ms. Koch. Mrs. Hines reviewed her situation - how rehabilitation
had enabled her to get out of a nursing hcme which had been expensive and
establish herself in an environment where she was independent and
productive to the community. It is her feeling that Medicare should pay
for these services, because in the long run, they would be cheaper for the
program.
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12. Volunteer Trustees of Not-for-Profit Hospitals. Mr. Ben Sturges, a
member of the Board of Governors and Linda Miller who is the Executive
Director of Volunteer Trustnes represented the Volunteer Trustees of
Not-for-Profit Hospitals.

Mr. Sturges had suggestions concerning improving the financing of the
trust funds. He advocated moving fram a flat structure of premium and
deductible payments to one based on ability to pay. Under the current
system, the middle and lower incxze beneficiaries contribute a
significantly higher proportion of their expendable income to their
Medicare insurance costs than wealthier patients.

The proposed alternative is to index the beneficiary's costs to his or
her ability to pay. This should generate billions of dollars to the trust
funds. It has a significant precedent in the progressive income tax. It
is his feeling that this is equitable and puts no pressure on providers to
cut back on health care services to the elderly. He addressed the
argument that the Medicare program is an insurance program and that
indexing based on income would violate the insurance principle. He argues
that Medicare beneficiaries and those who have paid into Medicare have
never ever paid the full cost of the program. In addition, times are
desperate and measures must be taken to protect the Medicare beneficiaries
and the elderly who should not have to suffer fran reduced benefits or
increased taxes.

There was further discussion on Mr. Sturges' proposal to index the
deductible and copayments to income. Savings resulting frcm this proposal
were estimated at two billion dollars. Mr. MoCaffree suggested an
alternative approach which would be to give tax credits based on incxme up
to a cap. Mr. McCaffree's suggestion, it was pointed out, would rediire
transferring funds fran general revenues.

13. American Nurses Association. Ms. Ada Jacox, First Vice President and
Director for the Center for Nursing Research at the University of Maryland
and Ms. Cynthia Ditmyer, a staff member, represented the American Nurses
Association.

Ms. Jacox felt that after 18 years of experience with the Medicare
program, it was time to consider sane major structural changes. Her group
does not feel that minor adjustments would suffice. She expressed the
view that Medicare had reached the point where its greatest benefits were
to providers, hospitals and physicians, rather than to the elderly
population, which it was designed to care for.

Despite increases in copayments and deductibles and reducing benefits
across the bcard for the Medicare population, costs continue to rise,
while access of elderly low income people to health care has been eroded.
Ms. Jacox advocated a change from encouraging hospitalization to a more
flexible use of alternative, more cost effective health care settings and
providers.
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She favored prospective reimbursement as a means of encouraging
providers to control costs. She desc:ibed the health care delivery system
as a large black box characterized by excessive profit making and
inefficiency. She also feels that Medicare does not address the loag-term
needs of the elderly, particularly the chronically ill.

Ms. Jacox strongly advocated removing the financial incentives for
costly care, expanding the focus to include a broader range of alternative
health care providers and settings, and maintaining a federal commitment
to health care planning.

In the discussion following Ms. Jacox's remarks, there was a question
as to the reasons for the increasing profits in the medical industry
during recessionary periods. Ms. Jacox thought that the explanation was
due to the high profit margin on medical products. Ms. Jacox also stated
that one of the greatest inefficiencies was the provision of services by
over prepared costly providers. Mr. McKevitt requested that ANA submit
any papers available on that subject.

In response to additional questions from the Council Ms. Jacox
explained that the percentage decrease of nurses over the past 20 years
was due to the cap on salaries, burn out, and dissatisfaction with limits
on authority. Ms. Jacox continued by explaining the lack of nurses and
practitioners in nursing homes was due to the lack of emphasis within the
nursing home industry on funding nursing care. A large part of the
problem is due to reimbursement methods and legal constraints on what
nurses can do. Ms. Jacox attributed a large amount of the inefficiencies
to the overlap in functional responsibilities in the hospital.

14. American Association of Hames for the Aging. Mr. Laurence Lane,
Director of Public Policy, represented the American Association of Homes
for the Aging. Mr. Lane had several points to make on restructuring the
Medicare benefit package. The most basic change his group advocates is
modifications to the provision of long-term care services. He requested
the Council carefully consider the impact on delays in cost of living
adjustments on any additional cost sharing which may be advocated by the
Advisory Council. He also felt that the shift in the Medicare focus to
preventative long-term care services should accompany any significant
changes in cost sharing.

Mr. Lane also requested that the Council consider the recommendation
brought forth by the Federal Council on Aging that a secondary benefit
package under Medicare be provided for the frail elderly. Catastrophic
coverage would be one means of providing this type of secondary care.

Mr. Lane also felt that there would be problems with prospective
reimbursement if it were applied to skilled nursing facilities. It would
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increase the backlog of administrative hospital days. His final point was
that his association believes there is a need for developing a social
entitlement approach to long-term care. One means of doing this would be
the oevelopreent of Medicare Part C. Another possibility would be
developing in coordination with private insurance sane oonsolidation of
certain Medicare and Medicaid features.
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ALISORY COUNCIL CN SOCIAL SE-CURITY

PUBLIC HEARGS REPORTS

HEARING NO. 3

City: San Francisco, California

Date: February 24, 1983

Location: Auditoriun, San Francisoo Department of Public Health
101 Grove Street

Time: 9:00 a.m. - 3:30 p.m.

Advisory Council Members Present:

Dr. Kenneth McCaffree, CI airman
Dr. Linda Aiken
Dr. Richard Pahn

Council Staff Present:

Mr. Thonas R. Burke, Executive Director
Mr. Steven Finlayson
Ms. Virginia Gray
Ms. Julia Lee

Organizations and Individuals Making Oral Presentations:

1. Occupational Therapy Association of California Gary Pow

2. Congress of California Seniors, Inc. Carl Jon

3. Western Gerontological Society

4. Marin Area Agency on Aging

5. California Commission on Aging

6. American Chiropractic Association

7. Chinese American Citizens Alliance

8. Federation of Retired Union Members, AFL-CIO

9. California Association for Adult Day Health
Services

ell

es
Executive Di rector

Charlene Hurrington

Miriam Wallace

Mercia Leton Kahn

Lee R. Selby
President

George Suey
Executive Director

Joseph Lynch
President

Linda Crossaan
Vice President
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10. Senior Opportunity Service Programs of Stanislaus
County

U. San Francisco Hane Health Service

12. Long Term Care Demonstration Project of North
San Diego County

13. Multipurpose Senior Service Project,
San Diego Site

14. Department of Geriatric Services, Mt. Zicn
Hospital and Medical Center

15. Private Citizen

16. Private Citizen

17. On Lok Senior Health Services

18. California Seniors Coalition

19. Occupational Therapist

20. California Legislation Council for Older
Americans

21. Gray Panthers of San Francisco

22. Economic Opportunity Council

23. Gray Panthers of Oakland-Emeryville

24. Gray Panthers of Oakland

25. Department Store Employees Union, Local 1100

26. Private Citizen

John L. Martin
Executive Director

Hadley Dale Hall
executive Director

L borah Hill
Project Director

Evelyn Giet

Barbara Sklar

Director

Margaret S. McGee

Sheman Welden

Maria-Louise Ansak
Executive Director

Frank Freeland
Vice Chairman

Beverly Gehri

Ruth Davidow

Carol jean Wisnieski

Goldie Korman

Eugene Sharee

Rose Dellamorica

William Silverstein

Laing Sibbet

Sminary of Discussion:

1. Occuational Therapy Association of California. Mr. Gary Powell
represented the Occupational Therapy Association. Powell advocated an
expansion of the current rehabilitativ services provided by occupational
therapists under Parts A and B. It is their position that this will lower
long run cost by reducing the reoccurrence of hospitalization for discharged
people whose disabilities are only partially covered by Part B. This is a
logical extension of the treatment provided under Part A in the hospital
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3etting. Progress can be made to improve the Oondition of the elderly by
completing therap-' begun in the hospital in a cowLinity setting under part B.
They strongly support the Boogs' Amendment to Title XVIII of the Social
Security Act which would provide this type of coverage. In subsequent
questioning by Council members, Mr. PoweUl stated his belief that the Boggs'
amendment would actually decrease the cost to the Medicare program. This
would occur by shifting fran professional physical therapists and speech
therapists to occupational therapists in the home at lower cost. Mr. Powell
agreed to submit cost figures on potential savings to the Advisory Council.

2. Congress of California Seniors, Inc. Mr. Carl Jones, Legislative
Director, represented the Congress of California Seniors which is a state-wide
organization affiliated with the National Council of Senior Citizens.
Mr. Jones' association believes that Medicare and Medicaid should be modified
to cover both social services and the medical needs of the elderly. It should
be changed to avoid the loss of resources the elderly suffer in order to
qualify for outpatient benefits. In his opinion the current medical model on
which our health delivery system is based treats only the acute illness and
emphasizes utilization of high technology medicine which results in
unnecessary expenditures of money and human resources. This should be
reoriented to wellness programs and long term care. The programs should be
changed nationally to expand Medicare/Medicaid medical reimbursement to
include preventive health care and health maintenance services that include
outpatient prescription drugs, eye examinations and prescription glasses,
routine physical examinations, routine dental care, dental prosthetics and
hearing aids. Changes should include methods to encourage the use of
noik institutional long term care whenever medically appropriate including home
neahth %.aie, 4,iy (are centers, congregate housing and community based

aUi 5,ine~t. To pay for these added costs, the Congress of California
Senic 1:4 reanrneids mandatory prospective reimbursement for hospital services;
Hospital rate review commissions; negotiated fee schedules for physicians,
hospital services and other providers; limiting the annual growth of hospital
exj,rdit :r -; expanding Medicare/Medicaid coverage to encourage development of
the use of les' expensive non-institutional services; providing easier access
to i LUs; supporting the continuation of state and local health planning
efforts; strengthening state efforts to control fraud and abuse; and mandating
piysician itssinrment under part B. Mr. Jones was against current legislation
by the aduThnistration which would reduce benefits, increase cost sharing or
delay eligibility for Medicare. Dr. MoCaffree asked how Mr. Jones'
reoamizicndaticn far physician assignment would be implemented. Mr. Jones said
that his organization had not worked out a complete proposal and there were a
lt o" questions yet to be answered, such as would all physicians have to
accept a.7sigrmlent or would it be an individual choice by physiciai to accept
assignnent. In response to further questioning, Mr. Jones stated that it was
his opinion that expansion of long term care would reduce costs by shifting
treatment fran institutional care to nursing hones. For other outpatient
types of treatment, Dr. Aiken questioned whether beneficiaries would actually
shift Ircm physicians who do not take assignment to physicians who do take
assignment if assignment became mandatory. Would this create competitive
incentive for more physicians to accept assignnent. Mr. Jones had no
definitive. , information.
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3. Western Gerontological Society. Ms. Charlene Harrington represented the
Western Gerontological Society, an advocacy group for the aged. Western
Gerontological Society spoke out against increases in copayments and
deductibles and the possibility of means testing. They recommend that cost
containment be achieved by making fundamental changes in reimbursement policy
for Medicare. Specifically, they favor controlling rates for all payers
rather than just Medicare. The association supports the Secretary on
prospective reimbursement but recommends that the proposal be extended to
cover all payers. They advocated a strong push for social health maintenance
organizations similar to the current HCFA demonstration. Social health
maintenance organizations were described as similar to the HMD model with
capitated rates but including a full range of long term care services in
addition to hospital and physician services. They believe this proposal will
control cost at the sane time as developing an integrated delivery system for
the aged including a full range of acute chronic care services.

4. Main Area Agency on Aging. Ms. Miriam Wallace spoke for the Matin
County Caomission on Aging. Ms. Wallace expressed her agency' s concern about
the emphasis being placed on cutting Medicare expenses by making the
beneficiary pay a larger share of the costs. It is their position that it is
incorrect to think patients can influence doctors in hospitals to deliver care
at lower costs. Additionally, increasing costs to the beneficiary may
discourage early treatment. The outcome is self-defeating. It will increase
hospital utilization and result in more severe cases requiring acute care.
Patients are not in a position to control utilization. Patients cannot
control visits by non-primary care physicians while in the hospital. Only
containment and control of hospital cost structures will reduce those costs.
Ms. Wallace expressed opposition to the proposed cap saying that financial
cost up to $2,500 are still more than many elderly can bear.

They are also opposed to the proposed voucher system. The elderly may shop
around for less expensive health insurance and end up with less extensive
health care. This would result in a two tier medical care system. One for
those who can afford out-of-pocket expenses of any amount and one for those
whose income is threatened by erosion due to increased gaps in costs in
medical coverage. In response to a question fran Dr. MdCaffree, Ms. Wallace
stated that her organization did not have any fiscal data on costs or a system
that would replace the current deductibles and copayments.

5. California Cmission on Aging. The speaker was Ms. Mercia leton Kahn,
Commissioner for the California Commission on Aging. Ms. Kahn reported that
her mission has had hearings throughout California on health care. There
was a clear indication among California's 4.1 million older citizens that they
wanted a secure, adequate and stable income in old age and accessible,
affordable, and high quality health care. She is opposed to the voucher
system since it opens up the door to unscrupulous insurance companies to

rovide less service and/or inappropriate services. It adds another profit
ayer which may not add to cost effectiveness. Concern with freezing

reimbursement rates and cutting provider reimbursement without controlling



221

- 169 -

total provider rates will result in ost shifts to beneficiaries. The
Camission strongly favors prospective reimbursement. They do not support the
ooncomitant cutbacks in service, increased copayments and share of costs which
are creating severe financial hardship for the state's poor, and discouraging
then from seeking needed health care. Ms. Kahn reported that 10 years ago the
State of California made access to health care for the poor more difficult by
increasing their share of cost. The end result was delayed health care for
the poor until problems became very acute. What the state saved in outpatient
care, it more than paid for in inpatient care.

Dr. Aiken questioned how one could control cost shifting in the Part B
program. Ms. Kahn thought that one possibility was in assignments. She
mentioned experiments in Orange County and San Diego County where a list of
doctors who accepted assignment is being published. As a result, the number
of doctors accepting assignment in California is increasing. She advocated
that assignment experiments be tried by the administration. Vouchers had sane
potential if first adequately tested. Dr. MoCaffree asked for any suggestions
for changing the structure of incentives that induce the decision maker to
reconsider hospitalization. Specifically, incentives to physicians cr the
hospital in the role of decision maker on what services are to be used. Ms.
Kahn felt that one key area to look into would be malpractice, as this results
in a lot of unneessary tests. Another area is physicians giving in to
patients when patients request to stay an additional day. Education in that
area would be beneficial.

6. American Chiropractic Association. Dr. Lee R. Selby represented the
,vnerican Chiropractic Association. It is the position of the American
Chiropractic Society that health care delivery in the United States is geared
to a imnonpoly by the highest price provider groups. They want this to change
to recognize the full resources of all lower cost alternative health care
providers such as dentists, podiatrists, optometrists, and chiropractors.
They recommend the use of tax incentives for health care competition to
encourage the use of lower cost alternative health care providers. They call
for a shift in emphasis from acute care to programs of wellness, as it is much
more efficient and less costly system for preventing disease. Dr. Rahn asked
for specific tax incentive recommendations. Dr. Selby said his organization
did not have specifics. Dr. Aiken questioned whether there would actually be
substitution for current practices or expansion to include other providers
which would result in supplenental treabent. She wondered how this could be
controlled. In Dr. Selby's opinion, lower cost providers actually treat the
sane ailments as physicians it is just that they use different approaches
which are much less costly. Dr. Aiken wondered what would prevent the lower
cost providers from increasing their fees to match the higher cost rather than
having a drop in the physician cost. Dr. Selby replied that was not something
that can be guaranteeed although it should reduce the prices under competition.

7. Chinese American Citizens Alliance. Mr. George Suey is the National
Executive Director of the Chinese American Citizens Alliance. Mr. Suey
expressed opposition to increases in costs to Medicare beneficiaries. Any
increases in costs will impact mainly on elderly females who have few savings

31-294 0 - 84 - 15
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since they have spent their lives raising families and supporting their
homes. The only way to reduce cost and save the system is through cost
containment. The legislature has been at the mercy of the medical industry
and providers which has led to a great deal of tampering with Medicare to the
detriment of the elderly beneficiaries and the poor. He wants the Council to
advise the legislature on the negative impact that changes in the system will
have on the poor beneficiaries of our nation. The poor are particularly
vulnerable because they cannot afford to buy additional coverage through
Medigap insurance to cover the costs passed on to the beneficiary. In
response to questions fram the Council members, Mr. Suey stated that many of
the elderly Asian women are widocs. They are outliving their husbands by 5-10
years. Their inrme is the hare minimum Social Security benefit of a
$180-200. A $45.00 Medicare increase would be a substantial portion of their
income.

8. Federation of Retired Union Members, AFL-CIO. The speaker was
Joseph Lynch, President of the San Francisco Federation of Retired Union
Members. The position of Mr. Lynch's organization is that Medicare has not
significantly improved the status of health care fcr the elderly in this
country. Medicare requires a sizeable amount of patient cost sharing and
provides no protection for catastrophic illness and other services needed most
by the elderly, such as preventive health care, long term care, prescription
drugs, foot care, dental care, and eyeglasses. Since the out-of-pocket
beneficiary costs have not changed and Medicare is increasing its percentage
of the total health care cost at 19 percent per year, obviously the benefits
are going to groups other than the beneficiaries. Specifically, the increases
are going to hospitals and providers. The solution cannot be found in cutting
benefits. His group favors prospective reimbursement but cautions against the
diagnosis related groups (IRG) approad. He urged the Council to take a
strong role in proposing a comprehensive program to reduce overall health care
costs across the board and not strictly for Medicare. He was against current
administration proposals to irxrease beneficiary oust sharing and vouchers.
He sees both options as a tax on the current benefit status of the elderly,
particularly waen, by increasing the portion that would have to be paid for
health care out of fixed incones.

9. California Association for Adult Day Health Services. Linda Crossman,
Director of the Adult Day Care program in Main County, represented the
Association For Adult Day Health Services. The Association advocates
inclusion of adult day health care as a Medicare benefit. Adult day health
care is a comprehensive package of therapuetic and health care services
provided to the elderly in group settings in either free standing or
institutional based facilities. It is a method of delivering health care
services to disabled elderly while allowing them to remain in their hones.
The program has expanded to 800 centers in the last 5 years despite the lack
of a stable source of funding. The association's position is that adult day
health care promotes an optimal level of functioning for disabled older
persons which can reduce the incidence of further disability, acute episodic
illness and hospitalization and the need for nursing home placement. This



223

- 171 -

should reduce health care cost for this population. The association presented
a fact sheet that showed that a person in an adult day health service instead
of a nursing home saves the state of California frame $90.00 a month for people
who are in intermediate care level to $312.00 a month for those who are at the
skilled nursing facility. In a recent California study with approximately 300
clients, the reduction based on the number of eligibles for skilled nursing
facilities resulted in a savings of $292,000 and for those eligible for
intermediate level care there was a savings of $117,000. The health center
delivers approximately 23 hours a month in individual nursing, physical,
speech and xxupational therapy. The package costs approximately $455.00.
The same package delivered at home would be $1,500.00 The association
supports the development of comprehensive community based and long term care
programs of which adult day health care would be w.i.y one component of a range
of needed services. Dr. Aiken questioned whether ai;y-study had been done of
suh:h a program being implemented with cost sharing, particularly a large
copayment. Ms Crossman replied that her group is looking into that in
conjunction with a health maintenance organization for the elderly with a
heavy emphasis on long term care. Ms. Crossman stated that the plan would be
actuarially sound. Based on a question fran Dr. McCaffree, Ms. Crossman
explained that it would be necessary to have a gate keeping mechanism for each
client that would provide a complete assessment of the individual need.

10. Senior Opportunity Service Programs of Stanislaus County. The speaker
for this group was John L. Martin, Executive Director of Senior Opportunity
Service Program of Stanislaus County, Inc. The Senior Opportunity Service
Program is a non-profit agency for providing services to elderly residents of
Stanislaus County. Mr. Martin was specifically speaking for the group within
his organization Living on a fixed inome that could not afford to purchase
supplemental insurance coverage. It is this group that he feels would be most
affected by any decrease in benefits or increase in cost sharing. He cited
cases of people in the group wro were doing without urgently needed medical
attention because of a lack of funds. His response to the problems of the
trust fund was to urge the panel to recommend that additional cost containment
measures be placed on hospitals and physicians. He favored simplifying the
Medicare program billing forms. In response to a question fran Dr. Aiken,
Mr. Martin stated his opinion that very few people in his group had any kind
of catastrophic coverage. The cost of Medigap insurance is prohibitive people
for that live on a fixed income of $5,000-10,000 a year.

11. San Frarcisco Home Health Service. Mr. Hadley Dale Hall represented the
San Francisco 1lone Health Service. Mr. Hall characterized the problems in the
home health care area as being divided into two major groups, fragmentation
and abuse. Fragmentation is the result of reimbursement being spread out
among the various titles of the Social Security Act. Also, there is a
fragmentation in eligibility, management and definition. Abuse centers around
the abuse of patients and is well doznented. Abuses will not be contained
until standards are revised. There were no questions by the Council.
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12. Lcng Term Care Demonstration Project of North San Diego County. The
project was represented by the Director, Deborah Hill. Ms. Hill explained
that this project is a Medicare funded demonstration of acvmunity based lcng
term care. The project is measuring the possibility of eliminating the
revolving door syndrome that has developed in the acute care model by
providing long term care. They are studying a group of people who are
receiving benefits under Medicare that are gradually spending down their
resources. These beneficiaries are going in and out of acute care hospitals
when they really need treatment in a less intense setting. Costs are
escalating as a result of this. Eventually, the costs are transferred to the
Medicaid system and imposed upon the taxpayer. Ms. Hill wants the Advisory
Council to reciomend developnsnt of a national policy for long term care which
would provide a continuum of health care. She emphasized the need for home
health services and an interdisciplinary approach over the long term. The
project is attempting to demonstrate that this approach is successful in cost
containment. The preliminary findings indicate that the project is
succeedi)g. The experimental group is utilizing 25 percent less
hospitalization than the control group and the utilization of the skilled
nursing facility and nursing home has decreased by 40 percent.

13. Multipurxose Senior Service Project, San Diego Site. The project was
represented by Evelyn Giet. It is a Health Care Financing Administration
funded project in the state of California providing information n cost
effective ways of delivering health care to seniors without
institutionalization. Ms. Giet emphasized the high cost burden and cost
sharing that individuals must pay for hae health services and long term care
in the czmunity based setting. The demcrstraticn is showing a marked
decrease in cost of about 20 percent. This is aqoanplished by removing
individuals fra inhospital service to an outpatient setting and from a
skilled nursing facility into the omnunity. For about 1,900 clients, there
was a savings of $4.5 million a year. She rexonmiends developing a very
sophisticated method of eligibility screening which would identify individuals
for treatment in this type of program. The screening would make it possible
to make informed decisions about the appropriate level of care and how long
term care can neet the needs of the clients. The information and system
necessary to set up these screens are available today. This program would
require major modifcation to sources of reimbursement. As long as
reimbursement is fragmented, there will be no indepth look at how to provide
cost effective health care.

14. Department of Geriatric Services, Mt. Zion Hospital and Medical Center.
Barbara Sklar, Director of Geriatric Services spoke for the Mt. Zion Hospital
and Medical Center. She briefed the panel on projects she had directed which
dealt with coordinating hospital based service delivery program in urban
settings. They wre long term care progr ams designed to provide alternatives
to the existing fragmented health care delivery system. Services are tailored
around individual needs and not upon reimbursement methods. An individual is
offered an incentive camunity-based service in which individual needs are
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assessed, appropriate home care services are provided, and independence is
praeoted. One model has a lead agency take administrative responsibility for
oordinating a group of agencies to pmovide a comprehensive array of services
to the elderly in a designated cusnunity. The lead agency is responsible for
planning, developing and implementing the system. The services are purchased
fram existing providers. Where none exist new service programs are
developed. These are all designed to prevent people fran falling through
cracks. Mt. Zion assists each individual through a standardized case
management system. The clients are given comprehensive functional assessments
and the results are presented tb a multidisciplinary team. A social worker,
nurse, physician and where necessary a physical therapist, occupational
therapist, speech therapist or mental health professional, work together to
develop a service plan. The plan is negotiated with the client and with
family or friends as needed. After agreement, implementation of the plan is
monitored by the service coordinator. Service funding combines existing
programs, title 3 of the Older Americans Act, titles, XVIII, XIX and XX of the
Social Security Act, with a group of wavered services under'contract with
Medicare for Project Open and ander Medi-Cal for the San Franbisco
Multi-6ervie Senior Program. The ultimate goal is to demonstrate that
quality, coordinated care is less expensive than institutional care.
Preliminary data from the project indicates there are savings in the area of a
17 percent reduction in overall health expenses. A major savings is the
result of decreased acute hospital utilization. The average length of stay
for the experimental patient is 7.6 days and for the control patient 12 days.
A similar pattern was observed in the skilled nursing facility. Ms. Sklar
strongly advcates federal leadership in proposing legislation which would
permit the merging of funds to allow for more flexibility in the delivery of
health care.

15. Margaret S. McGee, Private Citizen. Ms. McGee spoke as a user of
Medicare benefits. She addressed the question of possible cutbacks in the
benefit allowed for hospital admissions. She felt that increased cust sharing
would guarantee that many people will not be permitted to enter a hospital.
It would be a return to the old practice of hospitals refusing to admit a
patient without a substantial down payment in cash. This would result in
people dying, and a practice cf euthanasia under the mask of fiscal
responsibility. Additionally, Ms. McGee spoke out against the high profits
that hospitals are making. Hospitals should not be making profits since they
are a public service. Another problem mentioned by Ms. McGee was the
difficulty Medicare patients are having finding doctors who will accept
assignment. She thought that this was due to low usual and customary fees.
In response to questioning by Dr. McCaffree, Ms. McGee cited several examples
that she knew of where hospitals were fraudulently billing for tests that had
not been provided.

16. Dr. Sherman Welden, Neuropsycoloist, Private Citizen.
Dr. Sherman Welden was speaking as a private citizen. He is a
neuropsychologist working with a nilti-disciplinary group attempting to
understand Alzheimer's disease. Dr. Welden spoke on the inadequacy in
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Medicare benefits which precludes psychological testing as part of a
diagnosis. As a result of this deficiency many of the elderly are
misdiagnosed. There have been instances where his team has tested people and
determined the proper diagnosis, and then been unable to receive Medicare
reimbursement. He claim that there is an effort on the part of Blue Shield
to eliminate neuropsychological testing as a benefit for older people. Dr.
McCaffree questioned whether neuropsychological testing would be provided more
often if it were prescribed by physicians. Dr. Welden felt that the
physicians did not have sufficient experience in that area to make such
recmmendations.

17. On Lok Senior H.alth Services. The spokesman for the On Lok Health
Services was the Executive Director, Maria-Louise Ansak. On Iok is a
ciimunity-based long term care organization which provides alternatives to
nursing home care. Their goal is to provide a health care delivery system
which contains costs, provides quality care, and is targeted to the sick or
elderly, specifically, those persons eligible for either intermediate or
skilled nursing care. On Lok is similar to health maintenance organizations
except that it provides health and social services to participants through
staff or by contract with providers such as acute care hospitals and nursing
hnes. Since 1979, Medicare has funded the On Lok ocam unity care organization
for dependent adults with the objective of applying the management
reimbursement principles of HMs to the problem of long term care. Contrary
to Medicare, whose reimbursement methodology fosters dependency and encourage;
the use of high cost services, their program attempts to keep the individual
as independent as possible and provide the lowest cost service first. Long
term care providers often use the highest cost service since alternatives are
not available. As an exmple, elderly patients are frequently placed in acute
hspitals on a short tern basis since there is no one available to see them
through a crisis in their homes. On Lok is attempting to find alternatives
and the result has been cost savings. The cost for taking care of On Lok
patients was 21 percent lower than that of a match control group in the
community. There have been major changes in service utilization patterns,
particularly in inpatient to outpatient services. The acute hospitalization
rate for the very frail On Lok patient is lower than that of the healthier
average population. Freedom over the use of resources has led to
creativeness. Low rates have been negotiated for service contracts and lower
cost services have been substituted for high cost services. One of the keys
to success has been the use of multidisciplinary teams to access service
delivery and reassess participants, and the involvement of the coinmunity to
ensure a check for the delivery of high qualit y care. According to On Lok,
HCFA has not taken advantage of their findings or those of other similar long
term care demonstrations which have been run throughout the country. Higher
priority has been given to hospital cost containment, even though hospitall
costs will never be reduced significantly until there has been development of
alternatives to oruinon necessary hospitalization. The current approach by
HCFA is not going to solve the problem of lng term care for a population with
multiple diagnoses and many related social problems. In their opinion HCFA
needs to look at the totality of health and social care for the elderly;
otherwise, its attempts at cost containment are going to be futile.
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18. California Seniors Coaliticn. Frank Freelard, Vice Chairman of the
California Seniors Coalition represented this group. Mr. Freeland spoke on
the inadequacy of a Medicare program which requires additional coverage
through Medigap. Additionally, he claimed that Medigep supplemental policies
are inadequate and the costs exorbitant. He recomended solving this problem
by expanding and improving the Medicare program. Mr. Freeland requested that
there be rollbacks in the increases in the oopayments and deductibles which
have taken place since 1982. He favors establishing a part C optional
insurance program. In response to Mr. Rahn's question on where the additional
money would come from to finance the losses from the rollbacks, Mr. Freeland
stated that the money could be obtained through health care cost containment
and reduction of the cost increases for the hospitals and dxtors.

19. Beverly Gehri, Occupational Therapist. Beverly Gehri is a private
practice occupational therapist speaking as a private citiovi. Ms. Gehri
spoke on the financial benefits of utilizing occupational tl~erapy in a private
practice setting. Ms. Gehri reported that the occupational therapist in a
private practice had lower overhead and operating costs. Tis meant that they
could treat patients for less than if the individual was in an acute care
facility or a skilled nursing facility. She was against capping the
occupational therapy benefit at $500.00. This type of cap results in
beneficiaries being transferred to an acute care fully covered setting as soon
as the $500.00 benefit is reached. A person is taken from an inexpensive
setting and put into a more expensive one with a higher cost to Medicare. Ms.
Gehri advocated covering occupaticnal therapy under Part B, particularly in
the skilled nursing facility where there would be a high return for this type
of treatment in removing people from the nursing facility which would reduce
the number of readmissions to the acute hospital setting.

20. California Leislative Council for Older Americans. Ms. Ruth Davidow
represented the Californa Legislative Council for o12!er Americans.
Ms. Davido* spoke out against additional copayments. She advocated increasing
benefits to cover preventive and educational type services. She is in favor
of a plarmied health care system which would provide for needed services for
the elderly and disabled in the hone and cmaulnity. In her opinion this wo,.:
reduce the runber of acutely ill being institutionalized at greater cost.

Ms. Davidow is in favor of containing provider cost to pay for additional
benefits and coverage for the elderly. The biggest expense to Medicare is the
fact that it is part of an unplanned, unwieldy large non-system.

21. Gray Panthers of San Francisco. Ms. Caroljean Wisnieski represented the
Gray Panthers of San Francisco. Ms. Wisnieski stated that it is the
experience of the Gray Panthers, besed on 3 1/2 years of health insurance
counseling of the elderly, that most of the elderly are suffering from
inflated out-of-pocket costs due to the inadequacies of Medicare as it was
originally legislated. These inadequacies result in actual benefit payments
amounting only to 38 percent of covered medical bills. They see the crux of
the problem as being the unbridled license given to hospitals to inflate
health care costs. They reomnend that the government impose a ceiling on
hospital bills. They advocate passage of the Medicare Physician Reimbursement
Reform Act of 1982 (H.R. 7254). This legislation would provide positive
incentive for more physicians to accept Medicare assignment. In response to
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questions from Dr. McCaffree, Ms. Wisnieski stated that in her opinion she did
not think physicians would accept assigiment if they were locked into a
position of accepting all or none. She is in favor of a case-bp-case approach
on accepting assignment.

22. Economic Oportunity Council. Ms. Goldie Korman represented the
Economic Opportunity Councl. Ms. Korman was against any increase in cost
sharing copayment or deductible in Medicare. Ms. Korman sees the constant
turmoil in the health insurance area as having tremendous impact on the health
of the elderly. They cannot stand the pressure and the fear of constant
changes.

23. Gray Panthers of Oakland-Emeryville. Mr. Eugene Sharee spoke for the
Oakland-Emeryville, Gray Panthers. Mr. Sharee's group opposes to further
increases in the Medicare premium, deductible and coinsurance payment. His
group proposes that for the long run, a comprehensive national health
services plan as proposed by Ron Dellums be enacted. He recommended
reductions in the military budget to cover the additional funding necessary
for health care. He sees it as a question of the country changing priorities
on where it is going to use its resources. Mr. Sharee favored adult day
health service programs which provide care to the elderly in their homes at
lower rates than the cost of placing the individual in a nursing home or acute
care hospital.

24. Gray Panthers of Oakland. Ms. Rose Dellamonica spoke for the Oakland
Gray Panthers. It was Ms. Dellamonica's opinion that Medicare coverage has
been decreasing every since it was originally passed in 1965. She thinks that
the legislative intent of Medicare has been changed through regulation to
reduce and eliminate services that were originally covered. She questioned
the advisability of the revamping of regulations to el~rinate home services in
1969. She sees as the direct result of the elimination of those services a
rise in the nursing home industry with increased cost to Medicare. As a
result of the increase in nursing homes, people have lost their independence
and their dignity.

25. Department Store EMploVees Union, Local 1100. Mr. William Silverstein,
a member of the Department Store Enployees Union retiree group spoke.
Mr. Silverstein was in favor of cost containment as a method of reducing
hospital costs.

26. Private Citizen, Mr. Lainq Sibbet. Mr. Sibbet was the former
coordinator for the Departnent of Senior Services for the County of Shasta.
Mr. Sibbet was in favor of changing the Medicare benefit package to include
home services. Right now, these services are being covered by local
municipalities and counties. When the local government cannot cover the cost
of the service, they pass the patient onto che federal government who has to
pay the increased cost for treatment in an institutional setting. It was his
opinion that it would be cost effective if one agency covered a continuum of
services instead of having it spread out among many agencies.
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Snmary of Discussion:

1. Florida Hospital Association, Inc. Mr. Kenneth McGee, Vice President of
the Florida Hospital Association was the spokesman. Mr. McGee's association
is strongly in favor of prospective reimburse ent to lower the rate of
increase in hospital costs. They view it as a method for the Hospital
Insurance Trust Fund to predict outlays and allow hospitals to improve their
financial planning. They are concerned about the method of change to the
payment system which might cause massive shortfalls in Medicare payments to
specific hospitals, particularly in communities sxh as Miami or St.
Petersburg where there are large ooncentratiors of elderly citizens. The
Association rexomends that the Health Care Financing Administration be
required to make data available to the hospital association so an analysis can
be made of the impact of the new prospective payment system. While this is
being done, they are in favor of a cautious phasing in of the program.

2. CAC Health Plan, Inc. The speaker for the CAC Health Plan was
Mr. Jeffrey Prussin, the Executive Vice President. CAC is a Health
Maintenance Organization in Florida which has been serving Medicare
beneficiaries under a prepaid Medicare demonstration project since November 1,
1982. The CAC plan for Medicare beneficiaries requires no premi in and has
virtually no cost sharing for the Medicare beneficiary. They provide
unlimited hospital and skilled nursing facility days. Other benefits included
in their package are preventive care, outpatient prescription drugs,
comprehensive dental care with copayments, eyeglasses, podiatry, immunization,
and tr-uisportation for routine appointments. They permit beneficiaries a free
choice of physician although, it a beneficiary selects a physician that is not
part of a CAC plan, then CAC only reimburses the physician 80 percent of the
usual, custanary, and reasonable charge and imposes a $100.00 per year
deductible on the beneficiary. Under the demonstration project, CAC receives
95 percent ot the Medicare adjusted area per capita cost. CAC claims that,
they are saving considerable movcy in administrative costs for the Health Care
Firancing Ad7inistration. CAC believes that they save in other areas by
eliminating the need for supplemental insurance and the roll over into
Mediodid fran tne Medicare program. Addi5onally, in their opinion, they
reduce tlie rat,- o inflation and hDspital costs.

3. St. Peters:Wr'j Free Clinic. The speaker was Sister Margarct Freeman,
Executive Dirct r of the St. Petersburg Free Clinic. The St. Petersburg Free
Clinic pro-ides 7,:rvice to people who do not have supplemental overage for
outpatient Nledic-aue cr Medicaid services. Sister Freeman spoke out against
any i In- ra.-xi in -Y ,x~sL of Medicare to the beneficiary. She favors
inst itutic., of -a :-r::n of appropriate care. She defined this as a national
system cf prL .uy ::eaitn care with an entry level of health care which would
be a-ailahle to all people at a reasonable ost. This system should include
parent to physician extenders such as certified nurse midwives, nurse
clinicians, arrj physician assistants. These groups can provide services for
lower reunbursErnent rates than physicians.
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4. Emily Rogers Coeyman, Private Citizen. Ms. mily Rlogers Cceyman spoke as
a private citizen on her own behalf. Ms. Coeyman was against including
federal employees in the Social Security system. In her opinion this would
cost the federal governent and the ta payer more than it would by leaving
the retirement system the way it is currently structured. She advocated
freezing any increases in Medicare until the cost-of-living ir~rease is
restored.

5. Barry Walter, Private Citizen. Mr. Barry Walter spoke on his own
behalf. Mr. Walter was against the need for individuals on low fixed incomes
to spend down their savings in order to qualify for Medicaid to obtain
services whid are not covered by Medicare. Particularly, he was concerned
that many people on fixed incomes could not afford additional Medigap
insurance. He related his personal problems with finding coverage for his
ife who required institutional long term care.

6. Sister Mary Greqoria Rush, Private Citizen. Sister Mary Gregoria Rush
spoke on her own behalf as a private citizen. Sister Rush was against the
current high cost of Medicare. One of the biggest problem in the system is
that it allows users and providers of medical services to ignore costs due to
third party billing. Those unable to afford third party insurance are forced
to do without health care. To resolve this roblem, she made 11
recommendations:

I. Reorganize the system of health care delivery.

2. Let the government set up a decentralized network of clinics staffed
by salaried doctors and other health care workers with a focus on
preventive measures and wellness.

3. Pay hospitals a flat rate based on set prices for the more than 45
different categories of illnesses.

4. Give incentives for cost efficiencies. For example, if the hospital
can cover the cost for less than the flat rate it receives, let it
keep the difference. If it emeeds the cost, then the hospital
receives nothing more from Medicare. This would lead to
approximately $18 billion in savings for Medicare over the next 3
years.

5. Iut a ceiling on reimbursement to hospitals and physicians for
patient care.

6. Tax federal employees who are eligible for Medicare benefits but who
do not pay Social Security taxes.

7. Allow tax breaks or offer incentives by subsidizing comunity care
for the elderly to keep people frcm being institutionalized.

8. Increase the retirement age to 70.
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9. Get a handle on fraud.

10. Put the nation's 10 million unenployed back to work so more dollars
will be paid into the systqn.

U.. Take a look at other countries, especially Japan, for solutions to
Medicare problem.

7. An Schumaker, Private Citizen. Ann Schumaker spoke on her own behalf as
a private citizen. Ms. Schumaker spoke on the draining cost hospital care has
on the elderly, particularly women. It strips then of their dignity and takes
away what few savings they have. The ;roblem is related to the lack of
control on trbspital and Fhysician edi7al costs. She related several personal
experiences which involved abuses by both hospitals and doctors. She believes
doctors are preying upon the elderly who do not understand the system.
Doctors fxrce patients intc acLxpting unnecesary tests and admittances which
drain them of what little rx, y they haw.

8. E. H. Talbert, Private Citizen. Mr. Talbert spoke on his own behalf as a
private citizen. Mr. Talbert expressed his low opinion of the Heal.th Care
Financing Administraticn. The Health Care Financing Administiation is doing
nothing constructive to hold down medical costs. As a result of their
negligence, Cngress is being forced to shift a large share of medical
expenses to the elderly. Among H A'.q specific failures is its inability to
solve the problem of medical ccs'. oonLai:.ent. He recommends that the feral
governmental spend more money on policing tiie medical profession. hA should
do this as one of its primary nissions. He urges increased oimpetiticr, within
the medical profession and that people caught cheating or fraudulently abusing
the system, have their licenses removed and be jailed.

9. Walter Treichel, Private Citizen. Mr. Walter Treichel spoke on his own
behalf as a private citizen. Mr. Treichel spoke on fraud in the Medicare
program. He advo:ates increased prosecution for fraud of doctors who are
abusing Mediczxre to make money. He cxwplained that beneficiaries report fraud
and nothing is done. The cases are nw investigated. He recomiended
increasing the premium and providing 100 percent coverage of all services to
protect low ine beneficiaries wio cannot afford supplemental insurance.
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Summary of Discussion:

1. Action Canittee to Implement the Mental Health Reccumendaticrs of the
1981 White Conference on Aing. Bernice Neugarten represented the Action
Carmittee. The Action Camittee is concerned with the issues related to the
financing, organization, and delivery of mental health services to older
Americans. It is the belief of the Action Camittee, based on findings of the
1981 White House Conference on Aging and studies by other organizations, that
mental health care conntrated on an inpatient physical health oriented
treatment model is often less effective than outpatient treatment for the
majority of Enotional behavioral diffic 4jes that are experienced by older
people. Despite this, Medicare coverage* outpatient mental health care is
restricted to $250 per year with a coinsurance. In their opinion, as a result
of these policies, thousands of older Americans are foregoing treatment for
psychological problems or are receiving inappropriate intensive and expensive
inpatient mental health care. The committee feels that the problems of the
elderly in many cases can be treated through relatively short term therapy
which usually can be administered on an outpatient basis. Specific changes
recommended by the Action Committee are first, the annual limit for outpatient
care should be expanded to $1,000 per year, which would allcw between 15-20
sessions of therapy. Second, coinsurance requirements should be decreased to
20 percent to be equal to coinsurance requirements for physical health care.
Third, the Medicare program should cover services by non-physician mental
health providers such as psychologists, social workers and psychiatric nurses
as well as physician services provided through the community health centers
and medical centers. This would expand the availability of services and
stimulate providers to more generally recognize and treat older persons. In
response to a question from Mr. Stetler, Ms. Neugarten informed the Oouncil
that there was no specific action going on at this time in Congress to
implement their reocrmendations on mental health.

2. Private Citizen, Martin Tater. Martin Tater represented himself as a
private citizen. Mr. Tater advocated separating Social Security from
Medicare. He wants Social Security to he set up as a separate administration
with funding strictly from Social Security revenue sources currently in
place. He rearmended that Medicare be set up as a separate administration
with benefits financed strictly fra general revenues. He favors restricting
Social Security and Medicare benefits to citizens of the United State.s. Mr.
Tater felt that this had to be done in order to provide security for future
generations.

3. Society for Hcspital Social Work Directors. The speaker for the Society
for Hospital Social Work Directors was Maria Davis. Ms. Davis was against any
changes in the reinbursement formula for Medicare which would place an
additional burden on the elderly. Any increase in copayments would place a
heavy burden on the elderly populatin. The result of this type of burden
would make preventive medicine unaffordable to the elderly. People coning
into the hospital would have more severe illnesses and would need more major
medical intervention with hospital stays which are
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significantly longer. She mentioned home health care, adult day care, foster
care and outpatient mental health care as systems designed to prevent the
elderly from having to be crmitted to hospitals or institutions at higher
rates.

4. American Medical Peer Review Association. The American Medical Peer
Review Association was represented by their President, Howard Strawcutter,
M.D. Dr. Strawcutter described several problems that might occur under recent
changes to the Medicare laws in 1WFAW and the proposed prospective payment
system. Sane of the impacts resulting fran TEFR might be inappropriate
admission of patients who should be cared for on an outpatient basis, favoring
admission of patients within each DRG group whose costs are comparatively low;
allowing bias to affect the selection of principle diagnosis for patients with
multiple diagnoses in order to obtain higher parents; withholding clinical
services; substituting less expensive services; and delaying the use of new
technology in order to reduce the cost which would encourage greater overall
use of services in subsequent stages. Dr. Strawcutter emphasized that the
administration has not focused any attention on quality and appropriateness of
medical care. It is his group's feeling that true utilization review can only
be conducted by skilled professionals. Only medical review at the local level
will protect the cost effectiveness of care in the aggregate by reducing
unnecessary readnissicrn or preventing unacceptable levels of care. He
believe -that an effective utilization and quality review system must continue
to operate to monitor hospital admission practices, quality of care, the
docunentatian necessary to conduct evaluations of patient care and to indicate
corrective action as necessary. In response to a question from the Council,
Dr. Strawcutter clarified that he thought that abuses in the admittance
patterns would be more likely in for-prcf it hospitals since they can more
easily avoid admitting the sickest types of patients. Dr. Strawcutter
mentioned the probability of the admission of beneficiaries who had previously
been treated on an outpatient basis. Dr. Strawcutter was asked what the
reasoning was behind the administration attempt to eliminate peer review. He
responded that he thought it was a move on the administration's part to
eliminate what they perceive as a regulatory function and to open medicine up
to the free market forces.

5. American Medical Association. Gerald R. Schenken, M.D., Vice Chairman of
the Amerlcan Medical Association Council on Legislation spoke for the AMA. He
outlined how recent tectmological breakthroughs in medicine had driven the
cost of med:1cal care higher. To control increasing cost two approaches have
been recognized. The first, which has been used over the last few years was
to reduce the demand on the Part A trust fund by changing the laws governing
the scope and operation of the program. The second approach is to increase
the FIC tax which goes to support the Hospital Insurance Trust Fund. The AM
cbes not support any increases in the program or major restructuring unless
there are adequate assurances that there will be continued appropriate high
quality care available to all beneficiaries. If this caLnot be done then
Congress must recognize the problem and infonm the American public that they
are reducing the earlier promises of the Medicare program. It is their
position that the experience with Medicare shows the need for integrated short
and long term national health policy. The AbA has undertaken such a program
involving all sectors of the American public including physicians, federal
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government, business, hospital assxiations and beneficiaries. They expect
the first results from this project later this year. In regards to the
administration proposals the AMA is opposed to immediate adoption of the
prospective payment program. They would rather see a demonstration of the
proposal. They are opposed to the elimination of the one percent add-on to
hospital target rates which allows for increases in intensity of care. They
do not support the Medicare voucher system but would rather see demonstrations
and experimentation with diverse approaches to vouchers. The AMA supports
catastrophic coverage for Medicare beneficiaries with copayments during early
hospitalization, but they are concerned about the anmnt of copayment that has
been proposed and the timing of the implementation. They are opposed to the
proposed 1 year freeze on physician re i r;'ursement under the Medicare
reasonable charge system. They want Axgress to ensure that the Medicare
Trust Fund will be restored after it has been weakened by interfund
borrowing. They are in favor of increasing the H1 portion of the FICA tax on
employees and employers. Mr. Rahn questioned Dr. Schenken as to whether the
AMA realizes the impact of increasing payroll taxes on the unemployment rate.
Dr. Schenken reply that they did but the impact on unemployment hd to be
weighed against the promises that had been made to the elderly. Mr. Bays
asked Dr. Schenken to comment on physician assignment. Mr. Schenken did not
think the AMA has taken an irdepth survey on physician attitudes toward
assignment. Mr. Balog questioned why assignment rates vary by age, geographic
region and medical specialty. Dr. Schenken did not know. Dr. Schenken
thought- that any-type of mandatory assignment would not necessarily deny the
Medicare beneficiary treatment but it would surely deny the beneficiary some
access to care. It would downgrade the importance of the dialogue between the
doctor and the patient on ways to use resources available. In the end, it
tvoIld be punitive to the beneficiary. In response to a question on defensive
medicine and the feasibil.y of medical malpractice pool insurance, Dr.
Scheken did not think that the physician should be immune to the risk for poor
practice. In response to a question on the extent of defensive medicine, he
felt that approximately four percent of medical practice was defensive.

6. Ancilla Domini Health Services, Inc. Mr. Richard A. Batt, Vice President
of Ancilla Dcxmini Health Services represented that organization. Mr. Batt
advised the Council members that the country is moving toward a two tier
health care system. One tier is carigced of high quality service for those
who are employed and the other tier covers the poor and the elderly who have
been treated previously through titles XVIII and XIX. His organization
advocates a national dialogue on whether American society should have a
national health policy which provides a general level of quality basic
services to persons of all socio-econonic means or whether to continue to
permit the two tier health system to develop. Additionally, this g:oup
advocates a basic structural reform of the health care system. They are for
spending less money on hospitals and more money on ambulatory care, home
health services, day care, homemaker services and preventive services. Mr.
Batt emphasized the impxtance of the long term financial health of the Social
Security program. He favors mandatory and universal coverage. His final
recommendations were for development of a long term strategy for long term
health care to prevent the random development of policy at high cost, as high
technology advances are made to prolong the life of individuals.

31-294 0 - 84 - 16
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7. St. Mary's Hospital, East St Louis, Illinois. Mr. James C. Bell,
director of ocrnmunity relations represented St. Mary's Hospital. St. Mary's
is a private not-for-profit hospital. Mr. Bell addressed the problem
resulting fran the Tax Equity and Fiscal Responsibility Act of 1982. Under
the changes to Medicare, high quality, high efficiency hospitals such as St.
Mary's will be penalized for having been cost effective. This is due to cost
increases being restricted to eight percent fcr 1983, even though St. Mary's
rate per discharge is 36 percent below the norm for the region. This clearly
demonstrates that the target rate limits place a greater penalty on
institutions which have been cost effective in the past. Under the proposed
prospective payment system using DRG's, if the rates are set on historic oost
and not regional or national basis then the efficient hospital. will be treated
the same as the inefficient. This will be unfair a=d damaging to the most
efficient providers.

8. American Federation of Home Health Agenciesc Inc. The Federation
president, Karen Linnell was the speaker. Ms. Linnell was present to advocate
expansion of hone health care services as a cost effective and mre humane
treatment modality for large numbers of elderly Americans. She bases this on
the changes that have taken place in society Which have reduced the family
ability to assist the elderly person. The most significant factor that has
changed has been the increase in working wmnen. Additionally, the health care
needs of the elderly have changed dramatically since 1965 when Medicare was
enacted. No longer is acute illness the problem that it was at that tine.
This change means that more of the elderly are surviving the acute phases of
their illness and face a relatively long period of chronic illness with
debilitating conditions. Most of the elderly are unable to meet the stringent
Medicare requirements for home health care. As a result they are
institutionalized which dramatically increases medical epenses. Ms. Linnell
made the following reccamendations:

1. Modify the present definition of intermittent skilled nursing and
houe health aide services to permit up to 60 daily visits of each for
each illness.

2. Remove the requirement that a patient be confined to his residence to
receive home health services under Medicare.

3. Cover drugs and biologicals in the home setting for patients under a
hane health plan of treatment.

4. Cover hw*e health aide and homemaker services without the
prerequisite that patients require skilled nursing, physical or
speech tierapy so the provision of hame health aide and hamemaker
services would prevent institutionalization.

5. Provide for added incentives for home care, including adoption of
patient assessment and referral mechanisms for all elective
institutional admissions, tax credits for people who care for elderly
family members at home and reduce Medicare institutional
reimbursement for those diagnoses that can be treated by home health
services.
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In response to a question fran the Council on the potential for exploitation
and abuse of Uhe rogram, Ms. Linnell replied that in the state of Michigan
hone health agencies are closely monitored by both the Department of Public
Health and Blue Crcss/Blue Shield of Michigan, the Medicare intermediary.

9. Legal Assistance to Medicare Patients. This group was represented by an
attorney, Mr. William A. Daibi. This is a legal advocacy group representing
Medicare beneficiaries. Mr. Danbi spoke against the administration proposals
for oopaments and freezing physicians reimbursement as a inethod of
controlling utilization. In his opinion, the system oontrols utilization and
there is no overutilization of services at this point. He views the
additional oopayments and freezes as a means of reducing Medicare expenditures
and reducing utilization not oontrolling a nonexistent overutilization. They
will have an adverse impact on the health care of the elderly by keeping the
beneficiaries away f ran the services they require. Mr. Danbi advocates a
total restructuring cf the Medicare program which will replace the current
restrictics n beneficiary aoess to care. Part of this restructuring would
be to use the economic power of the Medicare program to fcoe physiciars to
aooept assignment. Another area of reform would be to shift the emphasis
toward preventive medicine particularly in the early stage of diagnosis. This
would include reconsideration of the needs cf the chronically ill individual.
In Mr. Danbi's opinion there is misadninistration of the program through the
denying of benefits to individuals who should be covered, according t : the
intent of Congress. rhe administration is arbitrarily withholding Lenefits
through denial and redefinition. In response to a question fro the Concil,

Mr. Daibi expressed the opinion that if there were more ski-led nursing
Facilities their utilization would reduce the hospital .ctdys of beneficiaries.

10. Kansas Association of Hai,:e Health Agencies. The speaker, Yvonne Olsen is
President of the Kansas Associatin of Home Health Agencies. The Kansas
Associatin advocates hone care as a means cf reducing Medicare cost. They
are against the proposals to increase the deductible and ocpayments.
Ms. Olsen thinks the result of any increases will be in discouraging
utilization of medical services by the aging who simply cannot afford
increased out-of-pocket expenses. They are strongly in favor of hcspioe
coverage as defined in the Tax Equity and Fiscal Responsibility Act of 1982.
In the area of vouchers they do not recumnend that a system be immediately
implemented. They would prefer to see a pilot study done first. She
questioned the advisability of vouchers, since the profit incentive would add
to the administration costs on the premiums of any vouL:her program.

11. Renal Physicians Association. Dr. Alan Kanter represented the Renal
Physicians Association. Dr. Kanter described the End Stage Renal Disease
program as a very unique $1 billion a year operation being run by the Health
Care Financing Administratin. The program has been crst effective. One
example is the fact that dialysis today costs less than dialysis did in 1967.
In Dr. Kanter's opinion, one of the problems of maintaining continuing cost
efficiency in this program is the lack cf continuity in the Health Care
Financing Administration' s senior management. The changes in management
within HCFA prevent any continuity in the pranulgation of rules and
regulations. Also, the changes in management create delays and protract
decision making which adds cost to the program.



240

- 188 -

12. American Health Care Associaticn. C. Robert Norman, President of the
Indiana Health Care Association spoke for the American Health Care Association
which represents long term health care facilities. This association makes
recxmrndations for the financing ard coverage of extended care services under
Medicare. He described the misunderstanding of the elderly that Medicare
coverage is comprehensive. In particular he spoke about the restrictive
medical eligibility criteria for skilled nursing facility care. Medicare
currently pays less than two percent of the nation's nursing hane costs. As a
result, nursing home patients and their families are stuck with 42 percent of
the over $20 billion cost. Specific recommendations by the association were:

1. Implement a prospective reimbursement sy stem for skilled nursing
facilities. Currently, over 2/3 of the state Medicaid programs have
successfully employed prospective payment system for nursing homes.

2. Set a reasonable fixed coinsurance amount for skilled nursing
facilities. They recomend disconnecting the artifical linkage
between the percentage of the SNF payment rate and the inflationary
hospital cost.

3. Redefine the allowable coverage for skilled nursing care to permit a
broader range of nursing hare services, particularly intermediate
care. These should provide itmoe economic and appropriate services to
the Medicare beneficiary.

4. Implement the Congressional directive to eliminiate the minimum 3 day
prior hospitalization requirement for skilled nursing facility
cove rage.

5. Redefine of the spell of illness to eliminate inconsistencies. The
spell should end when the beneficiary is neither under Medicare
inpatient treatment or skilled nursing facility treatment.

6. Reimburse for services performed by physician assistants and nurse
practitioners under the supervision of a physician, acting within the
scope of their license to conduct Medicare required visits and
recerti fi ciation.

These combined recommendations should conserve program spending, improve
service to the beneficiary, and enhance the provision of lcng term care. In
response to a question from the Council, Mr. Norman described their proposals
as being cost neutral. Initially there would be a shift in cost from
inpatient care to the skilled nursing facility, but it is their position that
it is a long run opportunity for reduction in total program oost through the
shift in care.

13. Visiting Nurses Association of Evanston. The presenter was Kate Carey,
Executive Director of the Visiting Nurses Association of Evanston. Ms. Carey
was also speaking for the Illinois Council of Home Health Services. Ms. Carey
described the beneficial effects Medicare has had on the elderly to date. She
then described the shortoomings of the Medicare program. Specifically, she
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addressed the problem of lack of coverage for mundane every day needs,
particularly, chronic care for the elderly. In her opinion, the focus of
Medicare needs to be shifted to include an expanded role for hae care. She
described bme care as being less expensive than hospital care and mure
supportive of independence. She cited the hospice program as being a step in
the right direction. Ms. Carey recomnended prudent use of homemakers, more
thoughtful use of hame health aides and strengthening the use of social
service assistance for the individual. Her position is to focus on a shift
from the high cost setting, where 74 percent of the dollars go, to the louer
cost more humane setting where the people are. Another recommendation was
that the Council examine the bonanza that Medicare has been for hospitals,
physicians, and intermediaries, and that be the area that the Council look for
economies. Copayments and deductibles were described as punitive measures
against the elderly who are already beleagured.

14. Evanston Commission on Aging. The Evanston Cc=missicn on Aging was
represented by the secretary, Roselle Hart. Ms. Hart addressed four points
that are considered vital by her organization bo any future plan for Medicare.

1. Medicare should remain an insurance program which makes means testing
unacceptable.

2. Cost savings should be acomplished through hospital cost containment
rather than beneficiary deductibles and coinsurance.

3. Home based health services should be expanded to enable a person to
continue living in their home.

4. Medicare should be expanded to provide an array of services to the
chronically ill who cannot remain in their bases. This should
include nursing homes and other institutions.

15. Illinois Department of Aging. Mr. Albert Neely spoke for the Illinois
Department of Aging. Mr. Neely spoke about the problems facing minority
Medicare beneficiaries, particularly the female elderly who comprise a
disproportionate share of the population below the proverty line. Mr. Neely's
department had several recommendations to make to Medicare to correct the
problems of the poor elderly. Specifically, he referred to a program
administered by the state of Illinois which provides community care and
support services to reduce incidence of institutionalization of people over
age 60. Aproximately U,000 people are currently utilizing the services.
Another reccrwoendation of his department is to provide tax credits to families
who provide care to older people in their own homes. One area that he is
concerned with is putting constraints on the constant rise in deductibles and
coinsurance cost being borne by the beneficiaries. In addition to this, they
would like to see more emphasis placed on promotion of wellness programs and a
preventive care concept. Mr. Neely recommended the Council look into a means
of improving the rate of acceptance of assignment by physicians. He concluded
his comments by emphasizing that techniques needed to be developed which would
not place the sole burden of cost containment on the consumer but rather on
the health system itself which has the prime responsibility for determining
utilization.
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16. Jennie J. Wolf, Private Citizen. Ms. Wolf spoke as a private citizen
about her views on Medicare. Ms. Wolf favored taking Medicare out of Social
Security. She was against having to pay Medicare taxes after age 65 even
though the person may be working.

17. American Pathology Fourdation. Dr. Perry A. Lambird, president, American
Pathology Foundaticn, was the speaker. Dr. Lambird's association presented
seven approaches to revising Medicare.

1. His organization believes that through financing, the amoint of
services for Medicare are actually rationed. This includes rationing
of quality of services and rationing of innovation. It is his
feeling that hospitals, doctors, and the federal government should be
removed from decisior-making based on rationing. The patient should
be the one to determine what quality and what level of care would be
received.

2. In the area of payments for medical and hospital services, his group
reocimmends the establishment of an indemnity payment system or
individual IRA trust fund which would pay bonuses to individuals
based on controlling expenditures. Under the IMA concept, there
would be no Medicare payroll tax. The bonuses would encourage people
to control utilization which would result in a decrease in medical
cost. This would provide a psychological incentive to the patient bo
control services at the time they are rendered. The system would
include catastrophic health coverage and provide first dollar
coverage in excess of what is available currently.

3. The Medicare program should have any associated welfare benefits cut
out from the medical hospital benefits which are covered under the
program. Specifically, End Stage Rtnal Disease programs should be
removed fran Medicare coverage.

4. Dr. Lambird recommends that the Department of Health and Human
Services increase the number of experiments in hospital reimbursement
techniques.

5. The foundation recommends that the Council propose the reinstitution
of the Health Insurance Benefits Advisory Council in the Department
of Health ard Human Services. It is his opinion that this would
eliminate the advisary relationship between the Medicare
administrators ard the providers.

6. Dr. Lambird reovmnends that the Adviscry Council obtain the American
Medical Association health policy agenda, study it and follow its
guidelines.

7. He recommends that the Council sport the continuation of basic
research and tedhnological development in medicine. In his opinion
the recent administrations have been anti-tectnology and have
attempted to block the continuing development of medicine.
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In response to a question fran the Council on different methods of handling
physician assignment, Mr. tanbird felt that the main problem with assignment
is the cap on the usual prevailing, and, customary fees that Medicare pays.
The rate Medicare pays is well belcw the inflation rate of treatment provided
by the physician. As a result, the physiciars are not interested in
assignment. If assignment is mandated, then it is his opinion there will
develop a two class medical system for the beneficiary. The Council asked for
Dr. Lanbird's opinion an the extent of the problem of practicing defensive
medicine and if a possible solution might not be a Medicare administered
insurance program. Dr. Lanbird thought that the problem of defensive medicine
is rot as significant as is touted. He does not believe that the government
would effectively manage an insurance program and that this should be left in
the hands of the free market system and private sector.

18. Suburban Cook County Area Agency on Aging. Johnathan Lavin, Ececutive
Director, Suburban Cook County Area Agency on Aging, was the speaker. Mr.
Lavin related the problems older Americans ave in obtaining affordable health
care. Over the past 3 years, the cost to the individual for medical treatment
has increased at an a lerated rate. Shifting of these increases to the
elderly is becoming oppressive to the point where the elderly ate having to
make budgeting decisions which may force an older person to neglect medical
care for more urgent needs until the medical condition has became truly
chronic. Mr. Lavin was against the negative approaches that are being pursued
to control cost. For example, one method is denying more claims which results
ird shifting the payment to the beneficiary and increasing the beneficiary
portion of cost. He re-oommends a prospective payment system for controlling
cost. He is in favor of a total system of long term care which should be
oamunity based. In response to a question f ran the Council on how to fund
the proposed total system for health, care, Mr. Lavin felt that at this point,
the funding for the elderly was broken into several categories. If you were a
worker at sane point, then Medicare was willing to pay for your acute care,
but if you were not a worker or you were impoverished, then Medicaid would pay
for your long term needs.

19. Illinois Nurses Association. 'Ie president of the Illinois Nurses
Association, Joann Page, spoke. Ms. Page described the inadequacies and the
gaps in coverage in the benefits in the Medicare program. She w&s concerned
about the lack Cf attention to the long term needs of the elderly. Because of
the lack of an alternative to institutional care, many older Americans must
either live in a skilled nursing home, where the level of care is often .higher
than they need, or try to remain in their own homes where care may be
inadequate or non-existent and insurance rarely covers needed health
services. Additicnally, her 9:otp is against increased copaynents or
deductibles which will impose a growing financial burden on the Medicare
beneficiaries who are least able to absorb increasing costs. They reconended
several changes to Medicare to canpensate for the problems that they foresee.

1. Study and design a prcspective payment system.

2. Look at a variety of alternatives for financing and providing health
care, such as a preferred provider organization.
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3. Shift the emphasis of Medicare from cost of institutional health care
to a broader focus on more cost effective alternative providers of
health care outside of institutions.

4. Modify the continued physician control of patient access to health
care by giving a greater role to alternative providers and health
services.

5. Insure cost efficiency by the government renewing its coamitment and
support for Medicare by approving and strengthening health care
planning. Based on the past experience deregulation results in a
proliferation of costs.

20. Gray Panthers. Agnes Ranseen represented the Gray Panterx. The Gray
Panthers were in favor of enlarging health care benefits and making it more
accessible to people in need. She spoke about the detrimenta'. effect of
increasing copayments and deductibles for individuals who are on fixsd
pensions. Ms. Ranseen does not want the elderly to have to mke the choice
between food or health care.

21. Edna Summers, Private Citizen. Edna Smers spoke on her o n behalf as a
private citizen. She was formerly an aldennan fran Evanston. Ms. SiUmers
spoke about the advantages, both financial and moral, to the elderly of
expanding hme health services and home care for the disabled. When it comes
to budget cutting, she recommended looking at the duplication of expensive
equipment and the increases in hospital costs as areas for controlling the
rise of expensive health care. She was against anything which would deprive
the elderly, who have contributed to the Ocmmunity, of their dignity such as a
means test. She was strongly in favor of retaining the insurance concept of
Medicare.

22. Natioral Council of Senior Citizens. Ms. Loretta Simmons is an advisor
to the Northwst Council Senior Citizens. Ms. Simmons claims that many senior
citizens, after 16 years of Medicare, still do not have the services that the
program was designed to provide. She maintains that the public, particularly
the elderly, want better access to health care and not the limits and the
reductions in benefits whid are being proposed in Wasingtcn. Ms. Simnons
was against the increases in deductibles and additional copayments being
proposed. She was against any kind of a means test. Another point of concern
was the lack of representation of elderly on the Advisory Council. The
Council was weighted in favor of the business community. Noching was being
done to curtail the profits in medical care whereas much is being done to
curtial the benefits. In response to questions from tne Council, Ms. Sizmons
said she favored using general revenues by cutting the military budget to
finare expansion of benefits and access for the elderly.

23. Sandra Johnson, Private Citizen. Sandra Johnson, a social worker, spoke
on her own behalf. Ms. Johnson reported that anxg the elderly, their major
concern was the skyrocketing cost of Medicare. Four specific areas that she
addressed as being problem for the elderly were:
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1. The process of filing for Part B Medicare benefits.

2. The question of non-ooverage of preventive health visits.

3. The fact that mental health outpatient care i3 limited to $250.00 per
calendar year.

4. Home health care proprietary agencies versus voluntary agencies.

She cited HM)s as an example of how preventive health care can reduce health
care expenses. She was against the special privileges which permit
proprietary hoe health care coverage to exceed the coverage which could be
provided by voluntary agencies.

24. William Griffith, Private Citizen. Mr. Griffith spoke on his oa.n
behalf. Mr. Griffith was against the voucher plan. As a former insurance
salesman, he feels that private insurance companies are offering inadequate
overage compared to Medicare. In his opinion, a voucher plan would lead to
serious insecurity on the part of the elderly as to their future health care.
The current Medicare system on the other hand does leave a degree of
confidence and stability in the minds of senior citizens. It is his opinion
that it would be better to continue reviewing the Medicare program and .
inroving it than creating a competitive voucher plan. Another area that Mr.
Griffith recommended for change was improving and increasing the number of
audits on physician and hospital bills. One way to do this would be to offer
a bonus or ;xcrwission to claim processors. The money would are from the
Medicare system from recoveries from excessive billings by doctor and
hospital. Mr. Griffith urged the Council to look at methods to increase the
assignment rate among physicians. He favors catastrohpic coverage. He sees
the fear of long term debilitating illness as being a primary factor of
insecurity in the elderly. He reormends inclusion of catastrophic coverage
in Medicare. His final recommendation was to develop a system of preventive
medicine for Medicare. This, in his opinion, would reduce the long term cost
to the program. He specifically recommended HbOs as a means of doing this.

25. North Shore Senior Center. Pat Taylor, Executive Director of the North
Shore Senior Center spoke on behalf of the sanior citizens at her center.
Ms. Taylor was part of the 1981 White House Conference on Aging and spoke on
the resolutions that resulted fran that conference. Particularly, she spoke
about the charges that the Conference made to Congress and the President to
develop a national health po y which would assure full comprehensive health
services to all Americans. In her opinion we cannot expect a tax on the
diminishing number of workers to finance a health system where cost are double
the inflation rate. She sees the crisis in Medicare as only part of the
problem the whole nation is facing. It is a problem where steadily increasing
costs are increasing the expense to the worker and to the user of the system.
This crisis is due to a patchwork quilt of self-defeating policies. She is
not in favor of spending any more money trying to repair a system which is not
working and probably has never worked as it was intended. She sees the
ountry as needing a ftrzxamental change. We have a national responsibility
for health care and the Council must develop a plan to provide this to the
citizens.
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26. Wilmette Housing Camission. Jean R. Cleland represented the Wilmette
Housing Camission. Ms. Cleland is a canmtuity service worker with the
elderly in Wilmette. She spoke about the daily problems people have with the
Medicare system. To them it is cmplicated and confusing. They feel that in
many cases, coverage is both inadequate and generous. The beneficiaries are
unfamiliar with what is covered and what is not covered. Nor are they aware
of the chan es that ocetr frame time to time. As a result, they do not know
how to make claims. In some cases they do not even apply because they are
cynical and do not believe Medicare would pay f r anything. They have
difficulty keeping track of the claims and reimbursements. As a result, they
are over-insured with medigap insurance even when they cannot afford it. They
are strongly in favor of preventive health coverage so they will not have to
put off seeing a doctor for precautionary care when they cannot afford it.
Her solution to some of these problems is in encouraging assignment and
developing the health maintenance organization method of providing health care.

27, Aid for independent Living. The spokesperson for Aid to Independent
Living was Phyllis Upshaw. Aid for Independent Living provides horne
services. This group is in favor of extending Medicare coverage to
non-medical bae services as a means of improving health prevention and
reducing the cost of institutional care. Ms. Upshaw felt that this would
reduce admissions bo hospitals and costs to the Medicare program. Also,
mental and physical problems could be identified earlier before they have d
chance to beome severe. She cited several examples of cases where te
independent living worker determined a problem existed and referred th3 case
for further development.
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ALVISCRY COUNCIL CN SOCIAL SECJRITY
PtBUC HRING RP ORS

HEARING NO. 6

New Brunswick, New Jersey

Mard 22, 1983

The Labor Education Center

9:00 A.M. - 5:00 P.M.

Advisory Council Members Present:

Linda H. Aiken - Chairperson
Janes Balog
Alvin E. Heaps

Council Staff Present:

Tbrmas R. rurke, Eecutiv Director
Steven Finlayson
Julia Lee
Judith Peres
Eugene Scanzera

Organizatians and Individuals Making Oral Presentations:

1. Brookdale Center on Aging

2. Rutgers Camunity Health Plan

3. American Jewish Ccngrezis

4. The New Jersey State Society of Anesthesiologists

5. The New York State Office of Aging

6. New Jersey Psihological Association

7. The New Jersey Federation of Senior Citizens

8. The Medical Society of New Jersey

9. The John F. Kennedy Medical Center

10. The Action Alliance of Senior Citi ns
of Greater Philadelphia

11. The Senior Adult Council of the Jewish Y's and
Centers of Greater Philadelphia

Daniel G. Fish

Poger B irnbsum

Martin Hoch ba um

Arganey L. Lucas

Craiq Poihemus

Bart Rossi

John E. Kelly

Howard Slobodian

Jcseph Sherber

Jack Zucker

SeYo ur Kornbl um

City:

Date:

Location:

Time:
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12. The Archdiocese of Philadelphia
Senior Citizens Council

13. The Rutgers University College of Nursing

14. The National Cormittee an Nursing

15. The New Jersey State Nurses Association

16. The Essex County Division en Aging

17. The New Jersey State Department of Health

18. The Hcne Health Agency Assenbly

19. The Loeb Center for Nursing and Rehabilitation,
Montefiore Hcspital

20. Private citizen

21. Private citizen

22. Private citizen

23. Private citizen

24. Private citizen

John Boyle

Lucille Joel

Ernest May

Suzanne Hawes

Jcseph Bernstein

Faith Goldschnidt

Winifred Livengood

Genrose Alfano

Eline McGriff

Miriam Dinerman

Suzie Mundhen k

Lucille Mahn

Shirley Dozier

Sumnar of Discussion:

1. Broofdale Center on Aging. Mr. Daniel G. Fish represented the
Brookdale Center on Aging. The Center objected to both means te-sting
Medicare, and catastrophic coverage. In the area of regulatory
restrictions, it was suggested that the Health Care Financing
Administration relax its restrictions on home health care services and
skiuled nursing facility care, in order to reduce the costs of
unnecessary instituticnalizaticns and prolonged hospital stays.

In conclusion, Mr. Fish acknowledged the need to contain ccsts, but
favored initiatives which did not shift the ost turden to
beneficiaries. He gave the hospice program as an example of such an
alternative. In response to a question on catastrophic coverage, he
explained that the Center is not opposed to the principle of the
program, but to an increase in costs for so m&.y beneficiaries with
benefits for so few. Finally, he commented on the lack of
representation of Medicare beneficiaries on the Council.



249

. 197 -

2. Rutgers Ccrmunity Health Plan. Mr. Roger Birnbaum represented the
Rutgers muity Health Plan and addressed proposed legislation that
would change Medicare reimbursement to hospitals to a prospective per
case basis, and the implications of tis change for HMOs.

First, Mr. Birnbaum stated that HMfs believe in prospective
reimbursement, hut pointed out several problems which arise due to
this system. These include: the negative consequences of an all payer
system, the neutralization and reversal of HM incentives to reduce
length of stay, and the hesitation of HMOs to enter into risk based
Medicare contracts.

Mr. Bernbaum concluded that movement toward an all payer per case
reimbursement system should include provisions to ensure the
negotiating flexibility of HMOs. In response to questions, he stated
that recent legislation seems to address the major concerns of HMOs.
He offered to submit data comparing the utilization patterns and
length of stay of beneficiaries in the Rutgers Plan to those in
general.

3. The American Jewish Congress, (AJC). Mr. Martin Hochbaum represented
the American Jewish Congress. Mr. Hochbaun summarized several
concerns of the AJC. These included an increase in the deductible,
which would amount to over $1,000 in sane cases as well as
postponement of nuich needed medical care, and the %cucher proposal, in
that it would not guard against decreasing benefits to the elderly.
Mr. Hochbatml urged the Advisory Coucil to oppose the continued
existence of the prior hospitalization requirement for skilled nursing
facilities, on the grounds that it leads to the placement of patients
into hospitals Vor the sole purpose of establishing eligibility. He
expressed the desire for expansion of the $250 limit on psychiatric
coverage under Medicare, since the amount of benefits and services
that can be received from this sum are minimal. He also stated the
need to expand custodial care and to include preventive care
provisions under Medicare.

When questioned an whether oc not the AJC had given thought to
financing increased benefits, Mr. Hochbaum alluded to increasing
taxes, the need for changes in legislation and gaps in coverage.

4. The New Jersey State Society of Anesthesiologists (NJSSA). Mr.
Arganey L. Lucas represented the NJSSA. Mr. Lucas requested t!.at the
Council reconsider the new regulations concerning anesthesiologists in
the provision of care to Medicare patients. He then mentioned
possible solutions to these problem.

Mr. Lucas first discussed the unsatisfactory nature of recovery room
regulations. He indicated that it would require the abandonment of
the anesthesized patient in the recovery room, where 8% of
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pcst-operative mortality occurs. This would pose major problems for
patients as well as anesthesiologists, who would be exposed to
malpractice cla.iirs. Mr. Lucas pointed out that several
inconsistencies in the regulations could lead to the possible
abandonment of the life-saving role of floating anesthesiologists on
cardiac arrest teams. Mr. Lucas offered several suggestions for the
improvement of regulations concerning operating and recovery rocrm.

In response to giestions, Mr. Lucas stated that the malpractice
insurance for New Jersey anesthesiologists was an annual premium of
$17,000. He also stated that the Medicare program should not do
anything about defensive medicine.

5. New York State Office -of Aging (NMCA). Mr. Craig Polhemus
represented the N)OA. Mr. Polhemus stated that three major pending
administration proposals snuld be shelved. These included the
proposals to index the Part B deductible, to alter the rate of
increase for the Part B premium, and to restructure hospitaI cost
sharing. After sunnarizing the proposals statistically and
analytically, he explained that they justly shifted costs to more
than 17 million Medicare recipients. He suggested that in their
place, the Council might aonslaoer deeloping a bipartisan proposal for
Medicare, which would balance reasonable cost onstraints with a
rational funding base that cbes not penalize the elderly.

During questioning, Mr.. Polhemus suggested prospective budgeting for
hospitals as an example of an initiative which would balance
reasonable cost constraints without imposing unjust penalties. He
suggested as a funding base, general revenue financing and ranges in
payroll taxes, but added that the State of New York could not endorse
such suggestions at this time. He also stated that he would subnit
for the record, estimates as to the burden on the State Medicaid
Program of hospital cost sharing.

6. New Jersey Psychological Association (NJPA). Mr. Bart Rossi
represented the NJPA. Mr. Rcssi spoke on the lack of coverage for
mental health benefits under Medicare and the increased costs
resulting from this deficiency. He illustrated this with several
examples of cases in which psychologists prevented unnecessary
hospitalizations, but were not adequately reimbursed for their
services. Mr. Rossi also criticized aspects of non-ccpetiticn,
stating that it revented qualified psychologists fra making
referrals. In inclusion, Mr. Rossi suggested that mental health
coverage be provided in the form of a specific ceiling for
reimbursement. He also suggested the institution of the 80-20
copaypent rate that is used for all other services under Medicare.
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7. The New Jersey Federation of Senior Citizens (JFTM). Mr. John E.
Kelley represented the NJFSC. Mr. Kelly stated that the problems with
escalating medical costs are a result of provisions in the law which
prohibit Medicare from negotiating fees with providers. This,
combined with the emasculation of Parts A and B has benefited
providers and harmed beneficiaries.

After questions and discussion on incentives to encourage assignment,
Mr. Kelly suggested that the initial disbursement method of the
Medicare law be changed so that the Government could negotiate fees.

8. The Medical Society of New Jersey X4SNJ. Dr. Hcward Slobodien
represented the MSNJ and summarized three problems with the
Administration's prospective payment proposals. His first criticism
pertained to the unproven effectiveness of the ORG system. Secondly,
he pointed to the lack of information as to the true costs of the
program; and lastly, to the lack of data on physician involvement in
the program. While the untested nature of the program could lead to a
number of complications, such as rewarding institutions with rapid
turnovers, the problems related to osts include ct-shifting to
beneficiaries. Additionally, lack of data on physician involvement
might cause the breakdown of the program.

With respect to financing, Mr. Slcbodien stated the desire of the SNJ
for both long and short-term solutions for Medicare and Social
Security. As a final item, he criticized the redefinition of the term
physician in that it would remove responsibility from those with full
plenary licenses.

In response to questions, Mr. Slobodien stated that fee structures
should be made to be reflective of current costs in order to get more
physicians to accept assignment. Problems of defensive practice and
physician cost control were also discussed.

9. The John F. Kennedy Medical Center. Mr. Joseph Sherber represented
the John F. Kennedy Medical Center. Mr. Sherber stated his view of
two specific reforms necessary in the Medicare system, i.e. the
unification of the reimbursement systems for hospitals and doctors,
and the making of out-patient treatment and home care programs viable
alternatives to unnecessary hospitalizations, by allowing
reL:Tbursenent for both types of services at the same time. His
response to a question concerning the combination of home health and
out-patient services was to include them under Part A.

10. The Action Alliance of Senior Citizens of Greater Philadelphia. Mr.
Jack Zucker represented the Action Alliance of Senior Citizens of
Greater Philadelphia. Mr. Zucker began by stating his dismay that no
Medicare beneficiaries were represented on the Council. He also
stated that the hearings should be more widely publicized.
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The Action Alliance of Senior Citizens is opposed to increased cost
sharing for Parts A and B of Medicare, the Administration's voucher
system proposal, and added copaynents for catastrophic insurance.
They supported prospective reimbursement to reduce hospital costs and
demanded that Medicare beneficiaries be given access to names of
doctors who accept assignment.

In conclusion, Mr. Zucker expressed the need to expand contributions
from general revenues to Medicare, and for a national health service
program.

11. The Senior Adult Council of the Jewish Y's and Centers of Greater
Philadelphia. Mr. Seymour Kornblum represented the Senior Adult

cil. Mr. Kornblum commented on the absence of Medicare
beneficiaries on the Advisory Council. He stated that his
organization was troubled by the Administration's proposed ranges in
the health care system and by their failure to address the need for
long-term care and preventive care. Mr. Kornblum stated that his
organization was opposed to transferring costs to beneficiaries,
increased deductibles, vouchers, and means tests and to increased cost
containment. They supported a universal national insurance system,
but until its inception, urged the following: (1) requiring all
physicians to accept assignment, with the provision of a more rational
base fot establishing fees, (2) installing the prospective panent
plan with the provision of a monitoring structure to ensure quality of
care, (3) liberalizing medical eligibility to provide for the
unemployed, and (4) ensuring competition between insurance plans.

12. The Ardcdiooese of Philadelphia Senior Citizens Council. Mr. John
Boyle represented the Archdiocese of Philadelphia Senior Citizens
Council. Mr. Boyle stated that his organization was opposed to co6t
snaring for Medicare beneficiaries. He argued that what is needed is
a comprehensive co~t containment program for all sectors of the health
care field, and in the long-term, a national heath insurance program.
In conclusion, Mr. Boyle stated that Medicare problems should not be
solved by benefit cuts, but by an infusion of general funds.

13. The Rutgers University College of Nursing. Dr. Lucille Joel
represented the Rugters University College of Nursing. Dr. Joel
offered three recommendation for curtailing health care costs:
formalization of nurse's rights bo serve as a substitute for more
costly provider professionals (including reimbursement for their
services); providing alternative services to costly
institutionalization; and incorporating a methodology into rate
setting and reimbursement which maximizes regulatory control of
Medicare dollars.
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During questioning, Dr. Joel stated that direct reimbursement has been
provided tor nurses certified in the psychiatric mental health nursing
praqtioe (through CHAMUS), commercial programs on the state level,
and for nurse mid-wives (through a new provision under Medicaid).

14. The Naticnal Ccmnittee on Nursiry. Dr. Ernest May represented
NC and suggested two basic recu ,endations to the Council, that all
types of nursing education programs be continued in order to provide
enough nurses to staff hospitals, nursing homes, health care agencies,
industry schools, and defense forces; and that sane support be shifted
from medical clinical teaching to nursing clinical teaching in
hospitals. The purpose of this is to allow colleges to work more
closely with hospitals to bridge the gap between nursing education and
nursing service, and thus provide more and better nursing ed,,zatL.i.

15. New Jersey State Nurses Association (NJSNA). Dr. Suzanne Hawes
represented the NJS1,1A. Dr. Hawes suimarized her organization's views
in three major areas o- health care, the recomendation that nurses
services be substituted for those of more cstly providers; that
reimbursement be expanded to cover home care services; and that
reimbursement cover commmity nursing centers. Dr. Hawes stated the
organization's opposition to increased beneficiary oopayIents, and
support of prospective payment under the condition that nursing
intensity resource use be addressed as a separate ciost unit.

During questioning, Dr. Hawes stated that nursing care would occupy an
even greater role in health care if there were a voucher system since
quality of care can be delivered at low otst.

16. The Essex County Division on Aging. Mr. Joseph Bernstein represented
the Essex County Division on Aging. *Mr. Bernstein stated his
disappointment in the lack of representation of retirees on the
Council and the lack of publicity of the hearings. He stated his
organization's opposition to groups such as the AMA and the AJA which
he described as "out to protect their members." He stated that
changes in Medicare should be directed toward these groups, not
beneficiaries. In particular, Mr. Bernstein mentioned that rapidly
rising doctor's fees rmust be controlled and requested that the
Govermnent do its best to protect beneficiaries fram costs which are
increasing to levels beyond their ability to pay.

17. The New Jersey State Department of Health. Ms. Faith Goldschmidt
represented the New Jersey State Department of Health. Ms.
Goldsctmidt stated several benefits of the DRG system, i.e. equitable
allocation of resources, efficient usage of resources, equity across
all payers (no massive cost shifting), and the encouragement of
quality of care to all patients regardless of socio-economic status.
She also mentioned the need for an outlier policy for atypical
resource use, as well as the need for extensive computer capability, a
phasinq-in period and a system of education, if the system is

31-294 0 - 84 - 17
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instituted nationwide. She also mentioned the need for an independent
monitoring system (to ensure quality of care), new technology, and
flexibility for states to hnplement their own systems.

In conclusion, Ms. Goldschmidt stated that the ERG system has been
successful in containing health care costs in New Jersey. During
questioning, Ms. Goldsanidt mentioned an increase in bulk buying among
hospitals as a ost saving measure. There were also several questions
pertaining to teaching hospitals and to the handling of capital. In
response, Ms. Goldschmidt offered to submit fuctimr informational
material.

18. Home Health Agency Assembly (HAA). Winifred S. Livengood represented
HAA. Ms. Livengood stated that hoe health care should occupy a key
position in the health care delivery system because it provides a less
costly alternative of long-term care and is necessary to assist those
elderly who are severely impaired due to strokes, heart attacks, etc.
Also, policies which limit reimbursement to skilled care only should
be reformed. 1 Ms. Livengood stated that the HHAA supported an
organized program of health maintenance monitoring to aid those with
less severe chronic disabilities.

In conclusion, Ms. Livengood stated that if these measures are taken
into account, the health of the elderly would improve and medical
costs would decline.

19. Loeb Center for Nursing and Rehabilitation, Montefiore Hospital. Ms.
Genrose Alfan represented the Loeb Center for Nursing and
Rehabilitation. Ms. Alfano suggested that a special level of
hospital-based extended care, catering to the needs of the disabled or
minimally functional, be formulated. This level of care would fall
between acute and nursing home care and would encourage the
achievement of maxinum functional independence during patient
recuperation. Ms. ALfano cited studies which indicated that the
readmission rate of patients discharged frame Loeb Center was 3%, while
that of patients discharged to hame care programs was 15%. Studies
also indicated that Loeb Center patients fared better and at less
overall costs than other patients. Thus, although this category of
extended care is a costly one, it would cut down on the frequency of
readmissions to acute hospitals and admissions to nursing hones.

20. Dr. Erline McGriff (private citizen). Speaking as a nursing educator,
Dr. McGr1ff stated that Medicare should not subsidize hospitals for
nursing education costs, and that nursing as a learned profession
belongs in colleges and universities.

21. Miriam Dinerman (private citizen). Ms. Dinerman expressed her concern
over the lack of support and disincentives for family care and the
lack of adequate home based alternatives in Medicare which result in
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costly ard unnecessary hospital stays and ins titutionalizations. She
also expressed concern over the lack of social workers in nursing
homes resulting in a great deal Cf inefficiency. Finally, she stated
that comunity health centers should be reimbursed for treatment of
alcoholics in ceder to avoid increased costs resting from
unnecessary hospitalizations.

22. Suzie Mundhenk (private citizen). Ms. Mundhenk Ebinted out gaps in
Medicare services, resulting fram the lack of alternatives for home
care. Included were personal care services, medical day care and
REElT care services.

23. Lucille Mahn (private citizen). Ms. Mahn pointed out the benefits of
extended family care provided by the West Hudson Extended Care
Facility. For example, it decreases length of loepital stay, allowing
patients to return to their hanes. She stated that education
concerning Medicare must be provided to the great numher of senior
citizens who db not understand the system.

24. Shirley Dozier (Rrivate citizen). Ms. Dozier presented a breakdown of
c:ctor's fees and visits to nursing hanes, and a breakdown Cf fees for
home health care.
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ADVISORY COUNCIL ON SOCIAL SECURITY
PUBLIC HEARINGS REPORTS

HEARING NO. 7

City: Washington, D. C.

Date: April 6, 1983

Location: Hubert H. Humphrey Building
200 Independence Avenue, S.W.

Advisory Council Members Present:

Dr. Otis R. Bowen, Chairman
Mr. James Balog
Mr. Samuel Howard
Mr. James 0. McKevItt

Council Staff Present:

Mr. Thomas R. Burke, Executive Director
Mr. Steven Finlayson
Ms. Virginia Gray
Mr. Phil Jos
Ms. Judith Peres
Mr. Stephen Siegel
Ms. Wendy Suslak
Mr. Will Woistein
Ms. Julia Lee

The purpose of this hearing was to obtain Input from various members of the
public regarding the assignment provisions of the Medicare program.

1. American Society of Internal Medicine - N. Thomas Connally, M.D. The
American Society of Internal Medicine presented Its view that based on a
survey of its membership, it believes that the Individual assignment option
is in the best interest of the Medicare patient and the physician. It should
be retained In its current form. The Society based Its support of this position
on a survey of its 18,000 members to which over 1,100 members responded.
Their survey data also Indicates that the members of the society are more
likely to accept assignment than they have been in the past. A survey done
In 1977 Indicated that 38.5 percent of the members accepted assignment on
Medicare claims, while In 1982, the rate was 45.9 percent.

In response to questions concerning assignment, Dr. Connally said that if
the assignment option was eliminated ASIM would encourage physicians to discuss
their fees with patients, and if necessary, lower their fees. Another option
would be for physicians to recommend qualified surgeons who are willing to
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accct as>i-i nent oe - tros-c tho arc not. He 31so stated that physicians
would prefer a s stem of annual assignment to one of manJutry assirr ent
if faced .,it sucn a con ice.

Or. ConnalIy also stated that ASI1. supported prospective hospital rei mL, urse'nent.
but mentioned t.vo specific problems ,itoi the DRG s,'st.2m. First. the comp l ica-
tions caused by multiple diagnoes, and secondly, the lack of any type of
home health care. He stated that ne would '.ot object to making phys ician
fees public knowledge. His stand on defensive ,rejicine Viost that it played
a major role in increasing costs. He tho,,glt that physci ans 4o.jn ' elcom
a system of insurance coverage? provided oy Medicare.

2. National Ccuncil of Ci,,ior Citizens - R.:cnar Shoeraker. 7-e Natioral
Council of Senior Citizcis tck t-,e position that physician cno):.s uJder
the assigr,ent provision. 1S 3 major reason for the elcerlv out-f-Docket
expenses. They ceIiE.,e that assiqiflent shoc ic be made a mard atD,!p oprti,'o
of the P:ed icare pro ri-. 'Ar. homemaker pointed ot that at one t me the
Council Lsed HCFA daa to publis- lists o' s-.s'ians .no azepted assignnent.
That data is no longer available. Mr. Soceiscar also state that tle Nation.l
Council I of Senior Citizens supports the ioea of promoting the jse of or.;paij
or caoitation rates for poysiciar, services.

In response to questions, ,Ir. Sihc.raker stated that the Natior al Council
supports a national ealto insurance program for all payers. He alsC stted
that mar,datory assigniert vculu eliminate part of toe financial barrier to
access to ie3Ith care and tout toe focI point for shifting cets Sou!d
be poys;cians, not -ereficIaries.

3, at i a I .ea I to Task Force. 'r,, P;ntners - Frances Klafter, Ciai-person.
Ms. Kiafter reviewed the National Healt', Task Force's efforts to organiz.
a national vti;care assignment campaign. They used HCFA data to oublish
lists C F pnyS*C ia's ,) v3r ious areas. i rc ui-g ' ashington, D. C., .,ho w.,ouId
accept ass ign:ent. She stated tnat trs effort rad b, een very successful
until HCFA dec 'ced .-ot: to provide to e ir format ion to the public anI loncrr.
Ms. Klafter and the N;at Irnal ealth Ti.: Force of the Gray 0ant-ers believe
trat te current assign e-t provisicrs roose an unfair burden on t e el r ., I,:
in requirin.al them to t.,e ,ut-of-p-et payments to physicians .inc-ut 'now-
ledge s; ,etier or ot thy accept s'rerts.

-e rican ir Iloca a Asscc at i D - j ,-. Ssii , ,. , , r .I

n oo:,cal Assoc ' scz-cs .- or:-: Dir -" .:I.<. D:a 5scs'a
ass.;- -eot, -- st¢ir ;e!ieves -t ,olunttr-rctr - cr04 ce s- it.

i c i re s :s cot :atiers and ohys c -s. Tey are cpoosez :o .- e :a
of a mancator, ass rn,.ent provs ion. 2'. S nIdt indicated trat '-e .,as not
oppose to tie itea o publison-g a 'st of cofsicions in the area .no acrep t
ass : .1 I-_en t .

,r ng -.est icn , iion. l S i ldt ,a3 q, s e tinre,: acout "Is ass rt Ion trat ra 'ar ,,
a 5s51 r~ f . a ;nac: ep ta e to bt ' t r,_-r s 2--d be-e f i ~ es, r. c, I:

a ao= c e. ', t , ng st s 0' rCsli3n names a: -e -ass;cn-ert
rats, ne--------------tc associat5'- a= o
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,:,osit.' r3.i r4.c w to hriml Mod cdr-, costs down, ou, t et !i tntiq t :t ,ffnr:
t- );a to sut, b> c",rC-ntrottJ on hospi Lals not physic ;&n.

5. Amtrican Medical Association - 4iiiiam R. Felts., .. O. Since the i-captior
of' Ce 'Medics-e orograT, efforts nave been rrade to reduce tr,e lCvel of reimcr, :-
nent -iaJe to physicians. initial toe Medic.re fprz -a-n set tni reasonhztie
c'arga at the 33rd percentile of the prevailing charge. That was reJuced
t3 75tn percentile and further li-nited by tie M!edicare Economic Index. lidditional
pto lens rcs.,Ited because of the time lag whiCn exists in calcu1-ring pdet d
reasonable charges and the fact t~at the Medicare Eccnomi,: Index is bascd
or, 1971 data. The American medicall Association believes that tihe current
volunt: ry assignment prov.sion permits the physi-ian to decide on whet er
or not to accept assignment. and permits the beneficiary the opportunity
to cec ite -,hether cr not to use a part icu!ar physician. Citing 1979 data.
the Am-erican M1ed ics! Association pointed out that nationally, 51.1 percent
of all cIaims -.,,?re assigred. This represented 50.7 percent of all charges.
Tie'r data also indica-ers that the higher the charges on the clai ms, t:e
greater to likelirocd t-lat the physician will accept assignment. Or. Felts
Su ge W4 that if the CouncHI reconmerds that the 1e,:icare program adopt
a mandatorv eesmgrment provision, it should also recorr;end provisions to
assure t'at the reasonable charge determinations are updated and Tai rtaiec

at an equitable level for physicians.

I-, response to questions, Or. Felts stated that the AM!A l,,as rot yet dutirm'i Ped
its position on the pvblishc of lists of physician names ard their a-signment
rates. Me also stated that he would not object to toe institution of toe
DRC system for pnysician as long as it was done on an experimental basis,
Or. Felts also objected to getting fees directly from a hospital for hospital
irp3tiec. ; since physicians would lose their ability to direct patient core.
FInally, ne stated that even if allowable charges viere fair and reaserable,
he ,ould st il object to mandatory assignment:

. ie Shield Cf Pennsvi/ania - Leroy K. Mann. President. In 1032, t-.-!
ass;rc : rats_ in Pennsylvania was above 70 percent vnereas tIe atimonr-I
35S5 ,i"e t rate ,,as -pp-oxioately 50 percent. r. Ma n felt that tohee ..ere
a rluocar oY: factors ,,oicn affec ed each car-ier's assignment ra-e, ore -:
toe -ost imPortant being owsmc ian participation in toe Blue Shield Plor's
crVat busiess. He felt that the hig ner Z.e assignment rate, .e r-_a-
toe e-efit to cenemiciar es in reducing their out-of-cocket exoense2s, ri

i e t ,em o te j. cult burden of a:terptie i o fill out coc,
S-rm5 5cr to s Jre.1C 5 proorea7s. e suggest., a ,,rb

- :"-.Le %_rt-er :rct'- o:e assr-ert rates. Cr'-rs arc C
cote- cc-municacico arc coocerat or. z t!e co.ysician .CLo , -r-L'e

.oat treir claims are accurately and prcrptlh processed ard also ass.r5 -3t
reas-nble reimbursement rates are adequate. Second, Mr. Mann state at
it erv ;iToortant that the beneficIaries be educated about assic'-eot.
sir:e ., 'do rot uIIy understand .,hat the provsion means.

7. e Shield c Mas-ac"'.sets - Jonn Lerkin Tocraso-. Presicrt. 'ss-:t..;
. e -o e id is unique in :-at mt is Ce en lv Sue ShOi, I in t-e -a: i. n
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rIhch Dr 3s re;ui r.f unc- state la. to particioste in t', pjmn'3

priva-t Jus re . if ne Cce. -et, t-e plan ,diII payfleit ,:r the " i c en
or his pati -t eor services renr-dc.res. Ni -_t'Y five -r:' t of 3l' 1 'vsic;_0s

in MassZcnu-sett: nave a contractt to participate in the Ekfe 7hieis pr vate
business plans. Current v, trer is 3 ;at or concernirg -t: cus b> n[i-
truss ip ica: a n of ti s stEt-ts, Ali t"cugh MaSsachuSetts 1,.O S :e;.lb
over ass ig-_nent rate for .u c are is 73.I ptr:re-c i ..e obov- thu rt is.-c!
avura ) ), it varies siQnificC l-, y from .C percent in tre Cce Cod 3re-a. to>
ver 30 p-rc nt rin t2c os cr area. in a d'tcn. there is 5ianficanL vZr-atio

within various spec ialt ies. r. Thoiupson ponteo cut that one '9 toe most
significant factors as to ,.,'e:her t assignment rate is n-igh or low s' .ms
to be z n- concentration of phy ;cians o' a givr seoialt. i-, a given georaohic
area. He felt that ,eht- or not the Ccur- recommends r a t the_ as or .: nL
provision to made mantu tory, it is riperat i -at the enefic iary be relroved
from tie process of i Ing Mei ca-e cIa i-ns h suggested -at Zoth tht car ier-
and HCFA reec to fjrt er eate aen-fjicar ies nn tne meaning ic t7e im7p1 cat
of the decision to accp): assignment. He a so belies V-at it wouldd bt
benef;cial to 7ake z,ailaLle to rie public, lists of physiciEn inlicati nt
those .4ro uereral 1 do o, do lot accent ass ignment in a ,] /an area.

3. 31S e Cros ,3S e Shield of Flor;da - 3i 1 L 'c-g, Director of Miedicare
3 Cor.r.:n c.- t 3 . Ft hLi. 3iue Shield expects to Proces-. 16 ' : Iion Part
8 chai.s n >83. t has a. -solorme-t r-ite oF app,'o K.imatci2 -7 r-ircer t.
,M,. Lot rev e.4e1 se 3 reascr3 wa y physician's co not accept p1.ent
inc t~. A t-e fact the ,ec, :are rnso ai e char Cet erntm i ra a. signifi-

cant; 1,, , tan '. sunor itte.j charges. a lack of und-rstn ', o 6rv, Medic r-
reasona? e :rar : et, rrne.r, tons, the la delay in rec r aye- y s . 2nd

otner ,euats 'cci:',ves for acceptirg a_-s.;rmer,. H e el i-v e- tat F I

le Soicl ,s -'p -7.nrttton of electronic ledi n claims -,r. s- e. e
ohysic1,7,s rCre ncl ined to, accent 3s 'wiCr I t sin:e the 2r2 a, ie t, rece -
faster ament. He sqgesLel s .vera' ocssl e a -s :3o - .o coar

-ith t'e prcn'e - -ov.er assitU-rert 3t5 .. The -C .1r .-r r
physic i-c t. accent ass t '-,ren t , A 5t' u t r q c . .-
nechanism 'a's3" 4;.rmse ;h...,'cc s tc acc-ct 3m qnert.

T re 3rcl 1ei 'r- . -- 'A -r- - ---

, -. i13J ':- e d t--, -e t.e . r-r, r' . - -

zi 3 J

"c "'- -", -, "- --. -- 7- ',-.

'1 t -e .r ,. r ' e Insex S'-c.u r .S" .o "~ t" , " cs'oee t

ii 95 ic .t. rcte,, t ,s "r Se -r rz . '-rt n

tefrS~ivania r'.olve s cc-' -t< 2  7 co..'o3 cc ' e c-. Ira so-al
relatonamocs 5-[' c< in-:to ci-. s e , coos c ,:.-." :..la:.... a ar rno.s, or
la3ns, etc., ,ere citu-e5. S. -'CpS , r r " '.' - 'c---etts.
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s i. 3 c afi.irn pi t /en pv sic iin and benefi: 3ries as a m,ai)s of
d r , 1ini,;j -%1' acceptable Ie of foes in 6he arju as jn inc.,nt iye ',r ' p y ici jnS
tj' a:cept aiJn,reit. T'.,--e Bs f,'-ther d isc'ission on ti e advaitag;s ,o
31 as3iJ,, t for aI fo, a fixed period of time.

Q. A-n r ica, Collce cf ,sicians - Helen L. Smints, AOD., F.A.C.P., Chairo-irc-.
Healto Care Finaan n; Sunconmi ttee. The current t ass'gio,, nt provision-s refle,:t
a dile'nni. in tee d-livery of :ealth cart. On tne or, hand, t ere is the
belief tnat it is unacceptable to F3il to provide health services to anyone
on the basis of inability to pay. On thc other side, it appears to be a

onsensu; tha1t the financial -eality precludes providing services to all
patients iKrcspective of :'-eir needs. That has happened is that the physician
is forced to nake the co ice, cn a case-by-case basis, as to the degree of
financial risk tie is willing to take in provide g services. The current
Medicare Zacononic Index fails to fully take into ac:oult the facts that are
involved in the practice of medicine in !383. The problem .Vith the index
that it locks in the reimbursement disparities between geographic areas without
recognizing changes i - c.ie costs of practicing in different areas of the
count-y. Another sor;ous problem physicians are faced wvith is the admiristra-
tire cost and paoerwork burden of filling out Medicare claims . 'nhZlout de-1i-o
With these strjc'tural problems, the American College of Physicians believes
that, physicians will not be any more inclined to accept assigrment in toe
future than they 'awe beer in the past.

10. ,Ntionwide mutual Insurance Coanaan - ,icnael J. Schauo. Associate Vic-e
President, i-lejicare Operations. Nationwide is the carr;cr for the state
of Ohio. They have an assignment rate of 38.7 percent for 1983. This is
an increase over the assignment rate for 1973, ,hcih was 28 percent. Nationwide
anticipates th)ac its assicnent -ate Yjll decli-e as the TFRA provision
concer,'-ing rci,nbursmen: -or innospital radiology ard pat'hology ser,,ices tke
efFect. In Ohio, ,-ore tnan 50 percent of ali assigned claims are For berericiari-.s
.ano are either '1;,dicareiIediceid eligible or receive inpatient or outpatient
diag.nostic radiblogy -aid pathology services. Tre carrier has been able to
ov.rcsc-me physicians' pnilosophical resistance accepting assignment. Phvs.s's
eho ere st ill reluctant to accept assiri-ent oOint to tie reduc , '
charges ,ii ci occ ,r nzn '-' co to as ore o,' t.e -ain obstacles. vt-er
or -o he carr ier is aole to increase its assicrrnent rate, Yr. Sc-a..t :--"
t;iat it vas ,!r 1 jTpa'.ant .t hat the physicians rat:-e, thai '-e :ent Bc - ;

H o: claims 3 r oi-; so, the clais *ni: a-- race ived ', ca-r-rs
jrt e~ co -p :it t. ?a se;r to p rDceas s, ati ;c-i more azCcJara: 3 r-

s a av in i d-iit t t cos0ts to tie -e -Dg -o1.

naraje, t- secretary, or t e onysicien hi,--self o3te, "a', z--e !:ecisor
Ito ac:e t assigr.ment. :e decision is based on a credit interview .viti te
oat -nt. Then tuesthoned as ro ,.hy tie-a sold ce direct payent to a pnvsician
+-on ,'le ;care :e accepts assl gnnent, hr. Sc',aub r-sponoe that in tn;
,ay, ohysici:s c ac:3-1 ice cn ..ne-her to c-ar e tie fall fee, acceot te

ca re -ll o.,a3nce, )r I 1'e e d i -frenc c: t.oee 31 lowanc. and pahoent.
e lso "a)ge-tci tia: a IOdW be c'na-ges H tie legislation to a 1 ,

=or -ow;.ne1 "e sc-a es. It ,.as s , n tn nat if the es-a-p
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_ " . . .. : , .... , Cru rj,:2 ,"', ",-.:atulahl,J. c.' t iJe ... I
' - ' .. _c r.a:,t ,.iffgror(.c Vt .; . r: ' eu si~ -a :ce; ::n:c

-ce o-.

:. - "s. 'oris Fullerton, ?-es dent. here oinnp.
,. -s 3 W' .'?L-" A' , hill aoeat nich aSSisZ pn Car. and

a , ,r I-g c ';'-s to or' sanitc-d to ire .cedicare pror'-. "5, F 1., 2 V ,)
&t3i2.' :2 t.'3C atic C-i .a tt,;t t-e 'l2icare re 'oursc, -nt retes 6re

,,ir:'al i.tic z' 5'i.. g 'o 242 rz'tnt uti ;at :,ci :ctuai cnurqa.s are.
,rt. Falle-con >1i.,es A i is inipartant for -,CFA and zre c.r-ir.; to

corcuct a con: 'rtraeJ e ,cata.a! ca: p:Vir to Edv so ot f ::raf ciari'2s
era p',y.ic as as t t.e Sc 3 i -C t .-d i'rP crt 3nc- of the as ;; corer prov'isio'-,

12. :n',rri 3r 
5c t.- r, ,f i:./ -

0
r,,si,:i n s - Gerali R. Gherirc r, M. . Tnt

, r rest :ztTr - ic ars frcr accept :n ass : or-or' is tr -,
tie t a.rc. dole ! :h!rie t r ijr ir,.t ion o tan beers re re ati:.rms,, to wnat. a
pnysicior r: - is - r : .are Pat cents . ;.Sys5cians fic 't fi ficjI
tco inder r- . y t - copt d 3ss from the ,e-l icea-e p .
er')-, Their pr i;- . 3t'Itsrts. Tne ?"ec;:.are Ecororric Index o c c S
th e a-out ,., *cr ,, ecic -e p.'o- rr .I'1I reimburse h ic iri a n, "'e.,
burt' l-2r codes :',e / tgr ss : otet a "-; <t, -is i '.'- ri-.

:le-,cra c,-COn*i .- -3st ''- ts :nrvce l. 's th-,an aA or _ ec . or
indicaters. Arc r z:-,r o i , ha-air.,; at si i ans 3 ept as:. -"',t i. t:

I 3y in a i a £p o , -v. rv c a s , -a -! re v'urs2. .a:- .3 r
t at i-" ar'/ A-re roM - 2- 'ears al., In add or. ::'2 3.-
reim,Zurs-s p 'S dr s 055 t) e ir oec iz ties. rj i U o ly -'?ns tI-IV S
"c, be reia.rsed at a lower rata than ,ctrer specities. To> -'ekes Ii

psysiciArs e'en liess is'ie. to accept as.ignmfe. r Ge, er ,n;r .'l .ta n
thac until t-e ccr.'ert -ar'urSest oactices 3re c'nar e crEily .-rv, yS.Ys
,iIl crnv't se to re.aa c r n.rt to ac,:et :s;ent.

LI'~~~ ~ ~ s ' -2 ", , r. .rr: , r t. '2' - at ee ,f e. z '= e or.

"N 5 tSit ,oj, rt a orc''v o Qan atory' a s r' - zhe _
ssir sr ;i taroe. e.Ser , 'a stat - -at ar -e 1: e . o. r e

1 ' . , : :o: ass r'"n ,t. Or G ',r:r,.er alo e-t cr . z -vat
-r .. uc cc a . t-e 'ar :-",s, "rto pralize - ru'a" r:n.

a. h - ' a , . ,, 1

e•ae, .e ,>:v.. . -... re~- as
" ": .. . . .'s 't -- - ,:' . r: -: -'r: -et ta -. " -:ec :- "t - - .. ' -

" 3 7,- '" -''° ssrt tar t'' e .. ' 2 - '" --.a. " cci, ., -' ' . . ." ' -
'.,:. :C--S ' "Cf cc'> ::-': :c 5 cc-sat sac :r-re-', .- t- -- : - ,.4 -

n~siirsre',,ltant to accept as.'-"re.-t ar.e te .eay Ct atr] r -.'
-". .:,-m carrtiers, arnd te ":essas . - aa2<e' on t{ Elo st,: c f 3ere

•F,- '. aeef~-es receive irn ]zati-c v-at y-e c-ar:es nere 'a:,.-:'e:.=
t '. ,er- raot -es-oraole. >-, h;-:l ar'reC t-e.: t-e acrni,*iistea ,e ,,, ,- --

:: ', r acc-'.t. ,s g 'e '

- z r5L'"
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Quer tic-1 , - alt ,iith t.-i legislative history behind diagnostic radiC,10oists
znc radi -n cnccl'.is~s rec.'ijing !CO Percent reimbursement,

In z.Jd it ion to the test i.n,)nv pr-s-nieu at the heariro, t!e Adv i sory CoLnc
S rttcri :ta tr from four groups.

I. --,e-icarj Co IIce of 3'irgeons - C. Rollins Hanlon, M.D., F. -. C.S. rhe
,tire.: jcn ,1 l..ge oc Surgeons Dclieves that each physician should hae the
O ',tui' t oy tO Jecide whvtner or not to accept assignT.ent from Medicr part inrts
on a tase-by-case basis. Such physician decisions take into accourn e variety
oF fa:tors that have an important bsar;ng on the physician-patient reltion-
SnID. T-.e CoIlege would oopose 13ratcry assignment for physicians.

2. '".rican Osteooathir. ssmciation. The American Osteopathic Association
supports the current freedom of choice provision of re Medicare assigrment
prove i z ion.

3. ;ir,>cen Senior Ad.' ,cate CcL..cii - Keith *c.all. Vice Chni-)erscn.
The I4;cnigdn S:nior Advocate Counci bel ieves that iCFA should pronote the
acCeptance of assignment by ohysiciars ont tat tne assigned payment soul
Lbe acc.o t.e as pad'y,.ent in Full.

. o" .z : 7rom a Private Aror.,"¢e Citizen. Physicians z-,bJsc t-lcir =s5;n:rer
.T , ek *to obtain a-dtia! reiimaurserent rom beneiiiries.

Jre possible .y to imprcv? 3ssic-.,-cnt ac, ept-n:a is through a system ,)f
,nx ir:ent es for physicians , ho -cceot assign.,-=. t. incr asec assignrenrt

or .=ls will reduce drini crat .,,e expenses by :akino the processing of
cl i-s easier.
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ADVISORY COUNCIL ON SOCIAL SECURITY

Public Hearings Reports
Hearing No. 8

City: Washington, D.C.

Date: July 18-19, 1983

Location: Hubert H. Humphrey Building
200 Independence Avenue, S.W.

Advisory Council Members Present

Dr. Linda H. Aiken
Mr. James Balog
Mr. David W. Christopher
Mr. Alvin E. Heaps
Mr. Samuel H. Howard
Mr. James D. McKevitt
Dr. Richard W. Rahn
Mr. C. Joseph Stetler

Council Staff Present:

Mr. Thomas R. Burke, Executive Director
Mr. Steven Finlayson
Ms. Elizabeth ?lynn
Ms. Virginia Gray
Mr. Philip Jos
Ms. Julia Lee
Ms. Judith Peres
Mr. Stephen Siegel
Mr. Will Wolstein

The purpose of this hearing was to obtain input from various members
of the public regarding raising revenues through taxation for Medicare
program.

1. Georgetown University, Cent.r for Strategic and International
Studies - Dr. Paul C. Roberts indicated that the Center is of the
opinion that hospital insurance must be dealt with within the
framework-of the entire OASD/HI and Supplementary Medical
Insurance systems. This will return OASI to its original intent
as a basic retirement floor supplemented by private pensions and
savings. Dr. Roberts referred to the tables contained in his
formal testimony showing the cost rate, total income rate and the

/-
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surplus of debits that this system faces. He stated that if you
were to make a change from wage to price indexes, the basic
problem would be solved. Dr. Roberts cited examples of growth in
benefits under wage indexing and then summarized his
recommendations as follows: (1) approach the problem in terms of
the combined system, transferring current OASDI surpluses to HI by
reallocating the tax rates across the trust funds; (2) slow the
growth of outyear OASDI benefits by switching wage indexation to
priae indexation; (3) gradually increase HI premiums; and (4)
compensate current and future workers for the slower growth of
outyear benefits by expanding IRAs over time.

2. National Federation of Independent Business - The speaker was Mr.
William Dennis, Director of Research. The Federation is a trade
association representing owners of small and independent
businesses. Mr. tennis recommended that the Council not impose
additional payroll taxes to finance any projected revenue
shortfalls. His opinion as an economist is that the long-term
burden for paying the entire tax ultimately falls on the
employee. Further, that the contextso which allegedly require
maintenance of the payroll tax are irrelevant, and that payroll
tax increases are no longer a viable means to raise revenue.

3. The Cigar Association of America - Mr. Norman F. Sharp, President,
presented the views of the Association. He stated that the
industry is economically-depressed and that any price increases,
whether from increased costs of labor and materials or from higher
taxes would act to depress sales. Mr. Sharp testified that the
cigar industry is only a marginally profitable industry. It is
recovering from prior depressions but is faced with an onslaught
of tax increase proposals. The user tax that is being considered
would be punitive and would further depress sales, escalate the
decline of the industry and increase unemployment. Mr. Sharp
urged the Council to use a cost/benefit approach which would take
into consideration the small amount of revenue raised versus the
disastrous impact on an already depressed industry.

4. The Honorable Walter D. Huddleston - U.S. Senate: from Kentucky.
Senator Huddleston urged rejecting solutions such as raising
and/or earmarking existing beverage and tobacco excise taxes for
Medicare. He believes that such revenues would provide orly a
small part of the funds, they are an unstable source of funding,
and they would preempt an important source of State and local
revenues. Senator Huddleston presented three arguments against
such a move: use of excise taxes for Medicare reduces one deficit
(Medicare) and increases another (the general budget deficit); you
can either raise revenues substantially, or reduce consumption
substantially, but not both; and any gain in Federal excise
revenues from higher taxes on tobacco and alcohol must be offset
against State excise tax losses.
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5. Representative Andrew Jacobs - House of Representatives.
Congressman Jacobs stated that taxpayers pay a regressive Social
Security tax and are entitled to protection from those who might
be higher risks for the insurance program. An excise tax on
alcohol and tobacco which increase costs to the program is a
method of placing the burden on the group at risk. He did not
think that an excise tax would have any effect on depressing the
alcohol and cigarette industries.

6. Tobacco Institute - Mr. William B. Prendergast, Consultant,
presented testimony on behalf of Mr. Samuel C. Chilcote, Jr.,
President of the Tobacco Institute. Mr. Prendergast expressed the
Institute's position that the payroll tax and excises on tobacco
and alcohol are already being fully exploited. Their present
magnitude makes them oppressively burdensome on business, labor
and the consumer and a drag on the general economy. Mr.
Prendergast stated that to earmark these excise taxes for the HI
trust fund would eliminate them as a funding source for other
health programs, including Medicare Part B and Medicaid. Such a
change would add rigidity to the Federal fiscal system discipline
and establish irrational budgetary priorities. Mr. Prendergast
suggested that if the Council decides to recommend specific tax
increases for Medicare, careful scrutiny should be given to a far
broader range of revenue raising alternatives than it has so far
considered. A further suggestion was offered by Mr. Prendergast
that controlling health costs be the Council's first priority.

7. Brimmer and Company, Inc. - a firm engaged in research and
advising clients concerning developmental effects in financial
institutions, trends in economic activity, and interest and money
in capital markets. Mr. Andrew F. Brimmer, President, addressed
his comments to the following issue: Should the present Federal
excise tax on alcoholic beverages be increased, and the proceeds
earmarked for the health insurance trust fund? Mr. Brimmer did
not think that this is an efficient means of raising revenue.
Additionally, excise taxes in general do not satisfy the basic
criteria of a good tax which are efficiency, equity,
cost-effectiveness and revenue potential. Excise taxes violate
the efficiency criteria because of their adverse price effects.
It alters relative prices in a selective and distorted manner.
Taxes which reduce the spendable inccme of the poor, detract from
equity issue.

Mr. Brimmer's conclusion were based on a study, "Excise Taxes and
the Demand for Distilled Spirits" done by his company. Their
study found strong evidence of an adverse equity impact if the
Federal excise tax on distilled spirits were doubled. In
addition, any assessment of taxes must take into account
macro-economic and long-run growth objectives. In general, excise
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taxes are not helpful fiscal instruments because they aggravate-
the fluctuation in output that are inherent in a market economy.
Mr.Brimmer summarized his arguments stating an increase in the
excise tax would have a severely adverse effect on consumption.
It would distort the already Inequitable distribution of the tax
burden. The burden would fall substantially on low-income
groups. The higher price that would result from a substantial
increase in the tax would lead to a decline in consumption and a
reduction in the level of output and employment in the industry.
The .end result would not generate enough revenue to contribute to
the solution to the health care financing problem.

8. Distilled Spirits Council of the U.S., Inc. - Mr. Frederick A.
Meister, President, spoke on behalf of his company. He stated
that excise taxes are regressive, and that there would be no
benefit from imposing an excise tax upon the hundred million
moderate consumers of distilled spirits. Earmarking excise taxes
for Medicare does not address the real, long-term problems
underlying Medicare deficits. It will provide insignificant
revenues toward this end. States now depend on excise taxes for
an average of 4 percent of their revenues. Any major Federal
increase would cost the States greatly in lost current revenues,
reduced capacity to make any further State tax increases, as well
as contribute to unemployment.

9. National Beer Wholesalers Association of America - Mr. Robert W.
Sullivan, Executive Vice President, represented the Association.
He thought that putting a tax on beer as opposed to other
so-called luxury taxes would be extremely regressive. Those who
think an increase in excise taxes would decrease health problems
and raise revenues are not addressing all of the facts. This
option as a funding policy, Mr. Sullivan went on to say, is
punitive and raises serious questions of fairness and equity. It
would be ineffective and not a viable alternative for increasing
trust fund revenues.

10. National Alcohol Tax Coalition - was represented by Mr. George
Hacker, Association Director for Alcohol Policies at the Center
for Science in the Public Interest. The coalition is comprised of
95 diverse national, State and local organizations who share a
common interest in increasing Federal alcohol excise taxes. They
support the proposed option. They believe that raising the excise
tax makes good sense and represents sound governmental policy.
Mr. Hacker suggested that present tax rates be doubled and that a
move be made towards a system of taxation that imposes fair and
rational levies on all forms of alcohol. Further, to avoid any
fiscal absurdity, alcohol excise taxes should be raised gradually
to catch up with inflation since the last tax increase and that
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future increases be indexed to the Consumer Price Index, or to
increases in health care costs. Mr. Hacker urged a significant
portion of the revenues be allocated to rehabilitation, prevention
and research programs which would thereby reduce overall health
care costs and save lives.

11. Massachusetts Alcohol Service Association - Mr. Jack Donahue,
Executive Director, represented the Association. He stated to the
Courjcil that he has tried to be fair ano objective when presenting
his concerns on alcohol users and abusers to the news media and
government committees. He does not believe that these two sources
have the same attitude. He cites the toxic waste disposal as an
example. Since the damage done by the use and abuse of alcohol is
far greater, why not make the liquor industry responsible for any
resultant problems. He noted that no increase in public taxes on
alcohol has beer made since 1952 in spite of the rise in the cost
of alcohol. Mr. Donahue believes that the American taxpayers
subsidize the liquor industry because the industry is allowed a
tax deduction for marketing and advertising and they purchase
surplus grain to convert to alcohol. Because of the tremendous
amount of money spent on advertising by the liquor industry, the
legislation introduced in the past has not been passed. Killing
the proposed tax increases is a demonstration of the power and
influence of the liquor industry. Massachusetts spends $19
million of State tax revenues for alcoholic programs. Alcoholism
treatment is only partially covered by Medicare and in
Massachusetts. Mr. Sullivan stated that every program the Federal
government has reduced has resulted in an increase in various
taxes in Massachusetts. Mr. Sullivan offered his assistance in
implementing the inclusion of treatment for alcoholism in the
program when it is initiated.

12. The National Council on Alcoholism - is dedicated to the
alleviation of the disease of alcoholism and the attendant
problems. Mr. Jay Lewis, Director for the Policy Office,
indicated that NCA supports higher Federal taxes on alcoholic
beverages to bolster the Medicare Trust Fund. They are convinced
that such a move would reduce consumption and the level of alcohol
problems in this nation. Although reduction in consumption would
tend to diminish the actual dollar gains to Medicare, such an
eventuality offers promise of a payoff to the Medicare system
itself incalculably greater than reflected in the short term
balance. Mr. Lewis further stated NCA's position that the taxes
on beer and wine be equal to the tax on distilled spirits and that
the taxes be adjusted for inflation since the last tax increase in
1951.

13. Comprehensive Care Corporation - Mr. Harley Dirks, Washington
Representative, testified for the Corporatipn, a company that
provides alcoholism, psychiatric and behavioral medicine care to
35,000 Americans each year. Mr. Dirks stated that revision and
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eligibility requirements, increasing premiums, etc., offer only a
partial solution to the funding problems. New sources of revenue
need to be explored. The Corporation recommends amending the
Internal Revenue Code of 1954 to increase Federal excise tax on
alcoholic beverages. This would provide revenues from the
additional tax and could be deposited in the Health Insurance
Trust Fund under the Social Security Act and a portion earmarked
for alcoholism treatment. Mr. Dirks indicated this increase would
be'logical and fair because it is primarily a user tax. Mr. Dirks
cited various statistics in support of their recommendation.

14. New Jersey Division of Alcoholism, State Deeartment of Health -
Mr. Riley Regan, Director, a former alcoholic, does not believe
that increasing the alcohol beverage tax will have any impact on
an individual's consumption. Mr. Regan feels that the Medicare
system has to become aware that alcoholism is the number one
public health problem and urges considering the allocation of
funds for treatment in the Medicare program. He would not like to
see the alcoholic beverage tax increased simply as a means of
paying for Medicare shortfalls.

15. Harvard Medical School - Dr. Francis D. Moore, President of the
Massachusetts Health Data Consortium. Dr. Moore's presentation
focused on increasing revenues to pay public expenditures for
medical care of certain diseases suffered by all age groups and
especially the elderly, by means of cause and user taxes. Such
taxes have a double function. First, to increase revenue to pay
for the public costs of those illnesses, and second, to act as a
disincentive to the overuse of these products. Dr. Moore thought
there would be three arguments against such taxes. Why should a
careful driver or occasional smoker pay for the imprudent? Will
these funds be used just to subsidize the cost of illness and,
therefore, the habit? Will this be a dangerous precedent that
would be applied to all other things in our society?

Dr. Moore went to say that cause and user taxes would perform the
function of defraying the public cost of misuse of alcohol and
tobacco and would act as a mild disincentive to overuse.

16. Michigan Department of Public Health - Mr. Kenneth Eden,
presenting for Dr. Robert Brook, Administrator, Office of
Substance Abuse Services. The Department believes it is
appropriate for the Council to consider increases in Federal
excise taxes on alcohol as a source of revenue for Medicare.
Judicious alcohol excise tax increases could yield a dual
benefit--vitally needed revenues on one hand for health care
services, and reduction in the levels of alcohol-related
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casualt.es that afflict not only these citizens but everyone. Mr.
Eden suggested the need to examine cost-savings options and to
address the current Medicare reimbursement policies bearing on
alcoholism treatment. They recommend progressive policies in the
Medicare reimbursement program.

17. Dr. Henry Thomassen - Economic Adviser to the Governor of the
State of Georgia, spoke on behalf of himself. Dr. Thomassen
thinks that the Council should begin by looking at broader
participation measures, such as the payroll tax, rather than
narrower levies. States fear narrower levies would tend to
introduce a series of inequities and offer a series of economic
distortions that are not readily foreseen. He presented the
following arguments against imposing additional excise taxes at
this time. Cu,'bs and cuts in the last two years have left States
with a feeling of increased responsibility for its citizens. With
the recent recession, Dr. Thomassen says, the State revenue gains
are far weaker and too feeble to cover extended functions. State
governments derive a considerable amount of revenue from the
excises levied on alcohol and tobacco. if the government were to
raise such excises, States believe the impact would fall
inequitably on the States. When increases in excises are imposed,
volatility is introduced into these revenue sources. States are
concerned that increases in the taxes may prove counterproductive
to promoting economic development. If current prices are pushed
up, the gap between the illegal and legal price will widen.
Further, to establish a connection through taxes between smoking,
drinking and Medicare may very well introduce a backlash. While
the evidence is not wrong, nor unacceptable, the public has not
yet come to believe it. In closing, Mr. Thomassen said that if
the cost of hospital insurance programs are rising at anything
close to the 13% that CBO has projected, then to attempt a baleout
using excise taxes, which grow very slowly, is probably to impose
a burden that excise taxes alone cannot bear.

18. John Hopkins University - Dr. Harvey Brenner, Professor of
Operations Research and Behavioral Sciences, School of Hygiene and
Public Health. Dr. Brenner stated that his testimony is based on
his current belief that there is insufficient scientific
Information to back legislation that would cut back on overall
alcohol use.

Dr. Brenner directed his testimony to the two propositions under
consideration by the Council: 1) that health care costs
attributable to alcohol consumption are high, and 2) taxation of
alcohol consumption is an equitable alternative to ease the
current economic plight of Medicare by relieving the non-drinking
public of some of the burden of subsidizing those who do drink.
The first proposition implies the incorrect assumption that

31-294 0 - 84 - 18
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alcohol consumption is a risk to health and health care. Dr.
Benner felt that only heavy alcohol consumption and not
consumption per se is a risk to health; therefore, it is not ttue
that non-drinkers are subsidizing the health care of drinkers.
Clinical and epidemiological evidence shows clearly that moderate
drinkers are at a lower risk for cardiovascular disease.
Cardiovascular disease accounts for the majority of mortaility
disease and acute hospital care. It is likely that moderate
drinkers are actually subsidizing the health care of
non-drinkers. Dr. Brenrer's own studies have shown that spirits
consumption per capita is a significant risk in cardiovascular
mortality. He stated that these findings on a national level
should not necessarily be interpreted to mean spirits consumption
at the individual level is inherently more pathological than beer
or wine. To the extent that the second proposition is false,
taxation of alcohol consumption is likely to decrease beer
consumption. Since beer consumption is less related to addicted
drinking, and more sensitive to price change, it is possible
taxation could depress consumption of beer and result in increased
cardiovascular illness and related health care expenditures.

Dr. Brenner concluded that it is logical to ask whether the
Advisory Council would recommend taxation of frequently used
dietary items which he feels are a considerably greater risk to
health and hospital costs than the average use of alcohol. His
final statement was that cigarette consumption is clearly more
damaging to health than alcohol, animal fats, or salt and, in
contrast to these dietary items, does not appear to show
offsetting health or other social benefits.

19 American Association of Retired Persons - Mr. James Hacking,
Legislative Counsel. The Association represents 14.7 million
members who are concerned that the need for solutions will result
in Medicare proposals that ignore the existing flaws in the health
care delivery and financing system.

Mr. Hacking testified that double digit cost escalation is not
unique to Medicare and if the solutions focus on Medicare alone,
only two options will be considered--reductions in benefits,
and/or increases in taxes. Neither option is likely to solve any
hospital-based escalation problems. AARP has urged the Council to
examine the health care marketplace and the cost-escalating
economic incentives inherent in the market and make
recommendations across the board. The objective of any proposed
solution should be a drastic constriction of the flow of resources
from tax and premium dollars to hospitals and channeling more
resources into less costly alternatives including means to
stimulate competition in the delivery of health care services.



271

- 221 -

Mr. Hacking believes substantial increases in tax revenues for the
Medicare program would be shortsighted and probably damaging to
the economy if allocated to the current system. AARP prefers
progressive tax revenue sources which would tend to have lesser
adverse economic effect. He agrees with the economists who
suggest that the short term effects of payroll tax increases add
to inflation and unemployment. A general revenue increase would
be. considerably less damaging to employment levels. He further
stated that excise taxes are a regressive source of revenue
relative to income tax, and since they are not so broadly based
tend to be less regressive than more broadly-based sales taxes or
value-added tax.

In closing, Mr. Hacking stated that if we are unable to initiate
these reforms in the near future, the eventual tax and premium
cost burdens required to sustain not just public programs like
Medicare and Medicaid, but also the private health insurance will
become so great that benefit protections will be reduced and
financial access to basic health care protection for all will
rapidly decline.

20. Boston Elderly Commission - Mrs. Helane Goldstein, Director,
Washington Office of Boston Commission on Affairs of the Elderly.
Mrs. Goldstein testified that although the scope of the hearing is
limited to the question of additional tax revenue for Medicare,
there are a number of policy changes which could result in savings
for the Medicare program without damaging the quality or
availability of health and long term care. The Commission
recommends the elimination of the cap on the payroll tax. They
feel this places a greater burden on low- and middle-income wage
earners. They support Federal excise taxes on alcohol and tobacco
as these drugs cause disproportionate health burden for the
general population.

Mrs. Goldstein urged the Council to consider increased taxes at
the Federal level on luxury items, i.e., furs, jewelry,
automobiles. Mrs. Goldstein suggested if additional revenue is
necessary, then reinstitution of the 70% tax bracket would be
appropriate. She concluded that the Elderly Commission feels the
foregoing proposals are equitable and would help guarantee the
access to health care.
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This summary presents an overview o: the information contained

in the annual reports of the trustees required under Title XVIII of

the Social Security Act - Health Insurance for the Aged and Disabled,

commonly known as Medicare, There are two basic programs under Medicare:

(1) Hospital Insurance (HI) which pays for inpatient hospital care and

other related care of those aged 65 and over and of the long-term

disabled, and

(2) Supplementary Medical Insurance (SMI) which pays for physicians'

services, outpatient hospital services and other medical expenses

of those aged 65 and over and of the long-term disabled.

The HI program is financed primarily by payroll taxes, with the taxes

paid by current workers used to pay benefits to current beneficiaries.

However, the HI program maintains a trust fund that provides a small

reserve against fluctuations. This type of financing is generally known as

pay-as-you-go financing. By contrast, the SMI program is financed on an

accrual basis with a contingency margin. This means that the SKI trust

fund should always be somewhat greater than the claims that have been

incurred by enrollees but not yet paid by the program. The trust funds

hold all of tie income not currently needed to pay benefits and related

expenses. The assets oz" the funds may not be used for any other purpose;

however, they may be invested in certain interest-bearing obligations of

the U.S. Government.
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The Secretaries of Treasury, Labor, and Health and Human Services

serve as trustees of ths HI and SKI trust funds. The Secretary of Treasury

is the managing trustee, The Administrator of the Heelth Care Financing

Administration, the agency charged with administering the Medicare program,

is the Secretary of the Bcard of Trustess.

Copies.of the complete 1983 HI and SKI annual reports can be obtained

froo the Health Care Financing Administration, Office of Public Affairs,

Room 658 East High Rise, 6325 Security Boulevard, Baltimore, Maryland,

21235.
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HOSPITAL INSURANCE TRUST FUND

As mentioned in thi introduction, the HI trust fund is financed

primarily by payroll taxes. The HI contribution rates applicable to

taxable earnings in each of the calendar years 1981 and later are shown

in Table I. The maximum taxable amounts of annual earnings are shown

for 1981 through 1983. After 1983, the automatic increase provisions in

section 230 of the Social Security Act determine the maximum taxable

amount.

TABLE 1.--CONTRIBUTION RATES AND MAXIMUM TAXABLE
AMOUNT OF ANNUAL EARNINGS

Contribution rate
Maximum taxable (Percent of taxable earnings)

Calendar amount of Employees and Self-
year annual earnings employers, each E

1981 $29,700 1.30 1.30
1982 32,400 1.30 1.30
1983 35,700 1.30 1.30

Changes scheduled in present law:

1984 Subject to 1.30 2.60
1985 automatic 1.35 2.70

1986 & later increase 1.45 2.90

The Social Security Act was amended during 1982 by the Tax Equity and

Fiscal Responsibility Act (TEFRA) and during 1983 by the Social Security

Admendrients of 1983 (Public Law 98-21). The major provisions among the

many affecting the HI program were:

(1) TEFRA changed the method by which Medicare reimburses hospitals

by replacing the previous per diem limits on routine inpatient
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costs by limits on total inpatient costs per admission and limits on

increases in total inpatient costs per admission. These limits are

effective for cost reporting periods beginning on or after October 1,

1982. The limits on increases in total inpatient costs per admission

expire for cost reporting periods beginning on or after October 1,

1985.

(2) Medicare coverage is extended to Federal employees, who are required

to pay the hospital insurance portion of the FICA tax as of January

1, 1983.

(3) Medicare will temporarily cover hospice care for beneficiaries having

a life expectancy of six months or less. This provision is effective

November 1, 1983, and expires October 1, 1986.

M) Public Law 98-21 changes the method by which Medicare makes payments

to hospitals. Hospitals will no longer be reimbursed on a reasonable

cost basis for their inpatient operating costs. Hospitals will be

paid a prospectively determined price p:r discharge using diagnosis

related groups. This provision is effective for hospital fiscal

years beginning on or after October 1, 1983.

(5) Social Security coverage is mandated for employees of non-profit

organizations. Terminations of coverage are not permitted as of

March 31, 1983. Also, no terminations of coverage by State and local

governments or entities will be permitted after April 20, 1983. Such

entities now outside the system will be permitted to rejoin. This

provision is effective upon enactment.
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(6) Interfund borrowing among the OASI, DI and HI trust funds (authorized

in 1981) is extended through 1987 with repayment to be made during

1988-1989 in 24 equal monthly payments. Beginning June 1983, loans

would be repayable when the fund ratio of the borrowing fund exceeds

15 percent.

Operations of the HI Profram

At the end of 1982, 26 million people over age 65 and 3 million

disabled people under age 65 were covered under HI, financed primarily by

the contributions of 116 million workers through payroll taxes. Payroll

taxes during 1982 amounted to $34.6 billion, accounting for 90.9% of all HI

income. About 2.7% of all income resulted from reimbursements from the

general fund of the Treasury for military service credit and benefits for

certain uninsured persons. Interest payments to the HI fund amounted

to 5.4% of all HI income for 1982. The remaining 1.0% was contributed

through premiums paid by voluntary enrollees and taxes collected from

railroad workers, Of the $36.1 billion in HI disbursements, $35.6 billion

was for benefit payments while the remaining $0.5 billion was spent for

administrative expenses, HI administrative expenses were 1.4% of total

disbursements.

Table 2 displays the HI fund operations for calendar years 1970-'982.

In most years, the HI fund has Increased. However, the fund ratio (the

fund at the beginning of the year divided by disbursements during the

year) has declined every year from its peak of 79 percent in 1915 to
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45 percent In 1981, The fund ratio increased slightly at the beginning of

1982 primarily due to the increase in the contribution rate in 1981.

TABLE 2.--HI FUND OPERATIONS
CALENDAR YEARS 1970-1982

(Amounts in Billions)

Interfund Net Fund at Ratio at
Calendar Total Total Borrowing increase end of beginning

__ r Incom 01bre Transfers 1r in __U _ of year

1970 $ 6,0 $ 5.3 $ 0.7 $ 3.2 47%
1971 5.7 5.9 -0.2 3.0 54

1972 6.4 6.5 -0.1 2,9 47
1973 10.8 7.3 3.5 6.5 40
1974 12.0 9.4 2.7 9.1 69
1975 13.0 11.6 1.4 10.5 79
1976 13.8 13.7 0.1 10.6 77

1977 15.9 16.0 -0.2 10.4 66
1978 19.2 18.2 1.0 11.5 57
1979 22.8 21.1 1.8 13.2 54
1980 26.1 25.6 0.5 13.7 52
1981 35.7 30.7 5.0 18.7 45
1982 38.0 36.1 $-12.4 -10.5 8.2 52

NOTE: Components may not add to totals due to rounding.

Actuarial Status of the Trust Fund

The Board of Trustees has adopted the general financing principle

that annual income to the hospital insurance program should be approxi-

mately equal to annual outlays of the program plus an amount to maintain a

balance in the trust fund equal to one-half year's disbursements. Due to

the $12.4 billion loan to the OASI fund at the end of 1982, the trust fund

was far below this desired level, Projections were made under four alter-

native sets of assumptions: optimistic, two intermediate sets (alternatives
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II-A and II-B), and pessimistic. Under both sets of intermediate assump-

tions, the trust fund ratio is projected to remain around 20 to 30 percent

in most years until the late 1980's and then decline rapidly with complete

exhaustion of the fkind around 1990.

Under the more optimistic set of assumptions (alternative I), the

trust fund is projected to grow until about 1988, then to decline steadily

until the fund is completely exhausted in 1996. Under the more pessimistic

set of assumptions (alternative III), the trust fund is projected to

decrease steadily with complete exhaustion of the fund by 1988.

Table 3 summarizes the estimated operations of the HI trunt fund

under the four alternative sets of assumptions. Figure 1 shows historic

trust fund ratios for recent years and projected ratios under the four sets

of assumptions.

The adequacy of the financing of the HI program on a long-range basis

is measured by comparing on a year-by-year basis the actual tax rates

specified by law with the corresponding total costs of the program,

expressed as percentages of taxable payroll. The actuarial balance is

defined to be the excess of the average tax for the 25-year valuation

period (1983-2007) over the average cost of the program expressed as a

percent of taxable payroll. The average tax rate for the 25-year period
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TABLE 3.--STIKATD OPERATIONS OF TE HOSPITAL INSURANCE TRUST FUND
DURING CALENDAA l&AtS 1982-96, UNDER ALTERNATIVE SETS OF ASSUMPTIONS

(Dollar mounts in billion)

Calendar Total Total
...Laar... Ic.aa gLak,6rhhaan=

Interfund Ratio of assets
borrowing Net Increase Fund at to dlsbu:seament5 L/

lanaLTaAuT In ViE and ofYear percentt)

ALTERNATIVE I (Optimistic)

1-12.4

1.0
1.6
9.1
0.7

s-io.'
3.6
0.9
2.5
12.5
3,8
2.1
1.1

-0.4
-1 .6
-3.1
-5,7
-7.6
-10.8
-13.2

ALTERNATIVE It-A (Intermediate)

-12.4

0.6

4.8
6.8
0.2

-10.6
3.6

-0,1
-0.5
5.9
6.1

-3,0

1982 3/
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996

1982 3J
1983
19846
1985
1986
1981
1968

1982 3/
1983
1984
1985
1986
1987
1988
1989
1990

1982 3/
1983
1984
1985
1986
1987
1986

$38.0
40.8
46.0
52.0
59.1
63.6
68.0
71.9
76.8
80.8
86.1
90. 1
95.3
99.4

104.5

38.0
44.7
45.8
51.3
58.2
61.9
65.7

38.5E

'45.6
51.3
58.'.
62.5
66.0
70.0

3b8.0
44.4
44.5
50.5
58.2,
62.6
66.5

-10.6
3.5

-0.5
-1.0

1.5
0.8
3.5

-8.
-12.6

ALTERNATIVE III (Pessimistic)

-12.-10

-2.3
-3.6

12.4 4.5
-13.9

./ A loan to the OASI trust fund would still be an asset of the HI trust fund, however, since these
assets are not Ilmediately available for payment of HI benefits, they are subtracted from the HI
fund balance. A negative &Mount is a loan to the OASl trust fund. A positive aaort Is a
repayment of principal to the MI trust fund.

/ Ratio of assets in tie trust fund at the beginning of the year to disoursements

during the year.

3/ Figures for 1982 represent actual experience.

5J/ Trust fund depleted in calendar year 1996.

.1 Trust fud depleted in calendar year 1991.

J/ Trust fund depleted in calendar year 1990.

./ Trust fund depleted In calendar year 1988.

NOTE: Totals do not necessarily equal the mum ;f rounded components.

* 36.1
41.2
46.2
51.1
55.7
60.5
65.9
70.8
77.1
82.4
89.1
95.8
102.8
110.2
117.6

52%
20
26
25
21
45
48
47
45
42
37
31
23
15
5

S 8.2
11.8
12.t
15.2
27.6
31.4
33.5
34.6
34.2
32.6
29.5
23.9
16.3
5.5

8.2
11.7
11.6
11.2
17.1
23.2
20.3

ALTERNATIVE 11-B (Intermdiate)

VI

-12.4

0.5

1.1
2.4

36.1
41.2
46.5
51.8
57.1
62.6
68.9

36.1
41.2
46.6
52.3
50.0

741

66 .i

36.•1

46.8

61.9
70.5
8c.4

52
2C
25
22
20
27
34

52
20
25
21
18
18
18

21
9

52
20
24

7
9
8

8.2

11.2
10.2
11.8
12.6
6.1
7.8

8.2
11..
9.1
5.5
1.8
6.3

Vf

If



Figure 1
Short Term HI Trust Fund Ratios
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1983-200* is 2.87 percent. The average cost of the program under alterna-

tives II-A and II-B is. 3.97 and 4.11 percent of taxable payroll, respec-

tively. Table 4 compares the actuarial balance under each of the four sets

of assumptions. Figure 2 shows the year-by-year costs as a percent of

taxable payroll for each of the four sets of assumptions, as well as the

scheduled tax rates. The cost figures in Table 4 and Figure 2 include

amounts for building and maintaining the trust fund at the level of a half

year's disbursements as recommended by the Board of Trustees. Figure 2

emphasizes the inadequacy of the financing of the HI program by illus-

trating the divergence of the program costs and scheduled tax rates

under each set of assumptions.

TABLE 4.--ACTUARIAL BALANCE OF THE HOSPITAL INSURANCE PROGRAM,
UNDER ALTERNATIVE SETS OF ASSUMPTIONS

Alt=rnat ve
I II-A II-B III

Average contribution rate, scheduled
under present law 1/ 2.87% 2.87% 2.87% 2.87%

Average cost of the program, for
expenditures and for trust fund
building and maintenance Z/ 3.21 3.97 4.11 5.38

Actuarial balance 3/ -0.34 -1.10 -1.24 -2.51

1/ Average for the 25-year period 1983-2007.
Z/ Average for the 25-year period 1983-2007, expressed as a percent of

taxable payroll. Taxable payroll is adjusted to take into account the
lower contribution rates on self-employment income in 1983, on tips,
and on multiple-employer "excess wages" as compared with the combined
employer-employee rate.

_/ The actuarial balance of the hospital insurance program is defined to be
the excess of the average tax rate for the 25-year valuation period
over the average cost of the program, expressed as a percent of taxable
payroll, for the same period.
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It is noteworthy that under all four sets of assumptions used in the

1983 report, the outlook for the hospital insurance trust fund is slightly

more optimistic than it' was in the 1982 report. This is primarily the

result of the major legislation during 1982 and 1983 which will help

curtail the rapid increase in hospital costs. Table 5 below presents a

comparison of the projected experience in the 1982 and 1983 reports.

TABLE 5.--STATUS OF THE HOSPITAL INSURANCE TRUST FUND

Year in which the Actuarial Balance
trust fund is exhausted of the HI program 3/

as published in the A_ ulished in the

Alternative
Assumptions 192 Bggrt 1983 rt 1 gr 19&3 Reart

I (Optimistic) 1991 1996 -0.86 -0.34

II-A (Intermediate) 1989 1991 -1.63 -1.10

II-B (Intermediate) 1987 1990 -2.07 -1.24

III (Pessimistic) 1986 1988 -3.73 -2.51

I/The actuarial balance of the hospital insurance program is defined to be
the excess of the average tax rate for the 25-year valuation period over
the average cost of the program, expressed as a percent of taxable
payroll, for the same period.
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Congluefon

The present financing schedule for the hospital insurance program

is barely adequate to ensure the payment of benefits through the end of

this decade if the assumptions underlying the estimates are realized,

The trust fund is exhausted in 1991 and 1990 under alternatives II-A and

II-B, respectively. Under the more pessimistic assumptions, the fund is

exhausted in 1988. Even under the more optimistic alternative I, the

present financing schedule will result in the fund being exhausted in

1996. In order to bring the hospital insurance program into close actuarial

balance,-either disbursements of the program will have to be reduced by 30

percent or financing will have to be increased by 43 percent. Despite the

short-term uncertainties, the enactment of TEFRA in 1982 and Public Law

98-21 in 1983 has substantially reduced the long range deficit of the HI

fund. More importantly, the prospective payments provisions of Public Law

98-21 have made the outlays of the HI program potentially less vulnerable

to excessive rates of growth in the hospital industry by providing the

Secretary of Health and Human Services with some discretion over the level

of payments to hospitals.

The quadrennial Advisory Council on Social Security, appointed by

the Secretary, will be addressing the financial status of the hospital

insurance trust fund. The council's report is due by the end of 1983. The

Board recommends that Congress study carefully the advisory council's

recommendations as it takes further action to curtail the rapid growth in

the cost of the hospital insurance program which has occurred in recent

years and which is anticipated in the future.

31-294 0 - 84 - 19
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SUPPLEENTARY MEDICAL INSURANCE TRUST FUND

Financing for the supplementary medical insurance program is

established annually on the basis of standard monthly premium rates (paid

by or on behalf of all participants) and monthly actuarial rates determined

separately for aged and disabled beneficiaries (on which general revenue

contributions are based). Prior to the 6-month transition period (July 1,

1983 through December 31, 1983) these rates were applicable to the 12-month

periods ending June 30. Beginning January 1, 1984, the annual basis will

change to the 12-month periods ending December 31. Monthly actuarial rates

are equal to one-half the monthly amounts necessary to finance the SY

program. These rates determine the amount to be contributed from general

revenues on behalf of each enrollee. Based on the formula In the law, the

government contribution effectively makes up the difference between twice

the monthly actuarial rates and the standard monthly premium rate. Figure

3 presents thess values for financing periods since 1974. The extent to

which general revenue financing is becoming the major source of income for

the program is clearly indicated in this figure.

Standard monthly premium rates and monthly actuarial rates have

been announced for periods through December 31, 1983. For the 6-month

period ending December 31, 1983 (transitional semester (TS)), the standard

monthly premium rate is $12.20, and the monthly actuarial rates are $27.00

and $46.10 for the aged and disabled, respectively.

The Social Security Act was amended during 1982 and 19E3. The major

provisions among the many affectinSthe SMI program were:
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(1) The premium rate applicable July 1, 1983 through December 31,

1983 is frozen at the rats which applied June 1983. Some general revenues

shall be added from july through December to coupensati for keeping the

smaller J"ne 1983 premium for that period. From January 1984 through

December 1985, the monthly SMI premium is set at one-half of the actuarial

rate for aged enrollees. After December 1985 the determination of the

premium rate will revert to the method used before enactment of this

provision and future increases shall apply on a calendar year basis,

(2) Medicare becomes the secondary payor for employees aged 65

through 69 (and their spouses of the same age) who are covered by health

plan benefits of an employer.

(3) The basis upon which provider-based physicians are reimbursed

are to be prescribed in regulations which distinguish between (a) profes-

sional component, and (b) provider component.

Onarations of the SM Proaram

In fiscal year 1982, 28.2 million people were covered under SKI.

General revenue contributions during 1982 amounted to $13.3 billion,

accounting for 75.65 of all SM! income. About 21.7% of all income resulted

from the premiums paid by the participants, with interest payments to the

SKI fund accounting for the remaining 2.7$. Of the $15.6 billion in SMI

disbursements, $14.8 billion was for benefit payments while the remaining

$0.8 billion was spent for administrative expenses. SMI administrative

expenses were 4.8% of total disbursements. The historical operations of
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the SMI trust fund since fiscal year 1977, as well as the projected opera-

tions of the fund for fiscal years through 1985, for both alternative II-A

and alternative II-B are shown in table 6. As can be seen, income has

exceeded disbursements for most of the historical years and the trust fund

balance is projected to continue to increase through fiscal year 1985.

However, as the report notes, the financial status of the program depends on

both the total net assets and liabilities. It is, therefore, necessary to

examine the incurred experience of the program since it is this experience

which is used to determine the actuarial rates discussed above and which

forms the basis of the concept of actuarial soundness as it relates to the

SMI program.

TABLE 6.--SMI FUND OPERATIONS
FISCAL YEARS 1977-1985

(In Billions)

Fiscal T,

1977 $
1978
1979
1980
1981
1982

Alternative II-A:

1983
1984
1985

Alternative II-B:

1983
1984
1985

otal

7.4
9.0
9.e

10.3
12.4
17.6

19.1
22.4
25.3

Total

t6.3
7."
8.8

10.7
13.2
15.6

18.3
21.3
24.5

18.3
21.3
24.6

19.1
22.4
25.5

Net increase

$ 1.0
1.7
1.0
-0.5
-0.8
2.1

0.7
1.1
0.8

0.7
1.1
0.9

Fund at
end of

$2.3
4.0
5.0
4.5
3.7
5.8

6.5
7.6
8,5

6.5
7.6
8.5

Note: Components may not add to totals due to rounding.
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hOtuarial Soundnss gof the SM program

The concept of actuarial soundness, as it applies to the supplementary

medical insurance program, is closely related to the concept as it applies

to private group insurance. The supplementary medical insurance program is

essentially yearly renewable term insurance Intended to be self-supporting

from premium income paid by the enrollees and from income contributed from

general revenue in proportion to premium payments.

In testing the actuarial soundness of the supplementary insurance

program, it is not appropriate to look beyond the period for which the

enrollee premium rate and level of general revenue financing have been

established. The primary tests of actuarial soundness, then, are that (1)

income for years for which financing has been established be sufficient to

meet the projected benefits and associated administrative expenses incurred

for that period and (2) assets be sufficient to cover projected liabilities

which will have been incurred by the end of that time but will not have

been paid yet. Even if these tests of actuarial soundness are not met, the

program can continue to operate if the trust fund remains at a level

adequate to permit the payment of claims as presented. However, to protect

against the possibility that cost. increases under the program will be

higher than assumed, assets should be sufficient to cover the impact of a

moderate degree of projection error.

The initial tests for actuarial sondness and trust fund adequacy

can be viewed by direct examination of absolute dollar levels. In provid-

ing an appropriate contingency or margin for error, however, there must
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be some relative measure. The relative measure or ratio used for this

purpose is the ratio of net surplus or deficit to the following year's

incurred expenditures. Figure 4 shows this ratio for historical years and

for projected years under the intermediate assumptions (alternative II-B),

as well as high and low cost sensitivity scenarios.

Financing for the 12-month period ending June 30, 1983 was estab-

lished to maintain assets at the same level relative to program expendi-

tures which existed prior to June 30, 1982. The resulting excess of

assets over liabilities as of June 30, 1983 represents 9.4% of the pro-

jected incurred expenditures for the following 12-month period.

The actuarial rates for the 6-month period ending December 31, 1983,

as implemented, will reduce this excess to a more appropriate level. Under

more pessimistic assumptions as to cost increases, assets based on financ-

ing already established will be insufficient to cover outstanding liabili-

ties. However, the trust fund would remain positive allowing claims to be

paid.
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The financing established through December 1983 is sufficient to oover

projected benefit and administrative costs incurred through that time

period and to build a level of trust fund assets which is adequate to 0o0 er

the impact of a moderate degree of projection error, Thus, the SHI

program can be said to be actuarially sound*
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APPENDIX F

A REPORT ON THE HISTORY OF THE MEDICARE PROGRAM*

Medicare, the national health insurance program for the aged and
disabled, is a success story that is currently encountering
problems because of its accomplishments. Its success lies in
the protection against the high costs of illness it offers to
more than 26 million persons aged 65 and over and to
approximately three million disabled persons under age 65. Its
problems spring from the ever-increasing costs of reimbursing
for services rendered to program beneficiaries, from the
distribution of these reimbursements among the population
served, and from the types of services needed by the elderly
that are not covered by Medicare. The following statistics
highlight some of the program successes.

o The number of aged enrollees in the Medicare program
increa ed from 19.1 million in 1966 to 26.8 million in1983T!

O The number of disabled enrollees rose from 1.7 million in
1973 to 3.1 million in 1983./

o Services covered under Medicare have extended the lives of
many of the disabled and improved the quality of life of
many of the elderly.

The problems that are currently casting a long shadow on these
successes include the following.

o The Hospital Insurance trust fund, from which
reimbursements for Part A services are made, is expected to
be depleted by 1989 or sooner nd to experience a $200 to
$300 billion deficit by 1995.3/

o Reimbursements for covered services increased from $4.6
billion in 1967 to $43.5 billion in 1981 and are expected
to reach $58 billion in 1983.4/

o The distribution of reimbursements for services to the aged
are heavily skewed, with a small portion of Lhe aged
population (8 percent) accounting for 66 percent of total
reimbursements in 1981.1/ The major portion of these
reimbursements (30%) paid for services rendered in the last
year of life.

o Many services needed by the elderly, especially those age
75 and over, are not covered by Medicare.6/

*Prepared under contract for the Advisory Council on Social Security
by MAXIMUS, Incorporated, 6723 Whittier Avenue, McLean, Virginia
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The following section discusses the current status of the
Medicare program, including some of the financial problems that
are expected to have an impact on the program in the future.

In reviewing this information, it is important to keep in mind
several factors that have contributed and will continue to
contribute to the demands made on the program. These factors
include demographic changes, the increase in life expectancy,
the changing needs of the elderly population, and the advances
in medical technology. A few salient features of these factors
are presented below.

o Demographic Changes: In 1981, the over 25 million
Americans age 65 and over represented 11 percent of the
total population. Moreover, between 1960 and 1970, the
population age 65 and over increased in number by 21
percent while the population under 65 increased by 13
percent. Between 1970 and 1979, the population age 65 and
over increased by 23.5 percent compared with Qnly a 6.3
percent increase in the population under 65.2/ In
addition, between 1980 and 2030, the total population is
expected to grow by 40 percent whereas the elderly
population will more than double.2/ The growth in the
number of elderly and the proportion of the population
they represent will clearly have implications for the
Medicare program in the future.

o Increases in Life Expectancy: Since 1954, there has been
a 5.7 percent increase in life expectancy at birth in the
United States, with average remaining years of life rising
from 70 years in 1954 to 74 years in 1981. The increase
in life expectancy at birth results to a large extent front
wiping out diseases that contributed to high infant and
child mortality rates. Since the mid-century, there has
also been a slight increase in life expectancy in the
upper age groups.2/ In 1978, women age 65 could expect
to live an average of 18.4 additional years whereas men
age 65 could expect to live 14 more years. By 2050, women
age 65 are projected to average 23 additional years of
life and men 17 -,aditional years./10

o Changes in Health Care Needs: The elderly have more
health problems and use more health services than the
general population. Moreover, as people age, chronic
diseases aad conditions increase, frequently resulting in
limitations in the activities of daily living. This is
particularly evident among people age 75 ana over, the
fastest growing portion of the elderly population. The
functionally disabled are at risk for needing a wide range
of long-term health and social services. Those with most
severe functional inmairment may require care in an
institutional setting. Others may be able to continue to
live independently in the community, provided that
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services such as home health care, personal care,
homemaker and chore services, monitoring services, adult
day care, or home and congregate meals are available. At
present, only medically oriented home health care is
covered under Medicare. Other needed services are
available under a variety of federal, state, and local
programs, each with its own eligibility and cost-sharing
requirements. For example, although less intensive care
is available in intermediate care facilities and
reimbursed under Title XIX of the Social Security Act
(Medicaid), to be eligible for care in these facilities
individuals must have economic assets below
state-established ceilings.

Many believe that the lack of coordination in long-term care
services delivery results in a significant level of unmet need
among the elderly population. However, it is difficult to
measure the need for formal, government-sponsored services
because the availability and willingness of family and friends
to provide informal care cannot be accurately gauged. The
following estimates suggest the magnitude of unmet need.

- In 1978, an HEW Task Force estimated that 3.6 to 7.8
million disabled adults received no formal long term care
services, although evidence suggested that many received
care from family or friends. (HEW, 1978, Appendix 10,
Table 1)

- 4.4 million persons suffer some activity limitation and
live alone. NCHS, NHIS (1977), unpublished. How many
need services and how many currently receive formal
services is unknown.

- Almost 1.6 million noninstitutionalized persons need
assistance in basic activities such as bathing, dressing,
eating, and going to the toilet. However, depending on
the activity, 88.4 to 96.5 percent report that they do
receive the needed assistance most of the time. NqPS,
NHIS (1977), unpublished; NCHS, 1978, table 23.

- Of persons needing assistance in at least one of the
activities of daily living, 166,000 live alone and 51,000
more live with nonrelatives. NCHS, NHIS (1977),
unpublished.l./

Should Medicare become the vehicle for providing the type of
long term care services that are currently needed, there would
be a significant increase in program expenditures. This would
result in a significant shift from Medicare's traditional role
of providing acute care treatment.
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o Technological Advances in Medicare: The past fifteen years
have been characterized by tremendous advances in medical
technology. High technology diagnostic procedures, such as
Computerized Axial Tomography (CAT) scanning and ultrasound,
have reduced the need for other less reliable, more costly,
and more painful diagnostic procedures (e.g., exploratory
surgery). However, they sometimes have also partially
contributed to the rate of increase in health care costs and
to the increase in expenditures for publicly funded health
care programs. In like manner, advances in therapeutic
procedures such as coronary bypass surgery and organ
transplants have had a similar effect on costs and
expenditures. In examining the costs and expenditures of
the Medicare program, it is important to keep in mind wnat
has been purchased by these advances. Both types of
advances have led to improved quality of care, reduction in
complications and human suffering, improved quality of life,
and perhaps, to an increase in life expectancy.

In addition to the recent dramatic changes for the elderly in
demographics and their health profile, there has been
substantial change in the economic position of the elderly. In
a comparison between the younger adult population and the
elderly (age 65 and over) population, the elderly have had a
higher per entage increase in median income over the last two
decades. 12/ Since 1972, when the elderly received a
substantial social security 20 percent "catchup" increase,
their median income has grown at twice the rate of younger
adults. For elderly males, median income has increased 34.9
percent between 1966 and 1981 and for females during the same
period 56.4 percent as measured in constant 1981 dollars. The
dilemma of high inflation rates has had little impact on the
majority of the elderly whose real median income remained about
constant in 1980-1981, while the younger population dropped a
few percent from the 1980 level.13/

Louis Harris and Associates conducted a survey in 1981 for the
National Council on the Aging which indicated that 66 percent
of those 65 and over own their houses free and clear.14/
Additionally, two-thirds of all homes owned free and clear are
owned by the elderly.15/ In another measure of real wealth,
the percent of income saved by the elderly ie approximately the
same as the general population.

The overall economic condition of the elderly poor has
improved. In 1982, 27.1 percent of the Federal budget went to
programs for the elderly. Federal, state and local assistance
has considerably decreased the plight of the elderly poor. The
under 65 living in poverty has increased from 11.3 percent in
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1970 to 13.9 percent in 1981, iile during the same period the over
65 living n overty has decreased from 24.6% percent to 15.3
percent.__

The first four factors discussed in the foregoing give some
indication of why Medicare program expenditures have risen
beyond any of the original projections about the costs of
providing care to the elderly. The brief discussion ot these
issues is intended to serve as a background to the remaining
sections of this report. These sections summarize the current
status of the Medicare trust funds, describe the legislative
climate that preceded enactment of Medicare, review subsequent
legislative changes to the program, and highlight the impact of
these changes on the program and its beneficiaries.

±. THE CURRENT STATUS OF THE MEDICARE TRUST FUNDS

Medicare consists of two separate but complementary types of
insurance. Hospital insurance (Part A) or the basic program
helps pay for inpatient hospital care, medically necessary
inpatient care in skilled nursing facilities, an home health
care services. supplementary medical insurance (Part B)
provides coverage for physicians' services, outpatient hospital
care, outpatient physical arid speech therapy, home health care
services, and certain other medical services and supplies.

rwo separate trust funds have been establish from which all
reimbursement for benefits and administrative expenses are
made. Proceeds from the tax on a portion of current earnings
in employment, the principal source of funding for hospital
insurance, as well as monies collected from the railroad
retirement system, limited general revenues to cover costs of
certain "grandfathered" beneficiaries, and premiums paid by
those who voluntarily enroll in the hospital program, are
deposited in the Hospi'al Insurance (HI) trust fund. Premiums
paid by those who enroll in the supplementary program and the
matching contributions made by the Federal government from
general revenues are deposited in the Supplementary Medical
Insurance (SMI) trust fund.

Reimbursements for covered services from both trust funds have
risen dramatically since 190, the first year of full program
implementation. In 1967, slightly more trhan $3 billion in HI
benefits and $1 billion in SMI benefits were paid by the
respective trust funds. The respective Boarcis of Trustees of
the two trust funds estimate that, in 1983, benefit payments
for hospital insurance will reach approximately $40.6 billion
and that those for the supplementary program will be more than$17.5 billion.17i
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The 1983 Annuai Report of the Board of Trustees of the Federal
Hospital Insurance Trust Fund provides estimates of the
operations of the Hospital Insurance Trust Fund during calendar
years 1982-1996. Under the most optimistic of the alternatives
(Alternative I), the HI trust fund is projected to grow until
about 1988 and then to decline steadily ur.il the fund is
exhausted in 1996. Under the most pessimistic projections
(Alternative III), the trust fund is projected to be completely
depleted by 1988.

The two intermediate estimates (Nlternatives II-A ana II-B)
assume that the ratio of assets to disbursements will remain
around 20 to 30 percent until the late 1980s and then decline
rapidly. Under these assumptions, the trust fund is projected
to be exhausted by 1990 or 1991.

Exhibit 1-1 presents the projections of the Board of Trustees
of the Federal Hospital Insurance trust fund under the two
intermediate alternatives.

Factors contributing to the projected deficit include the
increase in hospital costs in excess of earnings taxed to
generate revenue for the HI trust fund and the increase in the
number of persons age 65 and over who will be eligible for
benefits. With respect to the first of these factors,
estimates are that hospital costs attributable to Medicare
beneficiaries will increase by 13.2 percent annually between
1982 and 1995 whereas covered earnings will only rise at an
annual rate of 6.8 per.cent. 18/

Although reimbursements for benefits under SMI are also
expected to continue to rise, no long-range projections are
made for this trust fund. Its financing is established
annually on the basis of standard monthly premium rates ana
actuarial rates, and its cost-sharing provisions are not
automatically adjusted for changing economic conditions as are
many of the HI provisions. It is estimated that financing
assets will exceed liabilities by $1,655 million at the end of
June 1982. This excess is projected to increase to
approximately $1.9 billion at the end of June 1983.19/ The
actuarial status of the SMI trust fu ds is satisfactory both on
a cash basis and an accrual basis. 20/ Exhibit 1-2 sumatarizes
the projections on income, disbursements, and year end balance
for this trust fund.



Exhibit 1-1
ESTIMTED OPERATIONS OF THE HOSPITAL INSURANCE TRUST FUND 1982-1991,

UNDER SELECTED ALTERNATIVE SETS OF ASSUMPTIONS
(Dollar Amounts in Billions)

ALTERNATIVE I-A

Total Disbursements
Total Income

Fund at End of Year

Ratio of Assets to
Di sbursements
(Percent)

1982
(Actual)

$36.1
$38.0
$ 8.2

52%

1983
$41.2

$44.7
$11.7

20%

1/ Trust Fund depleted in calenda

1984 1985
$46.5 $51.8
$45.8 $51.3
$11.6 $11.2

25% 22%

r year 1991

ALTERNATIVE

1982
_ (Ac tual ) 1983 1984

Total ,Disbursements. $36.1 i$41.2 S-46-6

Total Income $38.0 $44.7 $45.6
Fund at End of Year $ 8.2 S$11.7" $1.2

Ratio of Assets to

Disbursements (Percent) 52% 20% 25%

2/ Trust Fund depleted in calendar year 1990

1986

$57.1
$58.2

$17.1

201

I f-B

1985
$52.3

$51.3
$i0.2

21%

1987

$62.6

$61.9
$23.2

1988

$68.9

$65.7

$20.3

1989
$75.8
$69.8
$14 .3

271 341 271

1986
$58.0

$58.4

$11.8

18%

1987
$64.1

$62.5

$12.6

18%

1988
$71.0

$66.0

$16.1

18

Source: 1983 Annual Report of the Board of Trustees of the Federal Hospital Insurance TrustFund, p. 44.

1990
$83.5
$73.9
$T4.7

17%

1989
$78.4

$70.0

$ 7.8

211

1991

$91.5
$77.5

1/

51

1990

$86.6

$73.9

2/

9%

I

NO

Ln
C
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Exhibit 1-2
ESTIMATED PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE

TRUST FUND (CASH BASIS) CALENDAR YEARS 1983-1995'
(In Millions)

1983 1984 1985
1982 ..,

Actual A a A B A 8

Total Income $16,580 $19,584 $19,584 $22,849 $22,866 $26,166 $26,329

Total Di s-
bursements S16,227 S19,043 S19,047 $22,060 $22,083 S25,392 S25,497

Balance in
Fund at End
of Year $ 6,230 S 6,771 $ 6,767 $ 7,560 $ 7,550 $ 8,334 $ 8,381

*The projections shown in the exhibit are based on two sets of economic
assumptions: Alternative A and Alternative B. These alternatives
reflect two different levels of expectation of future performance of
the economy.

Source: 1983 Annual Report of the Board of Trustees of the Federal
Supplementary Medical Insurance Trust Fund, p. 24.

The preceding section emphasizes the financial problems that
the Advisory Council on Social Security considered in its
evaluation of the Medicare program and its recommendations. The
following section summarizes the issues which predominated
prior to enactment of the legislation that established the
program (P.L. 89-97) and highlights those factors which
influenced the provisions and structure of Medicare.

II. HISTORY OF THE ORIGINAL MEDICARE LEGISLATION2J/

Before a national health insurance program to protect the
elderly against the costs of medical care became an issue, the
Congress had engaged in a series of debates that addressed
broader questions related to health insurance. From 1933 to
1949, the focus of the debate shifted from t1 e issue of medical

31-294 0 - 84 - 20
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insurance as a viable means of sharing the risk of illness to
the issue of who should sponsor and operate a nationwide health
insurance system. In the 1950s, proposed legislation began to
emphasize the need to protect the elderly against the risk of
incurring medical expenses that could result in impoverishment.

A. THE PRE-MEDICARE DEBATE

In 1959, the Forand Bill (H.R. 4700), introduced during the
sessions of the 86th Congress, called for coverage of persons
age 65 and over who were eligible for OASI benefits, even if
employed, and excluded coverage of persons receiving Old Age
Assistance (OAA). The proposed benefit package included 60
days per year of hospital coverage, 120 days/year of nursing
home care available only after transfer from a hospital, full
payment of surgeons' fees, and full payment of inpatient
hospital diagnostic services and drugs. Financing was based on
an additional social security cax (.25% on the first $4,800 of
wages) to be paid in equal amounts by the employer and employee.

Opposition to the bill--from the Administration and trom
national associations representing physicians, dentists,
hospitals, and nursing homes--was ba3ed on a rejection of the
compulsory social insurance method of financing, as well as of
any federal action whatsoever in the area of medical
insurance. Although Congress postponed action on the bill
until 1960, its opponents organized efforts to blocK its
passage in committee.

1. The Public Assistance Approach to Financing Medical Care for the
Elderly

As a first alternative to the social security tax financing
approach, the public assistance approach was introduced as the
Kerr-Mills Bill in 1960. This bill called for federal-state
matching funds to support medical care for the needy elderly'
and the medically indigent and was endorsed by the medical i
profession. Kerr-Mills was passed as P.L. 86-778-i h-4-96 and
was viewed as a means of liberalizing federal participation in
state old-age assistance programs.

Beneficiaries under Kerr-Mills included the two anu a quarter
million elderly (approximately 13% of the elderly population)
who were receiving Old Age Assistance (OAA) and elderly people
who were deemed medically indigent, i.e., persons not receiving
OAA benefits whose resources and income were insufficient to
meet the costs of necessary medical services. The OAA portion
of the Act provide federal funds of up to $12/month per OAA
recipient for medical care in addition to the maximum of
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$65/month that the federal government was paying to the states
for each recipient. The Medical Assistance to the Aged (MAA)
program provided federal repayment to the states of a portion
of state expenditures for medical care of the medically
indigent. The federal share of MAA to individual states would
vary according to the state's per capita income. It was the
latter portion of the Act (MAA) that became the focus of much
of the debate that ensued over legislation based on the social
security financing method for health insurance to the elderly.

2. The Public Assistance. vs. Social Security Financing Deoate

In 1961 the King-Anderson Bill (H.R. 4222 and S. 909) was
introduced. A variation of the Forand Bill in that it was
based on social security financing, King-Anderson differed from
the Forand bill by including railroad retirement beneficiaries,
changing the period of insurance from year to "benefit period,"
increasing the number of covered days of hospital and nursing
home services, including home health care services, and
excluding surgeons' fees. King-Anderson also incorporated
deductibles for certain types of services and increased the
taxable earnings base to $5,000.

Opponents of King-Anderson, including the American Medical
Association, pointed to Kerr-Mills as the preferable way of
providing insurance for the elderly. They maintained that
Kerr-Millq, and other state and local programs, allowea for the
natural development and implementation of the community's
responsibility for its members and ensured that the medical
services offered would be determined by resources available in
the community. They also maintained that passage of
King-Anderson would have a deleterious effect on already
existing state and local programs such as Kerr-Mills.

Supporters of King-Anderson maintained that Kerr-Mills was a
desirable supplementary method for meeting the medical care
:osts of the needy elderly but inadequate as the principal
means ot doing so. The effectiveness of the MAA approach in
Kerr-Mills was questioned because of the variations from state
to state in the types of services covered, in definitions of
medical indigence, and in resources available to implement the
program. In addition, states were free to choose not to
participate in the program, thus making it possible to leave
some elderly people unprotected.

3. The Private vs. Compulsory Insurance Debate

Arguments for and against Kerr-Mills, broughL forth to oppose
or support the social security financing approach, broadened
the scope of the debate to izilude arguments over private
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versus compulsory insurance as the most desirable and effective
means of meeting the health care costs of the elderly. At
hearings on Health Services for the Aged under the Social
Security Insurance System held by the Committee on Ways and
Means in 1961, the American Medical Association testified in
favor of private insurance, maintaining that the amount of
private health insurance owned by the aged was growing at a
faster rate than that owned by the population as a whole.
Statistics presented to support the concept of private
insurance included the following:

o only 26 percent of the population age 65 or older were
covered by health insurance of any kind in 1952 whereas
more than 50 percent of that population owned some kind of
coverage in mid-1961;

o the number of elderly covered in 1951 was 3.4 million
persons while the number covered in 1961 represented 8
million people;

o 25 to 30 percent of the aged were not in the market for
health insurance because their medical care needs were met
by OAA;

o approximately 240 voluntary health insuring organizations,
including Blue Cross and Blue Shield, were issuing
hospital or surgical policies to the elderly; and

o Blue Cross alone had increased its membership to
56,063,125 persons in 1960 - a gain of 1,041,382 over the
previous years.2_2/

The AMA concluded its testimony by asserting that voluntary
health insurance had made remarkable progress in its brief
history and was capable of steadily increasing the percentage
of the population covered, that voluntary health insurance
allowed freedom of choice to individuals, and that passage of
King-Anderson would impose a rigid, inadequate pattern of
benefits on the elderly as well as destroy their freedom of
choice.

As Congress took no action on medical insurance for the elderly
in 1961, the debate over H.R. 4222 continued in 1962. During
the 1962 hearings, supporters of federal compulsory insurance
presented other statistics showing that, in 1961:

o 28 percent of 49 million people were not covered by
voluntary health insurance because they were poor,
elderly, or poor health risks;
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O only 14 percent of couples and 9 percent of non-married
persons had any of their total medical care expenses
covered by insurance;

o only 33 percent of the poor, 42 percent of retirees, and
30 percent of the elderly who were unable to work or keep
house were covered by insurance; and

o only 3 percent of elderly couples and 8 percent of
non-married elderly had incurred no medical costs in that
year .3

Furthermore, they asserted that the level of coverage for the
elderly was less than that provided for younger members of the
population; that it did not include many services needed by the
elderly such as nursing home and home health care, outpatient
diagnostic services, physicians' home and office visits, and
drugs; and that even the level of hospital coverage was
inadequate. With regard to hospital coverage, they pointed out
that Blue Cross plans covered only 31 days of care, with a
limited allowance for room and board, and required deductibles
and coinsurance. Finally, in response to the AMA's contention
that private insurance allowed greater freedom of choice, the
proponents of compulsory insurance stated that the choices of
the elderly were limited oy what they could afford.

Despite the continued opposition of the American Medical
Association, support for compulsory insurance financed by a
social security tax emerged from other sectors. For example,
in 1961, the Income Maintenance Section of the White House
Conference on Aging, which had a large number of physicians and
health insurance rep _e&entatives as members, endorsed the
social security mec- imas the basic means of financing
health care for the aged. In 1962, the American Hospital
Association (AHA) withdrew its opposition to social security
financing stating that the means of financing was not its
concern so long as the federal government did not administer
the program. As an alternative, ARA proposed that program
operation be placed in the hands of a private organization such
as Blue Cross.

The AHA compromise (i.e., social security financing with
private organizations administering the program) led to an
amendment to the public welfare bill, introduced in the Senate
as a means of enacting Medicare legislation. This amendment
specified that a national health insurance program for the
elderly would:

o use private organizations to aaminister the program,

o establish a special Hospital insurance trust fund, and

o assure against federal control over providers of medical
services.
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Although the Senate amendment was dropped when it became
apparent that there was little likelihood of passage, when the
1963 King-Anderson Bill (H.R. 3920 and S. 880) was
reintroduce, it retained the three provisions mentioned above.

In fact, from 1963 onward, the proposed bills included the
following aaministrative and financing requirements.

o Conditions prescribed by the Secretary of HEW for hospital
participation could not be stricter than those required
for accreditation by the Joint Commission on the
Accreditation for Hospitals (JCAH).

o The Secretary of HEW was required to assist providers,
carriers, and other private and public organizations to
develop plans to make supplementary private insurance
available to the elderly.

o Providers were authorized to designate organizations of
theiv choice to act as fiscal intermediaries with the
federal government.

o A separate Hospital Insurance trust fund was to be created.

o 1'he federal government would share costs incurred by state
agencies in planning and coordinating the program.

o Progressive increases would be allowed in the wage base
and tax rates to be shared equally by employees and
employers.

Other approaches to providing health care insurance to the
elderly were subsequently proposed, but no legislation was
passed.

King-Anderson (H.R. 1 and S.l) was reintroduced in 1965. This
bill called for a benefits package similar to those of earlier
bills, allocated a specified portion of the social security tax
to a separate hospital insurance trust fund, and authorized
private insurance carriers to create programs to make low-cost
supplementary health insurance available to the elderly. At
this juncture, the AMA "eldercare" alternative was introduced.
Eldercare would allow the elderly to purchase private health
insurance at premium rates based on income, the federal
government would subsidize premiums for the needy elderly, and
the program vo,;Id be administered by the states.

Committee hearings on King-Anderson began in January 1965.
From the c,,?Atent of these hearings, it is apparent that the
debate had finally moved away from the ideological issues of
the earlier ye,. 5 and had focused on technical aspects of
administering and financing a Medicare program.



Exhibit I!-1

SUMMARY OF ELICIBILITY AND BENEFITS OF PROPOSED LEGISLATION, 1959-1965

ELIGIBILITY

BENEFITS:
o Hospital

" Nursing Home

" Home Health

" Surgeons, Fees

" Laboratory and
X-R.ay

Drugs

i

FORAND BILL (1959)

OASI beneficiaries
age 65 and over
except OAA benefi-
ciaries

60 days/year

120 days/year or
2 days for eac1hun-
used hospital day,
on discharge from
hospital

None

Full payment

Full payment in-
patient only

Full payment in-
patient only

KING-ANDERSON (1961 )KING-ANDERSON (1963)1 KING-ANDERSON (1965)
As in 1959 and Rail-
road Retirement
Beneficiaries

qO days/benefit
period. Deductible
$10/day for first
9 days

As in 1959 with 180
day maximum

240 visits/year

None

As in 1959 and out-
patient witfV20
deductible/diagnos-
tic study

-As in 1959

As in 1961 and Non-
eligible OAWFor RR
beneficiaries with
3 quarters OASI
coverage

As in 1961 or 45
days/benefit-period.
Deductible: None
or 180 days/benefit
period. Deductible:
Avg. cost of 2%
days care

180 days/yea-

As in 1961

As in 1961

As in 1959 and out-
patient witf- $20
deductible30 day
period

As in 1959

As in 1963

60 days/benefit
period. Deductible:
Avg. cost of 1 day
care

60 days/benefit
period

As in 1961

As in 1961
As in 1963 with
deductible set at

average cost ot
1 day of hospital
care
As in 1959

r%3Ln_j W
1 C>

I

R

____ j
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Shortly after hearings began, a bill was introduced to support
a voluntary program, two-thirds of which would be paid from
federal general revenues and the remainder financed by monthly
premiums. The Mills bill (H.R. 6675) was proposed as a
compromise between King-Anderson and the voluntary program.
This bill (H.R. 6675) became the vehicle for the final Medicare
legislation.

Exhibit II-1 summarizes the provisions of the bills introduced
between 1959 and 1965. As is evident from this summary, the
proposed legislation differed principally in the extent of the
institutional-focused benefits intended to protect the elderly
from the high costs associated with care for acute-diseases or
acute episodes of chronic conditions.

The proposed taxable earnings base and the social security tax
rate provided in bills introduced between 1959 and 1965,
excluding the Mills Bill, are displayed in Exhibit 11-2.

Exhibit 11-2

PROPOSED EARNINGS BASE AND TAX RATES FOR SOCIAL SECURITY
FINANCING OF MEDICARE, SELECTED BILLS, 1959-1965

TAX RATES

WAGE BASE EMPLOYER EMPLOYEE SELF-EMPLOYED

Forand (1959) $4,800 .25% .25% .375%
King-Anderson (1961) 5.000 .25% .25% .375%

King-Javits (1962) 5,200 .25% .25% .375%

King-Anderson (1963) 5.2C0 .25% .25% .375%

King-Anderson (1965) 5,600 .30% .30% .45% ( 1966

5,600 .38% .38% .57% (196748,

5.600 .45% .450 6;75', ( ,6

B. THE SOCIAL SECURITY ACT OF 1965: MEDICARE ENACTED

The Mills bill (.1.R. 6675) was similar in its basic program
(Part A) to King-Anderson, though somewhat less extensive. The
most unexpected feature of the bill was the inclusion of a
supplementary medical insurance program (Part B) to pay for 80
percent of physicians' services and a variety of other
services. Enrollment in this portion of the Medicare
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program would be voluntary and subject to an annual deductible
for services used ($50). It would also require a monthly
premium ($3) paid by the enrollee and matched by an equal sum
from general revenues. The Mills Hill also included an
improved Kerr-Mills program (Title XIX or Medicaid).

The House Report on H.R. 6675 (March 29, 1965)24/ stated that:

o Kerr-Mills did not adequately meet the overall national
goal to provide adequate medical care for the elderly
because of the failure of some states to implement the
program as anticipated;

o the provision that the program be operated by private
organizations was intended to take advantage of the
experience of private agencies so that rates of payment
would be fair for institutional providers, contributors to
the Hospital Insurance trust fund, and other patients; and

o utilization review committees in hospitals and extended
care facilities were required for institutional
participation in the Medicare program, even though the
bill gave ultimate authority in determining utilization of
services to physicians.

The report also expressed the Committee's belief that the
program would be totally self-supporting on the basis of
contributions from employees and employers and the
self-employed.

In the Senate Finance Committee hearings on H.R. 6675, two
major issues were debated: a) transfer of payment for certain
hospital-based specialists (e.g., radiologists,
anesthesiologists, pathologists, and psychiatrists) to the
basic program (Part A) rather than including these payments in
the supplementary program (Part B) as proposed in the Mills
bill; and b) an alternative plan which would change the focus
from limited benefits for all the elderly to a program
primarily concerned with protection against catastrophic
illness. The Senate Finance Committee approved the amendment
to pay specialists' services under the basic plan and adopted a
modified version of the catastrophic plan by adding an
additional 60 days of hospital care, provided patients paid a
portion of the costs.

The Conference Committee agreed to retain part of the
additional benefits proposed by the Senate Finance Committee



310

- 260 -

but rejected the transfer of payments for hospital-based
specialists o the basic plan. Conference committee
estinates,25/ based on actuarial data, were that the costs of
benefits and administration of the two portions of the Medicare
programs for the first year of operation would be as follows.

Trust General
Fund Revenue Total

($ millions)

Hospital Insurance $2210 $290 = $2,500

Supplementary Medical
insurance $ 600 $600 = $i,200

The Medicare bill was signed into law as P.L. 89-97 on July 30,
1965. The actual provisions of P.L. 89-97 in terms of
benefits, and coverage are presented below.

MEDICARE PART A: THE BASIC PROGRAM

SInpatient Hospital: 90 days per spell of illness,
including tuberculosis and psychiatric hospitals with a
lifetime limit of 190 days on inpatient psychiatric
hospital services.

o Skilled Nursing Facility: Up to 100 days per spell of
illness after a three-day hospital stay.

o Outpatient Hospital: Diagnostic services furnished by a
hospital during a 20-day period (subject to $20 deductible
and 20 percent co-payment).

" Home Health Services: Up to 100 visits per spell of
illness for conuition treated in hospital or SNF, after
three-day hospital stay or SNF stay to include
intermittent nursing care, therapy, or home health aide
service.

MEDICARE PART B: THE SUPPLEMENTARY PROGRAM

o Physician and Other: Physician and surgeons' services
furnished in home, hospital, clinic, or elsewhere.

o Outpatient Hospital: Diagnostic X-Ray, lab and other
tests; X-Ray, radim, and isotope therapy.

o Home Health Service: Up to 100 visits per year to include
nursing care and/or therapy and/or home health aide, with
no prior hospitalization requirement.
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o Medical Supplies and Equipment; Surgical dressings,
splints, casts, and other devices for fractures, rental of
durable medical equipment, prosthetic devices to replace
internal body organs, artificial limbs, etc.

It is important to note that the final legislation was a
political synthesis intended to lessen the opposition of
providers and insurers.26/. As enacted, Medicare had the
following characteristics.

o Its benefit structure was closely modeled on that of
existing private insurance plans.

o The mode of reimbursement--cost reimbursement for
institutional providers and usual, customary, and
reasonable charges for physicians--were developed to
ensure the program followed existing patteLLs.

o The types of services covered focused on acute care for
specific diseases and ccnditlons with little attention
given to chronic care and thu nonmedical support service
needs of the elderly.

There were advantages to using private organizations as fiscal
intermediaries. For example, it allowed for almost immediate
implementation of the program, and it eliminated the need for a
separate government administrative bureaucracy which, if
created, could add substantially to program costs.

The disadvantage of using fiscal intermediaries to administer
the program was that it red ced the federal government's
control-of program costs.27/

In basing reimbursement procedures on "reasonable costs and
charges," the Congress also facilitated program
implementation. However, this reimbursement methodology, as
time has shown, contains no incentives for providers to control
costs. it appears that in its desire to ens-ire access to care,
the Congress gave little consideration to the issue of costs in
the original legislation, and this issue became the focus of
many subsequent attempts to improve the program. Concern with
access and quality soon gave way to legislative efforts to
control program costs with a concomitant effect on the Medicare
program and its beneficiaries.

III. CHANGES IN MEDICARE LEGISLATION

There have been several amendments to Title XVIII of the Social
Security Act that created the Medicare Program, since its
enactment in 1965. This section will discuss the modifications
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and additions that resulted from the 1972 Social Security
Amendments (P.L. 92-603), the 1978 Amendments to the End Stage
Renal Disease Program (P.L. 95-292), the Omnibus Reconciliation
Act of 1980 (P.L. 96-499), the Omnibus Budget Reconciliation
Act of 1981 (P.L. 97-35), and the Tax Equity and Fiscal
Responsibility Act of 1982 (P.L. 97-248). The impact of the
1975 Health Planning Act (P.L. 93-641) and certain changes
contained in the Social Security Act of 1983 (P.L. 98-21) will
also be addressed.

The provisions of these legislative acts appear to parallel the
major health policy concerns of the 1970s and the early 1980s.
Certain provisions of the 1972 Amendments and of the 1975
Health Planning Act reflect the intent to prepare the health
care system for some form of national health insurance. By
necessity this meant attempting to control costs to some extent
as well as ensuring access and quality. By 1977, national
health insurance was no longer a viable political issue.
Instead, the major focus in health policy was on containing
hospital costs. In keeping with the current Administration's
emphasis on reducing Federal expenditures, the most recent
legislation reflects the continued effort to reduce the rate of
increase in program costs.

These broad issues affected some of the specific legislative
changes in Medicare in the areas of expanding coverage to needy
populations other than the elderly; authorizing quality,
utilization, and cost control programs; and adjusting certain
facets of the program to reduce costs.

A. The SOCIAL SECURITY AMENDME11TS OF 1972 (P.L. 92-603)

The Social Security Amendments of 1972 expanded eligibility for
Medicare, established a utilization review program, and
authorized development of regulations to control increases in
physicians' fees and capital expenditures. These provisions
and congressional intent in adopting them are described in the
following sections.

1. Expansion in Eligibility for Medicare

The Social Security Amendments of 1972 (P.L. 92-603) extended
Medicare benefits to two groups of people under age 65:

o disabled persons who had been receiving Social Security
cash benefits because of disability for not less than 24
consecutive months and disabled Railroad Retirement
annuitants; and
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o chronic kidney disease patients who required renal
dialysis or kidney transplants, with eligibility beginning
four months after a course of renal dialysis had been
initiated and ending twelve months after renal
transplantation had occurred or dialysis had been
terminated.

In including disabled persons under age 65 as Medicare
beneficiaries, the Congress sought to provide protection to a
group of people who were at risk of incurring high medical care
costs. The Senate Report on H.R. L/ noted that, like the
elderly, disabled persons:

o are frequently characterized by low income and high
medical expenses;

o use a greater proportion of health services than the
population at large (e.g., 7 times more hospital services
and 3 times more physician services); and

o are unable to obtain private health insurance because they
are poor health risks.

The amendment to include End Stage Renal Disease patients was
proposed on the Senate floor by Senator Vance Hartke. In
advocating coverage for this population, Senator Hartke stated
that:

6 8,000 Americans would die as a result of kidney disease in
1972 who could have been saved had they been able to
afford renal dialysis or kidney transplants;

o the indirect costs of mortality--in lost future
income--was approximatelyy $1.5 billion annually;

o there were eight thousand new kidney disease patients in
the United States each year; and

o the annual costs of care for this population was more than
$1 billic-n a year.29/

The Conference Committee estimated that expansion of
eligibility to include the disabled and those deemed disabled
because of kidney disease would increase program costs by
approximately $1.9 billion.

Exhibit III-i shows how these costs would be allocated between
the two trust funds.
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Exhibit III-I

CONFERENCE COMMITTEE ESTIMATES OF COSTS OF COVERAGE FOR THE
-DfSABLED AND CHRONIC KIDNEY DISEASE PATIENTS IN 1974

Sunol emerita r r'

Elioibility Hosoltal Insurance Medical Insurance Total
. .. . .. (In Mi 1llions)

Disabled $1,412 $365 $1,777

Chronic Kidney
Disease 75 52 127

Enactment of this provision would provide coverage to
approximately 1.7 million disabled beneficiaries and some
18,000 chronic kidney disease patients.

Medicare coverage for these groups became effective on July 1,
1973, subject to the same cost-sharing and other requirements
as for other beneficiaries. However, for chronic kidney
disease patients, the law specified that reimbursement would be
limited to kidney dialysis treatment centers that met
requirements to be developed by the Department of Health,
Education and Welfare (DHEW, now DHHS).

2. Modification to Skilled Nursing and Home Health Se:vices
0

Benefits under both Parts A and B of Medicare were primarily
designed to respond to the need for acute health care services
associated with treatment of specific diseases or acute
episodes of chronic conditions. P.L. 92-603 made certain
changes to the skilled nursing and home health services
components of the program in response to confusion about the
types of services covered and the increase in utilization of
these benefits. These changes are described in the following
sections.

a. Skilled Nursing Services

Implementation of the extended care benefit was delayed until
1967 because of the need to develop guidelines for a new type
of benefit and to establish certification criteria for extended
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care facilities. Congress had expressly stated that this
benefit did not apply to "custodial care;" this and less
intensive care in nursing homes was covered by Medicaid, for
those persons eligible under the requirements of the Medicaid
program. The legislation (P.L. 89-97) specified that the
extended care benefit applied to skilled nursing care or
rehabilitative services provided on a daily basis and to other
services of a kind that would be covered if furnished to a
patient in a hospital.

Despite this expressly-stated restriction, there was
considerable confusion over what constituted an extended care
level of services. Therefore, between 1967 and 1969, the
proportion of persons reimbursed for extended care services
increased by 11 percent (from 18 to 20 persons per 1,000
enrollees). The total number of persons served also rose from
354,000 to 394,0U0.

In 1969, HEW issued guidelines which defined more precisely the
types of services that would be covered. As a result, both the
proportion and total number of beneficiaries served decreased
to 12 persons/l,000 enrollees and 239,000 beneficiaries
respectively.

In 1972, the term "skilled nursing facility" replaced that of
"extended care facility" in the law, and Congress specified
that for both Medicare and Medicaid this term applied to
institutions providing skilled nursing or rehabilitative
services on a daily basis. However, at the same time, Congress
relaxed the level of care requirements set forth in the 1969
guidelines, and also waived both beneficiary and provider
liability in certain cases where claims had been disallowed for
services not medically necessary or not provided at a covered
level of care.

In 1973, both the number of beneficiaries served and the
amounts reimbursed for SNF services increased slightly,
although not to 1969 levels.

Because HEW has imposed regulations and standards to ensure
that the skilled nursing benefit complies with the original
legislative intent, the portion of Medicare expenditures for
nursing home services has always represented a small proportion
of total Medicare expenditures (1.3% in 1979).

b. Home Health Agency (HHA) Services .

The original Medicare law covered home health care under both
the basic program (Part A) and the supplementary program (Part
B). The purpose of the hospital insurance home health agency
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benefit was to meet the needs of patients discharged from a
hospital or extended care facility after a minimum 3-day stay.
The services covered under Part B required no prior
hospitalization.

Home health care under both programs covered:

o part-time or intermittent nursing care, and physical,
occupational, and speech therapy;

o medical social services; and

o part-time or intermittent services from a home health aide.

Coverage of medical supplies (other than drugs and biologicals)
and appliances was also authorized by the law.

Between 1967 and 1969, the ni.mber of persons using home health
agency services under HI increased from 126,00 (7 per 1,000
enrolled) to 190,000 (10 per 1,000 enrolled). Under SMI,
persons receiving services increased from 118,000 (7 per 1,000
enrolled) to 145,000 (8 per 1,000 enrolled). Reimbursements
under HI rose from $26 million to $50 million between 1967 and
1969, arLd under SMI from $17 million to $26 million. 30/

Guidelines defining more precisely when home health services
covered under Medicare would be reimbursed were issueu by HEW
ir 1969. By 1971, usage and reimbursement had dropped
significantly--to 167,000 persons served under HI and to 8,000
under SMI. Payments for home health agency's services felt to
$42 million under HI and $13 million under SMI.

P.L. 92-603, the 1972 Social Security Amendments, modified the
home health agency benefit as follows.

o It eliminated the 20 percent copayment for HHA services
under SMI.

o It authorized a limited number of posthospital home health
visits for designated medical conditions during which a
person would be presumed eligible.

o It instituted a waiver of liability similar to that for
SNF services.

The Conference Committee estimated that elimination of the 20
percent copayment for home health care under SMI would result
in an $8 million dollar incrga e in program costs in the first
full year of implementation/
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In 1975, HCFA data showed that the number of persons receiving
reimbursed HHA services under HI had increased to 329,000 (15
per 1,000 enrolled) with reimbursement equal co $136 million.
Under SMI persons receiving reimbursed services increased to
161,0Q0 (7 per 1,000 enrolled) with reimbursements equalling$56 million.32/

3. Modifications to Control Program Costs and Utilization

Reimbursement under the HI program was originally based on
retrospective payment of "reasonable costs" incurred for
provider services. The House Report on H.R. 6675 (P.L. 89-97)
shows that the Congress intended that "reasonable costs" meet
actual costs of care, however widely they may vary, and that
these costs include appropriate payments for depreciation on
buildings and equipment, proper interest on capital
indebtedness, and a portion of medical education costs.

Unfortunately, the enactment of Medicare coincided with a
period of inflation in health care costs. These costs nearly
doubled between 1955 and 1965 and they have continued to rise
at an annual rate of about 13 percent. As early as 1969, the
Secretary of HEW was calling for measures to arrest health care
cost inflation.

Under the provisions of P.L. 92-603 (1972 Social Security
Amendments), Congress's first response to the problem with
rising health care costs and their effect on Medicare included:

o establishment of Professional Standards Review
Organizations (PSROs) to ensure that reimbursed services
were medically necessary, provided according to
professional standards, and rendered at the appropriate
level of institutional care (Section 249F);

o establishment of limits on reasonable costs (section 223);
and

o establishment of limits on reimbursement for unnecessary

capital expenditures (section 1122).

The following sections will summarizE briefly these provisions.

a. Establishment of Professional Standards Review
OrganizaEtion

In 1970, legislation (H.R. 1755 was introduced in the House
Ways and Means Committee authorizing the Secretary to set
limits on reasonable cost determinations, on increases in

1 10A .n
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physicians' fees, and on reimbursement for capital expenditures
for facility or service expansion not approved by state and
local planning agencies.

The Senate Finance Committee accepted the House bill with minor
modifications and added a Bennett Amendment to establish
Professional Standards Review Organizations (PSROs). This
Bennett Amendment was an outgrowth of the Medicredit Plan
developed by the American Medical Association, which proposed
that state medical societies develop peer review organizations
aa a mechanism for cost control.

In 1971, H.R. I, which was similar to the 1970 bill, was
introduced and passed in the House. In 1972, the Senate
Finance Committee passed H.R. 1, with the amendment to
establish PSROs. Under the provisions of the Act, PSROs were
to ensure that reimbursed services were medically necessary,
provided according to professional standards, and rendered at
an appropriate level of care if provided in institutional
settings. The 1972 Amendments stipulated that the PSROs should
consist of substantial number of practicing physicians in a
local area whose primary responsibility would be to provide
comprehensive and ongoing review of services covered under
Medicare, Medicaid, and the Maternal and Child Health programs.

The PSROs were authorized to undertake professional inquiries
before ani/or after the provision of services, to examine
pertinent records, and to inspect physical facilities. No
Medicare or Medicaid claim was to be paid if disapproved by a
PSRO after a review had been conducted.

The PSRO program was implemented in 1974, and by 1980 there
were 47 fully designated and 140 conditionally designated PSROs
in operation. The major focus of PSRO review was on inpatient
services, and the 1978 evaluation of the services of the
program indicated that the PSROs had contributed to the
reduction in lengths-of-stay (LOS).

b. Limits on "Reasonable Costs"

Section 223 of P.L. 92-603 authorized the Secretary of HEW to
establish methods ior determining "reasonable costs" of health
services that take into account "various types or classes of
institutions, agencies, and services." The Senate Finance
Committee report, in its discussions of this amendment, stated
"that costs can and do vary from one institution to another as
a result of differences in size, in the nature and scope of
services provided, the type of patient treated, the location of
the institution, and various other factors affecting the
efficient delivery of services."33/
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In compliance with the law, an Interim Schedule of Limits on
Hospital Inpatient General Routine Service3 Costs was developed
by HEW and published in the Federal Register on June 6, 1974.
Revisions to the Interim Schedule were likewise published on
April 17, 1975. In comments received during the 30 day period
required by law, objections were voiced because of methods used
in developing the classification system; the adverse effects of
the regulations on teaching hospitals; the absence of
consideration given to patient mix, scope of service, lower
average length-of-stay, or higher capital and interest costs
among newer facilities; and the methods used to group SMSAs
(Standard Metropolitan Statistical Areas) and non SMSAs.34/

The Secretary responded to these objections at the time the
final regulations, which were to take effect on July 1, 1975,
were promulgated. Subsequent revisions to Section 223 were
issued annually although opposition continued. Those objecting
to the regulations viewed them as a method of imposing
mandatory cost controls on approximately one-fifth of the
nation's hospitals and a means of meeting budgetary goals
rather than screening for inefficient hospitals.

c. Limits on Reimbursement for Capital Expenditures

When Medicare was created, the nation faced a shortage of
hospital and nursing home beds. Therefore, to promote access
to care by making facilities available, the Congress reimbursed
hospitals and extended care facilities (ECFs) for new equipment
and construction. The Congress also stipulated that for-profit
ECFs were to be paid additional sums for return-on-equity to
offset the tax exempt status of nonprofit ECFs. This
return-on-equity was extended by regulation to other
cost-reimbursed providers, including hospitals.

Section 1122 of the 1972 Amendments gave the states the option
of designating a state agency to review and approve proposed
health facility capital investments to determine eligibility
for Medicare and Medicaid reimbursements for depreciation,
interest, return-on-equity capital, and related costs. The
purpose of this provision, as stated in the law, was to assure
that federal funds appropriated under Title V, XVIII and XIX
would not be used to support unnecessary capital expenditures.
Under the law, the Secretary was authorized to withhold or
reduce reimbursement to those providers whose capital
expenditures were inconsistent with state or local health
facility plans. However, if it was determined that
disallowance of capital expenditures would discourage the
operation or expansion of organizations that had demonstrated
the capability of providing comprehensive health services, the
Secretary was authorized to approve such expenses
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In reality, disapproval by state agencies did not mean that

capital expenditures were not reimbursed.

d. Limits on Reimbursements tc Physicians

The Supplementary Medical Insurance Program is a voluntary
program financed by monthly premiums of enrollees and
contributions from general revenues. Beneficiaries share in
the costs of services provided by paying a deductible and 20
percent of reasonable charges.

The Secretary of HHS enters into contracts with carriers whose
principal functions are to determine whether the charges
submitted are allowable (reasonable) and to make payment. The
reasonable charge for a specific service, in the absence of
unusual medical complications, or certain other circumstances,
is the lowest of the physician's "customary charge" for the
service, the "prevailing charge" for that service in the area,
or the physician's actual charge. Further, the "reasonable
charge" for a service may not exceed the charge applicable for
a comparable service under comparable circumstances to the
policyholders or subscribers of the "carriers" which administer
the Part B program.

Limits on Increase in Physicians' Fees: The 1972 Amendments
authorized the Secretary of HEW to develop an: economic index
for use in determining the amount of increase in prevailing
charges that would be recognized for reimbursement purposes.
The Congress included this amendment in response to inflation
in fees for physician services that had occurred since the
passage of Medicare. (See Exhibit 111-2)

Exhibit 111-2

TOTAL HEALTH CARE EXPENDITURES
(in billions)

FY 1966 FY 1968 INCREASE
Physician Services

For persons 65 and over $1.66 $2.34 41%
For persons under 65 7.21 8.39 16%

Hospitals
For persons 65 and over 3.29 5.40 64%
For persons under 65 10.95 14.00 28%

Source: Social Security Administration data on annual expenditures.
Cited in Rethinking Medicare to Meet Future Needs. Issues
Book. Washington, D.C., The Government Researcn
Corporation, 1982, p.30 .
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The Congress instructed HEW to create an index that would
measure the increase in physician practice costs (e.g., rental
of office space, wages of non-physician labor) and permit an
annual increase in income derived from Medicare payments that
would be commensurate with the general rise in earnings in the
United States. The intent was to limit increases in prevailing
charges recognized by the Medicare program "to rates that
economic data indicate would be fair to all concerned and
follow rather than lead inflationary trends."35/

Payments for Services of Teaching Physicians: Section 227 of
P.L. 92-603 provided that teaching physicians bo reimbursed on
a cost basis (under Part A rather than Part B) for servic-s to
patients, with certain exceptions.

The original legislation (P.L. 89-97) specified that all
hospital services of physicians, except for residents and
interns, would be reimbursed under Part B of the Medicare
program. To implement this policy, the Bureau of Health
Insurance (BHI) issued various rulings from 1967-1972 which
provided guidelines for teaching physicians in submitting bills
for professional services rendered to Medicare patients. The
1967 rulings specified that, for the teaching physician to bill
Medicare patients under Part B, the physician must be the
patient's attending physician and provide personal care or
personal and identifiable direction to residents and interns
participating in care. The 1969 guidelines further clarified
these regulations, stating that physician services other than
direct patient care were to be reimbursed as provider
(hospital) costs under the basic plan (Part A). In 1970, staff
of the Senate Finance Committee prepared an analysis of
payments to medical staffs of teaching hospitals. This
analysis became the basis for the Section 227 limits on
payments to teaching physicians included in the 1972 Amendments.

According to P.L. 92-603, services of a teaching physician
would be reimbursed on a cost basis (under Part A) unless the
patient was the physician's bona fide patient or unless the
hospital had routinely charged all patients and collected (in a
majority of cases) on a fee-for-service basis since January 1,
1965.

B. THE HEALTH PLANNING ACT OF 1975 (P.L. 93-641)

In 1974, Congress passed P.L. 93-641 (S. 2994), the National
Health Planning and Resources Development Act, which was signed
into law in January 1975. The Act established area-wide health
planning agencies whose functions were to increase access,

31-294 0 - 84 - 22
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quality, and acceptability of services; restrain increases in
costs; and prevent unnecessary duplication of services. These
agencies were to develop long-and short-range plans; to approve
or disapprove use of federal funds for grants, loans,
contracts, or loan guarantees; and to submit their
recommendations to State Planning Agencies.

However, the provisions of P.L. 93-641 did not apply to
facilities subject to review under Section 1122 of the Social
Security Act of 1972 nor to those subject to Certificate of
Need (CON) programs. Review of these facilities remained the
responsibility of the State Planning Agencies. The CON program
applied to new institutional health services proposed to be
offered or developed within a state, and its effect was to
require prior approval of new institutional health facilities
or services. The State Planning Agency's decision was to be
made on the basis of a set of criteria which included , but was
not restricted, to a determination of "need."36/

The major purpose of P.4. 93-641, as is evident from the
Congressional Record, 37/ was to improve health planning by
correcting the deficiencies of the three planning functions
authorized by the Public Health Services Act--Regional Medical
Planning, Comprehensive Health Planning, and Hill Burton. As
Senator Edward Kennedy stated in introducing the bill, this
improvement in health planning was a necessary mechanism to
ensure that national health insurance, which he believed would
be implemented, could meet its goal of providing access to
health care in underserved areas.

C. 1978 AMENDMENTS TO THE ESRD PROGRAM (P.L. 97-292)

Congress had underestimated the costs to the Medicare program
of providing coverage to ESRD patients. Conference committee
estimates of program costs for 1974 were $127 million; actual
costs for that year were $193 million. In 1977, Congress
acknowledged that despite the program's success in meeting
patients' needs, there were a number of serious problems to be
addressed. Among these were the impact of the Medicare
reimbursed services on the care patterns of chronic kidney
disease patients and the effect of these patterns of care on
program costs.

In 1972, when the amendment was passed to cover renal dialysis
in approved facilities, 40 percent of chronic kidney disease
patients were using home dialysis. By 1975, this percentage
had decreased to 25 percent, and by 1977 less than 10 percent
were using home dialysis. In addition only 10 percent of
patients were electing to undergo kidney transplants (down from
16 percent in 1975).39/
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In the 1977 committee report accompanying the proposed
legislation, it was pointed out that the costs of home dialysis
ranged from $8,000 to $12,000 per patient per year whereas
dialysis at the renal dialysis centers approved for
reimbursement under Medicare ranged from $15,000 to $30,000 per
patient per year. The difference in costs was attributed to
costs incurred for capital expenditures and maintenance at the
dialysis facilities. 

3/

The objectives of the legislation proposed by Congress in 1977
were to:

o provide incentives for lower cost, medically appropriate
self-dialysis;

o eliminate program disincentives to use of kidney
transplantation;

o provide for incentive reimbursement methods:

o develop long-range national objectives with regard to the
most effective use of resources for treating ESRD; and

o provide for studies of alternative ways to improve the
program.

To meet these objectives the provisions of the legislation,
enacted in 1978 as P.L. 95-292, included the following:

" waiver of the three-month waiting period for people
entering self-care training programs prior to the end of
the third month after the month in which renal dialysis
begins,

o coverage of disposable supplies and of periodic supportive
services such as dialysis equipment maintenance,

o coverage of self-care dialysis units in renal dialysis
facilities,

o full reimbursement to facilities for dialysis equipment
purchased for exclusive home dialysis use,

o immediate coverage of hospitalization for transplant
pat ients,

o extension of coverage for transplant patients from 12 to
36 months,
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o immediate resumption of hospital coverage if the kidney
transplant fails, and

o coverage of donor expenses for hospital services and
aftercare.

P.L. 95-292 also authorized the development and use of an
incentive reimbursement system with respect to payment for
dialysis services provided to patients treated in facility
settings.

D. THE OMNIBUS RECONCILIATION ACT OF 1980 (P.L. 96-499)

Public Law 95-142, the Medicare/Medicaid Anti-Fraud and Abuse
Amendments of 1977, required HEW to conduct a review of home
health and other in-home services provided under Titles XVIII,
XIX, and XX of the Social Security Act and make recommendations
for change. In 1979, HEW submitted its report to the Congress.

Several problems were identified including: lack of
coordination among the multiple programs: variations in
eligibility, coverage, and benefits across states;
reimbursement policies which discouraged use of home health
benefits; inconsistencies in claims administration; inadequate
supply and distribution of home health services across the
country; and inadequate quality assurance for home health care.

Among the recommendations for changes submitted in the report
were:

o elimination of the 3-day prior institutionalization
requirement under Part A;

o inclusion of occupational therapy as one of the primary
skilled service needs to establish eligibility for home
health services;

" reimbursement for physician's assistants and nurse
practitioners, under the general supervision of a
physician, to review and approve home health care plans;
and

o conduct of a demonstration to develop utilization review
for home health agencies.
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In 1980, a number of amendments to expand the home health
program were signed into law as part of the Omnibus
Reconciliation Act of 1980 (P.L. 96-499). Effective on July 1,
1981, the provisions included:

o elimination of the 3-day prior hospitalization requirement
under Part A;

o elimination of the requirement that covered services be
for the same condition for which the beneficiary was
treated in the hospital:

o inclusion of occupational therapy as a basis for initial
entitlement to services;

o removal of statutory limitations on the number of home
heoIth visits allowed under Parts A and B; and

o removal of the requirements for beneficiary payment of the
$60 deductible per year under Part B.

The Senate Special Committee on Aging, in its report on 1980
developments in aging, noted that the change in the hospital
requirement under Part A would grant access to home health
services to approximately 1.1 million Medicare beneficiaries
not covered under Part B. The report also stated that this
change "is expected to correct the potential for physicians to
place a Medicare beneficiary in an acute-care hospital in order
to qualify the beneficiary for the home health care benefit,
thereby increasing the overall Medicare costs for treatment of
illness ."40/

With regard to the removal of the limits on the number of home
health visits (100 visits/spell of illness under Part A and 100
visits/calendar year under Part B), the Senate Special
Committee indicated that this change was advocated to encourage
more reliance on home health care as an alternative to other,
more expensive forms of health care.

The Special Committee report also stated that the utilization
of Medicare home health services, intended to meet the needs of
thousands of homebound elderly suffering from illness and
disability, had risen dramatically. Citing HCFA data, the
report showed that total Medicare reimbursement for home health
services increased from $217 million in 1975 to $912 million in
1981, with almost 16 million home health visits made to the
aged and disabled in 1977. The report also noted that the
number of Medicare-certified home health a encies had increased
from 2,250 in 1975 to about 3,000 in 1980.41,
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Reasons given for the increase included the growing proportion
of older persons in the population, heightened awareness of the
desirability of home health care as the appropriate mode of
care for patients, and the increase in the number of
Medicare-certified home health agencies.

Home health care within the Medicare program has received
little attention to date because home health care expenditures
represent a small portion of total Medicare expenditures (less
than 2 percent). Despite this, the Senate Committee report
recommended a number of amendments focusing on abuses within
the program, which were enacted in the 1980 Omnibus
Reconciliation Act. These included authorizing the Secretary
of HEW to establish bonding and escrow requirements for HHA's
having little or no funds other than those received for
Medicare payments, requiring the Secretary of HEW to establish
regional intermediaries for home health agencies, and
specifying the nature of cost caps to be set by the Secretary
on home health agency per visit costs.

E. THE OMNIBUS BUDGET RECONCILIATION ACT OF 198142/

Recent legislation related to the End Stage Renal Disease
Program has as its objective reduction in program costs. Under
the provisions of the Omnibus Budget Reconciliation Act of 1981
(P.L. 97-35), Medicare will become the secondary payor for the
first 12 months after an individual has oeen determined
eligible for Medicare ESRD benefits, but only to the extent
that the patient has private insurance coverage. Beginning
with the thirteenth month following the month in which
entitlement to ESRD benefits is established, Medicare will
become the primary payor. This change does not apply to
persons entitled to program coverage on the basis of age or
disability.

P.L. 97-35 also required the Secretary to prescribe in
regulations a method (or methods) for prospectively determining
the amour.cs of payments to be made for renal dialysis
service,. Separate composite weighted formulas were to be
calcul..ted for hospital-based and for other renal dialysis
facili:ies, with both formulas taking into account the
proportions of patients dialyzing in a facility and those
dialyzing at home and the relative costs of providing services
in such settings. The legislation authorized the Secretary to
use a different prospective reimbursement method or methods, if
it was determined after detailed analysis, that such a method
(or methods) would both more effectively encourage the
efficient delivery of services and provide greater incentives
for use of home dialysis.
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P.L. 97-35 also contained a number of other amendments to the
Medicare program. For example, reimbursement changes reduced
the inpatient hospital routine nursing cost differential from
8.5 percent to 5 percent; reduced the reimbursement limits
established for inpatient general routine hospital operating
costs and home health agency costs; required establishment of
incentive reimbursement rates for renal dialysis services;
adjusted payments with respect to inappropriate hospital
services; and provided payments to promote the closing and
conversion of underutilized facilities.

P.L. 97-35 included a number of changes in cost-sharing
requirements for Medicare beneficiaries. It increased the
Part 8 deductible to $75, eliminated the carryover provision in
determining whether an individual has met the Part B
deductible, and provided for making the calculation of the
Part A deductible on a more current basis, thereby increasing
beneficiary liability. The law also deleted occupational
therapy as an initial qualifying criterion for home health
benefits.

Finally, P.L. 97-35 made modifications to, but did not repeal,
the PSRO program. Rather, it required the Secretary to assess
the relative performance of each PSRO and authorized the
Secretary to terminate up to 30 percent of current PSROs by the
end of FY 82. The legislation did not include deletion of the
utilization review requirements of the law.43

F. THE TAX EQUITY AND FISCAL RESPONSIBILITY ACT OF 1982
(P.L. 97-248)

The Tax Equity and Fiscal Responsibility Act of 1982
(P.L. 97-248) made several amendments to Medicare. For
example, this act authorized the Secretary of HHS "to eliminate
the 3-day prior hospital stay requirement for skilled nursing
facility coverage at such time as, through reimbursement
changes or other adjustments, (he) the Secretary determines
that such action will not lead to an increase in program costs
and that it will not alter the acute nature of the
benefits. "44/

This Act also added a new benefit category to the Medicare
hospital insurance program, that of hospice services. Hospice
care, which focuses on palliative rather than curative care for
the terminally ill, can be provided in a number of different
settings. Traditionally, Medicare has not covered hospice
care, although certain services may be reimbursed when provided
by hospitals, physicians, or other covered care givers.
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Under the provisions of P.L. 97-248,45/ coverage of hospice
care is authorized for a terminally ill beneficiary with a life
expectancy of six months or less. A beneficiary may elect to
receive hospice care in lieu of most other benefits except
those of the attending physician (if not employed by the
hospice). The hospice benefit period would consist of two
periods of 90 days and one period of 30 days. Benefits
provided would include nursing care, therapies, medical social
services, homemaker-home health aide services, physicians'
services, short-term inpatient care, and outpatient drugs for
pain relief. Hospices would be established as a separate
provider category under Medicare. Reimbursement would be based
on reasonable costs subject to a limit equal to 40 percent of
the average Medicare per capita expenditure during the last six
months of life for beneficiaries dying of cancer.

According to the provisions of the law, the hospice program
must have an interdisciplinary group of personnel which
includes at least one physician, one registered professional
nurse, and one social worker employed by the hospice, plus at
least one pastoral or other counselor. Other requirements that
a hospice must meet include:

o maintenance of central clinical records on all patients;

o use of volunteers in the provision of services in
accordance with standards set by the Secretary to assure a
continuing level of effort to use volunteers;

o licensure in accordance with any applicable state or local
law;

o agreement not to discontinue care to a patient because of
the inability of the patient to pay for such care; and

o meeting other health and safety standards set by the
Secretary.

The hospice must be certified to participate in Medicare as a
separate provider category in accordance with requirements
established by the Secretary. However, the Secretary is
authorized to eliminate duplication where any hospice provider
requirements are the same as requirements already met by the
provider under other agreements with the Secretary, such as a
home health agency, skilled nursing facility, or hospital
certified to participate in Medicare.

0. "
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There is no reimbursement under Part B for an individual's
attending physician who is employed by the hospice; counseling
would be included as a core service; and noncore services could
be provided, under arrangements, by others.

A 5 percent copayment on respite care services and a 5 percent
copayment on drugs covered are required under the provision.

The Law authorized coverage for hospice services for the period
November 1, 1983 to October 1, 1986, with the Secretary
required to issue implementing regulations by September 1, 1983.

CBO estimated that this provision will increase Medicare
expenditures by $1 million in Fiscal Year 1983 and $1 million
in Fiscal Year 1984. It was estimated that, during Fiscal Year
1985, $16 million would be saved. This estimate assumes an
average per capita saving of $235.

Public Law 97-248 added Health Maintenance Organizations (HMOs)
as a source of services. The IH.Os would be reimbursed at 95
percent of the adjusted average per capita cost. To be
eligible for reimbursement, HMOs have to meet existing Federal
and State guidelines.

Other changes enacted as part of Public Law 97-248 included
repeal of the existing PSRO program and establishment of the
Utilization and Quality Control Peer Review Organization
(UQCPRO) program. The new PROs were defined as either an
entity composed of a substantial number of licensed physicians
practicing in an area or an entity which has sufficient
physicians available to conduct adequate peer review of medical
services. Under the provisions of this act, the review may
include professional activities of physicians, other
practitioners, and institutional and noninstitutional providers
to determine necessity and reasonableness of care, quality of
care, and appropriateness of setting. The determinations of
the PROs would ordinarily be binding with regard to payment of
benefits. CBO estimates were that the new program would result
in savings to Medicare of $15 and $20 million for fiscal years
1984 and 1985 respectively.46/

Despite the difficulties of using regulations as a means of
controlling costs, this legislation also authorized the
Secretary to set limits and ceilings on certain portions of the
program expenditures for inpatient services, or rescinded
previous provisions that allowed providers to be reimbursed at
higher levels. For example, the 8.5 percent nursing salary
differential, established by regulation in 1969 to cover the
more intensive nursing care presumed to be required by elderly
patients, was reduced to 5 percent by law in 1981 and rescinded
in 1982.
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In addition, the provisions of the Tax Equity and Fiscal
Responsibility Act (TEFRA) modified existing 223 limits by
extending them to ancillary services and special care unit
operating costs. CBO estimated that savings to the Medicare
program resulting from TEFRA's expansion of section 223 limits
would be $25 million in 1983, $510 million in 19a4, $1,110
million in 1985, and $1,490 million in 1986.

G. THE SOCIAL SECURITY AMENDMENTS OF 1983 (P.L. 98-21)

Other changes to the Medicare legislation were contained in
certain provisions of the Social Security Amendments of 1983.
The most important of these provisions, and the one expected to
have the most far-reaching effect on future costs of the
program, was that which altered the form of reimbursement to
inpatient hocpitals.

TEFRA (P.L. 97-248) had included a provision requiring the
Secretary of Health and Human Services (HHS) to develop a
legislative proposal for Medicare payment to hospitals, skilled
nursing facilities, and to the extent feasible, other
providers, on a prospective basis. The Secretary's Report on
Hospital Prospective Payment to Medicare was submitted to
Congress in December 1982.

P.L. 98-21, enacted on July 20, 1983, authorized prospective
reimbursement to inpatient hospitals to be implemented as
follows.47/

Beginning with hospital accounting years starting on or after
October 1, 1983, hospitals (except for psychiatric,
rehabilitative, long-term care and children's hospital) will
no longer be reimbursed on a reasonable cost basis. Hospitals
will be paid a prospectively determined amount per discharge
based upon diagnosis related groups (DRGs).

Separate payment rates will apply to urban and rural areas.
For the first three years, separate rates will be determined
for each of the nine census regions, and there will be a blend
of national and regional ORG rates in each hospital's cost
base. The cost of capital and the direct cost of medical
education will continue to be reimh'irsed on the basis of
reasonable costs. The adjustment undir the law, prior to
amendment for indirect costs of medical education, will be
doubled. The rate of return on equity for proprietary
hospitals will be reduced by one-third. The Secretary will
provide additional payments for outlier cases.
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Payment for non-physician service provided to hospital
inpatients must be made under Part A except that the Secretary
may waive these restrictions during the transition period for
hospitals that have billed extensivel.y under SNI. Medicare
payments must be made under a state system if the system meets
certain statutory requirements. Upon request of the state of
New York and/or Massachusetts, or the parties to their
demonstration agreements, the Secretary of Health and Human
Services would be required to modify the terms of their
demonstration agreement so the States would not be required to
maintain a rate of increase in their Medicare hospital costs
below the national rate of increase in such costs.

4 4/

The decision to change from a retrospective to prospective
reimbursement system for inpatient services was not lightly
taken. Since 1972, the Department of Health and Human
Services, in response to Congressional interest in prospective
payment, has funded a number of demonstration projects in this
area and evaluated their results. From their experience with
these demonstrations, the Health Care Financing Administration
(HCFA) has been able to make some generalizations, including
the following:

o prospectivity itself seems to be effective in holding down
rates of increase in hospital costs;

o all prospective systems seem to require a consideration ef
hospital case-mix;

o small, rural hospitals frequently require exceptions
unless case-mix is explicitly recognized in the payment
process; and

o successful systems require a firm legal basis, strict
enforcement, and a lack of escape mechanisms.48/

Other modifications contained in this legislation, which will
affect the states of the Medicare Hospital Insurance Trust
Fund, include:

o mandating social security coverage for employees of
non-profit organizations;

o disallowing withdrawal from Social Security by state and
local government or entities;

o increasing the hospital insurance tax rate for the
self-employed to equal the combined employer-employee tax
rate; and
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o eliminating Medicare payment for a new capital expenditure
project unless the state has established a Section 1122
approval process and approved the expenditures under this
mechanism.

As the preceding review of legislation shows, Congressional
focus has shifted from access to care to reduction in program
expenditures. In the following section, the changes in the
Medicare program resulting from the legislation and from
regulations developed by HCFA will be described.

IV. CHANGES IN THE MEDICARE PROGRAM

As would be expected, the legislative changes to the Medicare
program had a significant impact on the program and its
beneficiaries. A brief discussion of the components of the
program and these impacts follows.

A. ELIGIBILITY

Currently, persons age 65 and over who are eligible for social
security or railroad retirement benefits, disabled persons
under 65 who have been entitled to disability benefits for at
least 24 months, covered workers and their depenJents with
chronic kidney disease requiring dialysis or kidney
transplants, and federal employees who are-employed as of
January 1, 1983 are automatically entitled to hospital
insurance (HI) coverage without cost. Persons age 65 and over
who are not entitled to social security or railroad retirement
benefits may voluntarily enroll in the hospital program and
must pay a monthly premium.

Persons automatically entitled to benefits under the hospital
insurance program may participate voluntarily in the
Supplementary Medical Insurance (SMI) program. Most other
persons age 65 and over may participate in SMI even though they
have not previously paid into Social Security. However, only
those age 65 and over may enroll in the SMI program without
being eligible for the hospital insurance program; this option
is not available to disabled persons under age 65 who are not
eligible for hospital insurance. Those who choose to
participate in SMI pay a monthly premium and are subject to
deductibles and copayments for services received.

In fiscal year 1983, approximately 26.8 million people age 65
and over and 3.1 million disabled persons had protection under
Part A of the Medicare program. In the same year, 26.0 million
elderly persons and 2.7 million disabled were enrolled in PartB.49/
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From 1967 to 1981, the number of aged enrollees in the Hospital
Insurance program increased from 19.49 million to 25.9 million,
and the aged enrolled in Supplementary Medical Insurance rose
from 17.89 million to 25.4 million.50/

From 1974 to 1981, the number of disabled Medicare enrollees in
the HI program under age 65 rose from 1.93 to 3.0 million, and
those disabled enrolled in the SMI program increased from 1.74
to 2.7 million.

Enrollment of End Stage Renal Disease patients under age 65 who
were -"deemed disabled" for purposes of coverage increased from
6.4 to 18.3 thousand in the HI program between 1973 and 1978,
and enrollment in the SMI program rose from 6.3 to 17.2
thousand.

Exhibit IV-1 summarizes data on Medicare enrollees by type of
coverage, age and type of enrollees for the period between July
1, 1966 through 1978. Published data, broken out into the
categories presented in Exhibit IV-l, are not currently
available for later years.

B. COVERAGE

As was noted earlier, there have been few changes to the
coverage offered under Medicare. The only category added to
the hospital insurance package has been that of hospice
services.

Exhibit IV-2 summarizes the changes in coverage that have
occurred since enactment of Medicare.

C. REIMBURSEMENT AiD UTILIZATION

Expansion to include the disabled and those deemed disabled had
three major effects on the Medicare program. It increased
total costs beyond that projected by the Conference Committee,
particularly for End Stage Renal Disease patients served; it
shifted the patterns of services somewhat among the three
groups of users; and the per capita reimbursement for each
group differed significantly.

Exhibit IV-3 provides information on total Medicare
reimbursements for all services from 1966 to 1981. Exhibit
IV-4 shows benefit payments by type of services and
beneficiaries for the Fiscal Year 1482.
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Exhibit IV-1

NUMBER OF AGED MEDICARE ENROLLEES BY TYPE OF COVERAGE AND AGE, JULY 1, 1966.1978

(Thousands)

HOSPITAL INSURANCE SUPPLEMENTARY MEDICAL INSURANCE

AGE AGE

YEAR TOTAL 65-74 J 75+ TOTAL 65-74 ( 75+

1966 19,082 11,990 7.092 17,736 11.186 6,550
1967 19.494 12,116 7,378 17.893 11,114 6,779
1968 17,770 12,158 7,611 18,805 11.561 7,244
1969 20,014 12,195 7,819 19,195 11,705 7,490
1970 20,361 12.316 8.045 19,584 11,873 7,711

1971 20,742 12,462 8,280 19,975 12,050 7,924
1972 21,115 12,641 8,474 20,351 12,248 8,104
1973 21,571 12,911 8,660 20,921 12,586 8,334
1974 21,996 13,182 8,814 21,422 12,925 8,496
1975 22,472 13,426 9,046 21,945 13,215 8,730

1976 22,920 13,691 9,229 22,446 13,529 8,917
1977 23,47 13,986 9,488 22,991 13,830 9,161
1978 23,984 14,259 9,725 23,531 14,119 9,412

ACRG (M) 1.9 1.5 2.7 2.4 2.0 3.1.



Exhibit IV-1

(continue(

ALL DI1

HOSPITAL INSURANCE

AGE

192.4 218.0 438.8 881.4
220.2 r237.6 481.4 988.9
254.3 261.7 530.0 1,122.4
288.3 285.8 574.0 1,244.1
322.6 310.6 617.3 1,368.9
344.8 335.4 646.5 1,466.5

11.7 8.6 7.8 10.2

j)

FABLED

j SUPPLEMENTARY MEDICAL INSURANCE
. - 11

TOTAL

1.569.9
I1,745.0
1.959.2
2.168.5
2.372.6

,543.2

9.6
-0 L.

AGE

2.2
3.4
4.3
4.8
5.1
5.6

18.7

1 .4
2.1
2.4
2.8
3.0
3.3

17.1

DISABLED - END-STAGE RENAL DISEASE ONLY

i1.7 I .1 6.3 2.1

2.7 1.9 9.6 3.2
3.3 ?.( 12.1 4.1
3.9
4.4
4.8

20.8

3.3
3.9
4.6

28.6

14.0
15.5
17.2

20.4

4.5
4.8
5.2

18.1

1.3
2.0
2.3
2.6
2.8
3.1

17.4

1.7
2.6
3.2
3.7
4.2
4.5

19.5

1 .1
1.8
2.6
3.2
3.7
4.3

27.3

CA'

ACRG z Annual compound rate of growth.

SOURCE: Health Care Financing Administration, Kathryn Barrett, "Medicare: Persons Enrolled in
the Health Insurance Program, 1977-1978." HCFA Program Statistics Report, in preparation.

Cited in tha Medicare and Medicaid Data Book, 1981, pp. 16-17.

YEAR

1973
1974
1975
1976
1977
1978

ACRG(%)

TOTAL

1,730.5
1,928.1
2,168 4
2,392.2
2,619.4
2.793.2

9.6

1973
1974
1975
1976
1977
1978

ACRG(%)

6.4
10.1
12.7
14.7
16.5
18.3

21.0L

I I 35-44 L_5 54 5-64
1 74.9 194.7 390.2 810.0
194.0 211 .0 428.0 912.0
225.8 232.3 469.2 1.032.0
258.3 1 255.7 510.2 1.,144.3
290.0 278.8 548.7 1.255.2
311.9 303.1 57n.7 1.349.0

11.6 8.9 7.9 10.2
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Exhibit IV-2

BENEFITS AND COVERAGE UNDER HI AND SMT: ORIGINAL BENEFITS AND

SELECTED MODIFICATIONS

411MUAL 4SPtIAL :111SURANCC 11%.S (PAN! A)
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Exhibit IV-2

BENEFITS AND COVERAGE UNDER HI AND SMI: ORIGINAL BENEFITS AND

SELECTED MODIFICATIONS

(continued)

0#oG1u;. SUPftMoNTUt OI[CAL INSURANCE i[4[rWS (PW* 51"

PHISICIAt UD 0710(t I I ICAL SUP. :s I%.^
,, ICAL vIIC$ I OUTPATIEN? AIOSPITAL TOE 001AL'W I _ __ __ _"

* Physician aR Ioeqf, I services ocliceot to 0 up to e 0 vii$ Dr Fiat 0 Srical froosil"g
slrvice 01Pymisfh in physlclans' services For ne urtO Clre and/or
hoSpIal. P0l. CliIic. rniered to oup*atints trSply. and/of, O 0 IspittI. COsS. 0nd o.
offiCe or e0shd 09 -- #14 00t1t toft sNo heOIth aide services devici fir fveC*.ro$
met ooiting rotine 004 physical thqrigy
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D. FINANCING/COST-SHARING

The rate of increase in hospital costs has continued to surpass
that of the taxable earnings wage base since the i-iedicare
program was enacted. Most recent estimates are that between
1982 and 1995 hospital costs attributable to Meciicare

Exhibit IV-3

MEDICARE BENEFIT PAYMENTS, CALENDAR YEARS 1966-1981
('In Billions)

YEAR

1966
1967
1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982

MEDICARE

$ 1.04. o
5.7
6.6
7.1
7.9
8.6
9.6

12.4
15.6
18.4
21.8
24.9
29.3
35.7
43.5
49.1

NOTE: Beginning July 1, 1973, Medicare payments include the
disabled and persons with end-stage renal disease.

Source: Health Care Financing Administration, Bureau of Data
Management and Strategy. Executive Data Compendium,
1983, Table III-1, Table IV-l, and Table IV-3.

May

will increase by 13.2 percent annually while the taxable earnings
base will rise at a rate of 6.8 percent per year.

1. Increases in Tax Rate and Wage Base for Hospital Insurance
Financing

Congress has made several adjustments to the tax rate and
earnings base to correct for inflation in hospital costs. As a
result the tax rates and earnings base have increased
substantially, as can be seen in Exhibit IV-5.

YEAR
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Exhibit IV-5

HOSPITAL INSURANCE FINANCING: SELECTED TAX TABLE AND
WAGE BASE INCREASES (1966-1983)

%/Contribution Rate
Wage Base (Employer/Employee Each)

and Self-Emploe6

1966 ............. $ 6,600 .35
1§70 ............. 7,800 .60
1974 ............. 13,200 .90
1978 ............. 17,700 1.00
1979 ............. 22,900 1.05
1981 ............. 29,700 1.30
1982 ............. 32,400 1.30
1983 ............. 35,700 1.30

Source: U.S. House Committee on Ways and Means. Background
Material and Data on Major Programs Within the Jurisdiction
of the Committee on Ways and Means (EMCP-3) February 8,
1983, p. 154.

After 1983, the automatic increase provisions in Section 230 of
the Social Security Act will determine the maximum taxable
amount. The contribution rate for the self-employed will also
change. These changes will be as follows.

o The maximum taxable amount of annual earnings will be
subject to automatic increases.

o The contribution rate for employers and employees, each,
will increase from 1.30 percent of taxable earnings in
1984 to 1.35 percent in 1985 and to 1.46 percent in 1986
and later.

o The contribution rate for the self-employed will. rise to
2.60 percent of taxable earnings in 1984, to 2.70 percent
in 1985, and to 2.90 percent in 1986 and later..2/

2. Reduction in Rate of Increase of "Reasonable Charges" under
Part B

Establishment of the Medical Economic Index (MEI) authorized by
P.L. 92-603 has effectively controlled the rate of increase in
physician charges under Part B. However, the amount of
increase in "allowed" charges has consistently fallen behind
the Consumer Price Index (CPI) for all services ana the CPI for
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Exhibit IV- 4

MEDICARE HOSPITAL INSURANCE AND SUPPLEMENTARY MEDICAL INSURANCE BENEFIT PAYMENTS BY

TYPE %'.F SERVICE FOR AGED AND DISABLED BENEFICIARIES, FISCAL YEAR 198?

(In Millions)

NOSPITAI INSURANCE SUPPLEMENTARY MEDICAL INSURANCE

TYPE OF SERVICE AND BENEFICIARY I IENFlT PAYMENIS TYPE OF SERVICE AND BENEFICIARY BENEFIT PAYMENTS'

TOTAL
Aged'
Disabled

Inpatient Hospital Services3

Aged
Disabled

Skilled Nursing Facility Servicei
Aged
Disabled

Home Health Services
Aged
Disabled

$ 34,344
30,343
4,001

3Z.685
28,791
3,894

464
447

11

1,195
1 .105

90

TOTAL
Aged
Disabled

Physician and Other Suppliers
Aged
Disabled

Radiology and Pathology'
Aged
Disabled

Outpatient Hospital
Aged

Home Health Services
Aged
Disabled

Group-Practice Prepayment Plans
Aged
Disabled

Independent Laboratory Services
Aged
Disabled

$ 14,806
12,290
2,516

10,721
9,424
1,297

648
581

67

2,882
1,774
1,108

73
67
6

316
298

18

166
146

20

'Benefit payments for aged beneficiaries are 88 percent of the total.
'Benefit payments for inpatient hospital services are 95 percent of the total.
'Reimbursement for services by radiologists and pathologists received as in inpatient in a hospital.

NOTE: Distributions by type of service and beneficiary are estimated.

SOURCE: OMB. Cited in Health Care Financing Administration, Bureau of Management and Strategy.
[!ecutive Data Copefndiuns, May 1983. Tables IV-? and IV-3.
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physician services since the MEI was implemented. That is,
increase in fees for physician services has surpassed the
percent increase allowable under MEI. The result has been a
substantial increase in the number of claims for which the
physician receives a reduced payment because his/her bill is
greater than the reasonable charge determination made by the
carrier.

The impact of the M.I on the reduced reasonable charge rate can
be seen from the following.53 /

" In the third quarter of 1969 about one in five approved
assigned claims resulted in a payment to a physician of at,
amount less than the billed charges (i.e., a reasonable
charge reduction rate of 22 percent).

o By 1981, about four of every five assigned claims resulted
in reduced payments for billed charges (i.e., a reasonable
charge reduction rate of 82.8 percent).

o During calendar year 1981, the reasonable charge reduction
rate for unassigned claims, excluding those of
hospital-based physicians, was 85.8 percent; the average
amount reduced per claim was $25.78.

3. Decline in Assignment Rates and Impact on Beneficiary
Cost-Sharing

Physicians and other providers may choose on a bill-by-bill
basis whether or not to accept "assignment" which will bind
them to accept the reimbursement policies established by the
program. If the physician accepts assignment, the physician
bills the program directly and is paid 1,:edicare's charge less
any deductible and the coinsurance. The physician may not
charge the beneficiary (nor collect from another party such as
a private insurer) more than the applicable deductible and
coinsurance amounts.

If the physician does not accept assignment, payment is made
directly to the beneficiary on the basis of an itemized bill,
whether paid or unpaid. The beneficiary is then liable for the
physician's full charge, including any amount by which the
physician's actual charge exceeds the Medicare-determinec.
reasonable charge.

Some researchers have maintained that the ME1 had an adverse
affect on physician's willingness to accept assignment.
However, this is more difficult to assert with any conviction
because the net assignment r&te had already begun to decline in
1971, as can be in Exhibit IV-6. This exhibit does not show
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some of the variations that exist in assignment rates. For
example, assignment rates are lower for the aged than for
disabled beneficiaries (47 percent and 62 percent,
respectively, for all physicians' charges), and they vary
considerably by area of the country (from a low of 20 percent
in South Dakota to a high of 82 percent in Rhode Island).

Exhibit IV-6

NET ASSIGNMENT RATES, BY YEAR, 1968-81
(In percent)

Calendar Year Net Assignment Rate

1968 ............................................... 59.0
1969 ............................................... 61.5
1970 ............................................... 60.8
1971 ............................................... 58.5
1972 ............................................... 54.9
1973 ........................................... .... . 52.7
1974 ............................................... 51.9
1975 ............................................ 51.8
1976 ............................................... 50.5
1977 ........................................... 50.5
1978 ............................................... 50.6
1979 ............................................... 51.3
1980 ........................................... 51.5
1981 .................. ......................... 52.3

Sources: Ferry, Thomas P., et al. "Physicians Charges Under
Medicare: Assignment Rates and Beneficiary Eligibility,"
Health Care Financing Review, Winter 1980, p. 50; and
Department of Health and Human Services, Health Care
Financing Administration, Bureau of Program Operations,
Part B Carrier Workload Report; June 1982: August 1982.

The level of assignment rates does have an impact on
beneficiary out-of-pocket costs, since beneficiaries are
responsible for the difference between the reimbursed rate and
the charge on unassigned claims. In 1982, the difference was
estimated at $25.78 per unassigned claim. The lcw assignment
rate (52.3 percent in 1981) means that a large proportion of
the elderly and disabled are paying this amount out-of-pocket.

4. Other Increases in Beneficiary Cost-Sharing

The continuing escalation in medical care costs has had its
effect on beneficiaries' out-of-pocket expenditures, as can be
seen from Exhibit IV-7, which compares the deductibles,
coinsurance, and premiums under Medicare for 1966 and 1983.
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Exhibit IV-7
DEDUCTIBLES, COINSURANCE, AND PREMIUMS

1966, 1983

HOSPITAL INSURANCE

Deductible

1966 1983

UNDER MEDICARE:

Coinsurance

1966 1983

Inpatiert Hospital
(Days 1 - 60)
(Days 61 - 90)
(60 day lifetime reserve)

Nursing Facility
1 20)
21 - 100)

N/A N/A
N/A N/A

N1/A N/A
$S/day S38/dav

SUPPLEMENTARY MEDICAL INSURANCE

.Deductlble

1966 1983

benefit Package
(Physician Services,
Outoatient diagnostic,
home health,1 other)

Coinsurance

1966 19A3

20% of Reason-
$50 $75 able Charges

Premium

1966 19832

t3 $12.20

1Ieductible and coinsurance for home health services were eliminated
under provisions of P.L. 96-499 and P.L. 92-603, respectively.

'Under limits established in P.L. 92-603, the monthly premium would
have been $13.10. Under provisions of P.L. 98-21, which authorized
premium increases on a calendar year basis rather than on July 1,
the premium was frozen at the 1982 rate for the period from I July
1983 to 31 December !983. The premium will rise to $14.20 in
January 1984.

S40
N/A
N/A

Skilled
(Days
(Days

$304
N/A
N/A

N/A
S10/day

N/A

N/A
$76 /day
$152 /day
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In general, the amount of health care coits paid by the elderly
out-of-pocket has been rising. Por example, as a proportion of
total income, per capita expenditures not paid by Medicare has
risen from 16.8 percent in 1970 to 19.1 percent in 1980. This
proportion is fast approaching the pro-Medicare level of 20.4
percent.53/

One of the factors contributing to the increase in
out-of-pocket expenditures for health care among the elderly is
the purchase of private insurance to supplement Medicare.
Concerned about the ability of Medicare to offer adequate
protection against the high cost of illness and about needed
services not covered by Medicare, the elderly are turning to
other types of supplemental insurance including:

o Medicare supplement policies designed to fill the gaps in
Medicare coverage, which often pay some or all of
Medicare's deductible and coinsurance requirements and a
percentage of actual charges unmet by Medicare;

o indemnity policies, which pay a fixed amount for each day
of hospitalization; and

o specified disease policies, which limit coverage to
certain "dread diseases" sucn as cancer.

Although these forms of insurance offer a wider range of
options, they frequently are limited in scope. Nevertheless,
in 1978, about two-thirds of the Medicare population purchased
some form of health insurance to supplement Medicare a a cost
of approximately $4 billion for 19 million policies..54

V. CURRENT ISSUES

Among the iiajor issues that must be addressed in future efforts
to reform and improve Medicare are cost containment, financing,
and the adequacy of the benefit package. The first of these
issues has been a concern for the past several years,with
legislative efforts shifting from authorizing regulations to
control costs to enacting provisions to reduce expenditures.

A. COST CONTAINMENT

Most of the %irrent proposals directed toward reducing
expenditures focus on restraining the growth in health care
costs by introducing competition into the health care system.

Some proponents of the competition approach believe that
alternative health plans, particularly prepaid plans such as
Health Maintenance Organizations (HMOs), offer a viable,
cost-effective alternative to the fee-for-service system.
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Recent reports show that these prepaid plans are able to
provide services more efficiently than the loosely structured
fee-for-service system, principally by controlling inpatient
utilization and length-of-stay. In addition, they offer
preventive care including routine physical exams and patient
education--services not covered by Medicare.

Since 1972, a number of demonstration projects have been
implemented to allow enrollment of Medicare beneficiaries in
Group Practice Prepayment Plans (GPPPs) and Health Maintenance
Organizations (HMOs). The GPPPs provide physician services and
other related medical services for predetermined premiums
rather than on a per unit or per service schedule. HMOs,
provide inpatient and outpatient services, either directly or
through contract with others, on the basis of a fixed payment
without regard to the frequency or extent of services provided
to a given enrollee. In 1982, the Congress legislated in TEFRA
inclusion of HMOs as a source of services at 95 percent.of the
Average Annu&l Per Capita Cost (AAPCC).

Medicare beneficiaries who participate in these plans pay a
supplementary premium to cover the Medicare deductible and
coinsurance as well as any benefits or services not covered by
Medicare. Covered services are reimbursed by Medicare
according to the type of arrangement the plan has with the
Medicare program.

As of March 1981, almost two percent of Medicare beneficiaries
(575,188 individuals) were enrolled in the 75 prepaid plans
that were contracting with Medicare. 57/

Other suggested approaches to cost containment include
providing Medicare beneficiaries with vouchers to be used in
enrolling in government-approved HMO or other selected provider
plans, such as Preferred Provider Organizations (PPOs), and
combining Part A and B of Medicare without changing the
services covered. Under the second of these approaches, the
deductible would be decreased with a cap on cost-sharing to
some level that would cover catastrophic illness.

The most promising approach is the prospective reimbursement
system that has been adopted for Medicare inpatient hospital
services as a result of the Social Security Amendments of
1983. In addition, the Congress has mandated studies on
reimbursement for capital and medical education expenses.

B. FINANCING

Current estimates are that to keep the Hospital Insurance trust
fund solvent over the next 25 years, revenues must be increased
by 70 percent or expenditures reduced by 40 percent. Among the
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options suggested for increasing revenues are: levying excise
taxes on cigarettes and alcohol; increasing payroll taxes
beyond those already scheduled: increasing income taxes; and
taxing health benefits provided by employers to
employees.56/ None of these options has been adopted to date.

C. BENEFITS

Even the strongest supporters of the Medicare program
acknowledge that the benefits now covered do not address the
changing needs of the elderly. As life expectancy has
increased and health status improved, the number of people
living beyond age 75 has also increased. This portion of the
population is most frequently characterized by aloneness and
multiple chronic conditions that affect their ability to
perform the normal activities of daily living. In short, this
age group constitutes those most in need of long-term care
services or preventive services which are not covered by
Medicare.

In addition, these elderly people represent the population most
at risk for admission into nursing homes. Currently, as was
seen in the previous discussion of skilled nursing benefits,
nursing home stays not associated with acute conditions and not
requiring skilled nursing care are not covered under Medicare.
Although Medicaid does cover these services for those meeting
the "means test," there are a number of elderly people who must
deplete their resources or whose resources are exhausted
because of extended care in skilled nursing facilities in order
to be eligible for the type of nonskilled or supportive care
that they need.

It is obvious from the discussion of the financing problems of
the Medicare program that additional benefits as part of the
Medicare package have ceased to be an option. However, to
respond to the needs of the elderly, consideration should be
given to establishing programs specifically directed to
long-term care or to providing resources to make
community-based supportive or preventive services available.
The Department of Health and Human Services is conducting a
variety of demonstrations in this area some of which include
Medicare.

VI. SUMMARY

Most health policy analysts acknowledge that Medicare is a
successful program. It pays for fully 45 percent of the cost
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of care received by the nation's elderly. It has contributed
to major progress in life expectancy for the elderly and
disabled. For example:

o the death rate has dropped at an annual average rate of
1.5 percent between 1968 and 1978;

o between 1960 and 1978, life expectancy at age 65 has
increased by two years;

o chances for survival among people with ESRD have improved,
since without dialysis the annual death rate for such
patients is estimated to be about 98 percent whereas with
dialysis it varies from 8 to 20 percent; and

b

o the quality of life for some of the chronically disabled,
such as those now able to afford surgery for the removal
of cataracts, has improved. 58/

The history of Medicare brings to light the evolutionary
character of this program in the sense that the original
design, though never altered, has been refined and modified to
respond to the major health policy issues facing the nation at
different points in time. The original concern with providing
access to needed care produced a program that covered the most
costly forms of care--hospital and skilled nursing
services--and provided funds to support hospital and facility
expansion. The desire to protect other vulnerable members of
our society--the disabled and those afflicted with chronic
kidney disease--resulted in an expansion of the eligibility
requirements.

The increasing costs of health care services and the proportion
of those costs borne by the federal government led to
legislative efforts to control costs through regulations
limiting reimbursements to providers and physicians.

The current deficits in the federal budget have produced new
efforts to achieve savings or reduce expenditures by a
combination of provisions that include increased cost-sharing
among beneficiaries, risk sharing on the part of providers,
cuts in the proportion of capital expenditures paid by the
federal government, and adoption of a DRG-based prospective
reimbursement system for inpatient hospital services.

The awareness that the acute-care, disease-oriented nature of
the benefit package does not meet some of the most pressing
needs of the elderly resulted in minor changes in the home
health care benefit. The desire to provide a less costly and
more appropriate form of care to the terminally ill added the
hospice benefit to the Medicare program.
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However, despite these changes, the .financing, cost
containment, and appropriate benefit issues remain as the most
pressing problems for the future. It is on these issues that
the Advisory Council has directed its attention, and it is to
their resolution that the Council recommendations are directed.
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APPENDIX H

ACTUARIAL ANALYSIS OF
THE FINAL RECOMMENDATIONS
OF THE ADVISORY COUNCIi

ON SOCIAL SECURITY
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Phil Ios, Deputy' Executive Tirector
Advisory Council on Social Security

Attached are four tables shovino the et.-.ated effects on the Meli,oare
vrcra of the final reoZ :-::ndatkions n f th A,.,iszr, ounoi-
Tables i and cn'" the esti-ated i-pact of the recommendations
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,ue to "nodifications -Made b, the Advtscrv Counct. l e estimates are
based on 1182 Trustees' Report Alternative Il-B assumptions.
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TABLE 2

Estimated Impact of the Final Recommendations of the Advisory Council
on the Supplementary Medical Insurance (SMI) Program

(In Millions of Dollars)

Item
No.

Eff.
DateRecommendation

--

Net effect on SMI Income:

Change in Premium
Income

Change in General
Revenue

Net effect on SMI Outlays:

8 Raise Age of Eligibility
to Medicare Benefits

15 Index Part 8 Deductible
to CPI-W all items

19 Participating Physician

Total impact on SMI Cutlays

FY'85 FY'86 FY'87 FY'88 FT'89

- 40 -135 -250 - 370 - 580

-165 -435 -745 -1.225 -1,990!

1/1/85 -155 -55 -845 -1,310 -2,1251
1

1/1/85 - 25 - 65 -125

10/1/84 30 45 50

- 195 - 270,

60 65'

-150 .475 -920 -1 ,445 -2,330

Bureau of Data Management ard Strategy
Cffice of Financial and Actuarial Analysis

January 6. 1984
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TABLE 3

Estimated Operations of the Hospital Insurance
Trust Fund During CY 1984-1995 1/

(Dollar Amounts in Billions)

Calendar Total Total Net Increase
Year Income 2/ Outgo in Fund

1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995

$46. 1
51.3
59.5
64.9
74.5
70.0
73.9
77.8
81.8
85.5
89.0
92.4

$ 46.6
52.3
58.0
64. 1
71 .C
78.4
86.6
95.1

104.5
114.7
125.8
137.9

5- 0.5
- 1.0

1-5
0.8
3.5

- 8.4
-12.6
-17.3
-22.7
-29.2
-36.8
-45.5

Fund at Ratio 3/
End of Year (Percent)

S 11.2
10.2
11.8
12.6
16.1
7.8

- 4.9
- 22.2
- 44.9
- 74.0
-110.8
-156.3

25%
21
18
18
18
21

9
-5

-2 1
-39
-59
-60

1/ Based on 1983 Trustees' Report A.ternative 1I-B assmptions.
2/ Includes the loan repayments frce the Old Age ana Survivors insurance

Trust Fund to the Hospital Insurance Trust Fund as reported in the
1983 Trustees' Report.

3/ Ratio of assets at the beginning of the year to outgo during the year.

Bureau of Cata Management and Strategy
office of Financial and Actuarial Analysis

January 6, 1984
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TABLE 4

Estimated Operations of the Hospital Insurance
Trust Fund During CY 1984-:995 with the Estimated Effects

Reccmmendaticns of the Advisory Council I/
(Dollar Amounts in Eillions)

Calendar Total Tot&l Net Increase
Year Inccte 2/ cutgo In Fund

1984
1985
' 386

'87
1'988
1989
1990
1991
1992

1393
1994

19,5

$ 46.1

67.5

77.9
74.a
79.6

85 . 7
C6.7

1C2.8
219. 1

S 46.6
51.-
56.0
58.5

63.3
68.0
72.9

78.7
85.3
92.6
C0. 3

1C8.7

S-c. 5
.8
-5

6.'
6.7

6.3

2.4
0. 4

Fund at Patio 3/
End of Year (Percent)

$11.2

27.5
-2 . 1

67.C
71. 1

3.9

251%
22

32
44
62

-2
-72

1/ Based cn 1983 Trustees' Report Alternative ::-B assumptions adjusted to
:nclide trne e.tiated effects of the final recociendaticns of the
Advisory CoLnc l. -t

2/ :nclules the loan ents frc the ^.d Age and Surv:icrs Insurance
Trust Fund to the 1tal insurance Trust Fund as reported In the
1383 Trustees' Report.

3/ Ratro cf assets at the begi.nning cf the year to outgo during the year.
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